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ExecutiveSummary

Countries with national health insurance make health care “free” to patients and at the same time

limit spending and access to modern medical technology. As a result, there is widespread rationing,

bureaucratic inefficiency and a lower quality of care.

A citizen of the United States is twice as likely to have open heart surgery as a Canadian
and four times as likely as a Briton.

Although computer scanning (in place of conventional x-ray) is routine diagnostic proce-
dure in the United States, a patient in Ontario can wait as long as a year and four months for
an MRI scan.

Britain, where the CAT scanner was invented, has one of the lowest rates of CAT scanner

use in western Europe.

When access to modern medical technology is rationed, who receives care? Mounting evidence

suggests that the wealthy, the powerful and the sophisticated find ways of moving to the head of the

waiting lines, while the poor, the elderly, racial minorities and rural residents wait longer.

Studies show that the Inuits (Eskimos) and Crees in Canada and the Maoris in New Zealand
receive less health care and have worse health outcomes than other citizens of those coun-

tries.

The most recent studies of kidney dialysis show that more than a fifth of dialysis centers in
Europe and almost half in England have refused to treat patients over 65 years of age.

Studies in almost every country with national health insurance find that low-income fami-
lies often have less access to care in relation to their need for it than higher-income families.

Almost every developed country with national health insurance has pledged special efforts to

create equal access to health care, and these commitments are periodically and publicly repeated. Yet

the rhetoric is very different from the reality.

Despite 40 years of promises to create regional equity, Britain spends least on hospital
services in those areas which are most underserved.

Despite 40 years of promises to create equality of access to health care, spending per person
varies by a factor of two to one across the regions of New Zealand, and the number of

surgeries performed varies by more than six to one.

Despite 20 years of promises in Canada, the distribution of physicians per capita among the
provinces varies by almost three to one and within Ontario by a factor of more than four to

one.



Canadian provincial governments restrict modern medical technology to hospitals, usually in
large cities, and actively discourage outpatient surgery. Rural residents must travel to the cities for the
services of most specialists and for most surgical procedures. But considering the inconvenience of
travel and the fact that specialized services are rationed by waiting, how often do rural residents actu-
ally get care? Consider that:

® Total per capita spending on physicians’ services among British Columbia’s 30 regional
hospital districts varies by a factor of six to one, and spending on the services of specialists
varies by a factor of 12 to 1.

@® Spending varies by a factor of almost 4 to 1 for obstetrical/gynecological (OB/GYN)
services, 8 to 1 for the services of internists and 35 to 1 for the services of psychiatrists.

Despite many recent claims, there is little evidence of efficiency in countries with national
health insurance. While people wait for months and even years for hospital admission, hospital manag-
ers appear uninterested in admitting more patients.

® While more than 50,000 people wait for surgery in New Zealand, at any point in time one
in five hospital beds is empty and one in four is occupied by a chronically ill patient using
the hospital as an expensive nursing home.

® While more than one million people wait for surgery in Britain, at any point in time about
one-fourth of all beds are empty and another one-fourth are being used by nursing home
patients.

@® While more than 250,000 people wait for surgery in Canada, at any point in time almost
one in five hospital beds is empty and a fourth of all beds is being used by nursing home
patients.

Although countries with national health insurance frequently proclaim that health care is a right,
available regardless of ability to pay, increasingly the reverse is true. Access is often guaranteed only
to those with private health insurance or the ability to pay out-of-pocket.

@® Although health care is theoretically free to all in Britain, 10 percent of the population has
purchased private health insurance, and one-fifth of all elective surgery is performed in the
private sector.

@® Although health care is theoretically free to all in New Zealand, one-third of the population
has private health insurance, and one-fourth of all surgery is performed in private hospitals.

@® As Canadian waiting lists for surgery grow, increasing numbers of Canadians are coming
to the United States for health care.

The lessons from other countries teach that America would not be well-served by an expansion
of government bureaucracy or by any greater government control over the U.S. health care system.
Instead, what is needed is to limit the role of government and allow the private sector new opportunities
to solve our health care problems.



"Most countries with national
health insurance are search-
ing for market-based re-
forms."”

INTRODUCTION

In virtually every country with national health insurance, politicians,
health ministers and other government officials are searching for ways to
reform their health care systems. Increasingly, the reforms being adopted seek
to replace socialism in medicine with privatization, competition and market
incentives.

® In 1989, the British government introduced radical market-based
reforms in health care and began to allow private hospitals to
compete against public hospitals for National Health Service
funds.!

® In 1987, the Netherlands introduced a voucher system which allows
consumer choice among private and public insurance funds.?

® In 1987, Germany introduced a new policy which encourages
competition among hospitals.?

® More recently, the government of New Zealand has signaled its
intent to end 40 years of socialized medicine by giving people tax
incentives to purchase private health insurance and by introducing
market-based reforms in the public sector.*

® Sweden, along with other European countries, has already intro-
duced some “managed competition” into its national health insur-
ance system, and with the recent change of government those
reforms will undoubtedly continue.’

® In Canada, pressures mount to allow private health insurance
options and to institute user fees, and the father of Quebec’s health
care system (the oldest national health insurance scheme in
Canada) has called for privatization and competition in the supply
of health services.®

® The Soviet Union’s new health care reform plan calls for decen-
tralization, “enterprise” and the introduction of financial incentives
into health care.”

® Chile has given its citizens financial incentives to opt out of na-
tional health insurance for the last decade, and most other Latin
American countries are seeking ways to partially privatize their
health care systems.®



"Despite official promises,
national health insurance
usually creates special
burdens for the poor, the
elderly, minorities and rural
citizens.”

As other countries struggle to reform their health care systems, they
often look to the United States for guidance. Yet, many in this country are
encouraging us to copy the health care system of some other country. Unfortu-
nately, the advocates of national health insurance have painted a rosy picture
of how it works elsewhere — often ignoring the many problems and failures.

National health insurance promises to make medical care a right and to
grant all citizens equal access to it. Yet in those countries which have adopted
national health insurance people are often denied access to modern medical
technology, and the distribution of health care resources is far from equal. The
special victims of national health insurance are the poor, the elderly, members
of minority groups and residents of rural areas.

This report does not focus on minor blemishes or easily correctable
problems in the health care systems of other countries. Instead, it seeks an
understanding of fundamental principles — by identifying common patterns
that tend to emerge in all countries with national health insurance and explain-

ing why those patterns emerge inevitably from the politics of medicine.

TWENTY MYTHS ABOUT NATIONAL
HEALTH INSURANCE

As the United States wrestles with the problems of its health care
system, it is tempting to look elsewhere for solutions. In general, countries
with national health insurance spend less per person (and less as a percent of
national income) on health care than does the United States. Those unfamiliar
with other systems assume that the United States can control health care costs
through national health insurance without any loss of benefits or deterioration
of quality. In what follows, we briefly discuss this and other common myths
about national health insurance.

MYTH NO. 1: Countries with national health insurance
have been more successful than the U.S. in
controlling health care costs.

The United States spends more on health care than any other country in
the world, both in dollars per person and as a percent of gross national product
(GNP). Does this mean that the United States, with a predominantly private
system, is less able to control health care spending than are developed coun-

tries with national health insurance schemes?



"About 90 percent of the
difference in health care
spending among developed
countries is due to differ-
ences in income.”
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As we shall see, international comparisons of health care spending are
difficult, not least because of differences in measuring techniques. But first we
should note that the United States is wealthier than other countries. Almost
without exception, countries with more income spend more on health care. In
fact, health economists have discovered that 90 percent of the variation in
health care spending among developed countries is based on income alone.’

This should give pause to anyone who believes that the United States
will significantly lower health care spending by adopting the system or institu-
tions of some other country. Apparently, as people have more income, they
spend more on health care, whether their spending takes place through the
market, the political system or quasi-public institutions.

United States vs. Canada: Growth in Spending. In 1987, the United
States spent $2,004 per person on health care, whereas Canada spent only
$1,520. Some people argue that if the U.S. adopted Canada’s health care
system, it could cut health care spending by 25 percent. They buttress their
argument by looking at the record over time. In 1967, the United States and
Canada spent virtually identical proportions of GNP on health care (6.33
percent in the United States, and 6.38 percent in Canada). Canada’s system of
national health insurance was implemented between 1968 and 1971. Since
then the U.S. has surged ahead. In 1987, the United States spent about 11.1
percent of its GNP on health care, whereas Canada spent only 9.0 percent.'”

The problem with those comparisons is that health care spending as a
percent of GNP is a fraction. If the fraction grows over time, we need to know
whether the growth is being caused by changes in the numerator (health care
spending) or in the denominator (GNP). As it turns out, the above differences
can be almost totally explained by the behavior of the denominator. Over the
20-year period (1967 to 1987), Canada’s real GNP per capita grew 74 percent,
while the U.S. figure grew only 38 percent.!! If we look at health care spend-
ing alone, rather than its relationship to GNP, we discover that:

® Before Canada implemented its system of national health insurance,
the country was spending 75 percent of what the United States
spent on health care per person.

® In 1987, Canada continued to spend 75 percent of the U.S. level.

® Over the 20-year period, real increases in health care spending per
capita have been virtually the same in both countries. (The increase
was 4.38 percent in the United States versus 4.58 percent in
Canada.)



Canada has been no more successful than the United States in control-
ling health care spending. As Figure I shows, in recent years it has been less
successful.1?

United States vs. Canada: Levels of Spending. There are other
problems in comparing United States and Canadian health care spending:

® First, the Canadian number doesn’t include capital spending to the
same extent that the U.S. number includes it.

® Second, the U.S. number includes research and development (R &
D) costs. Canada engages in very little R & D spending, while U.S.
R & D spending results in technological innovations that benefit
Canada as well as the rest of the world.

® Third, the U.S. population is slightly older, and older people inevi-
tably consume more health care.

® According to one study, correcting for these differences between the
two countries cuts the gap in the fraction of GNP spent on health
in half,3

"Health care costs have been
increasing faster in Canada
than in the United States.”




"Official comparisons of
health care spending conceal
important differences among
countries.”

Other adjustments also must be made. In both countries, the costs of
administering government health care spending are largely hidden. For
example, the cost of collecting tax dollars to pay for health care does not
show up in the health care budgets of either country, whereas the cost of
collecting private insurance premiums is counted as part of U.S. health care
costs. Similarly, auditing expenses are usually included in the budgets of
other public agencies. But since Canada’s public sector is relatively larger
than that of the United States, far more of Canada’s costs are buried in

bureaucratic budgets.

United States vs. Canada: Differences in Health Care Needs.
Because of historical and cultural differences between the two countries, the
need for health care spending is often higher in the United States than in
Canada. For example, the United States has a much higher violent crime rate,
heavier illegal drug use and a greater incidence of AIDS — all of which
generate more health care spending. According to Leroy Schwartz (Health
Policy International):!*

® The U.S. male homicide rate is five times that of Canada, and for
every homicide there are 100 assaults reported to hospital emer-

gency rooms.

® The U.S. rate of incidents of AIDS is three times that of Canada,
and the lifetime cost of treatment is about $85,000 per patient.

® More than 25 percent of the 10,000 to 15,000 annual spinal cord
injuries in the United States are due to violent assaults, and treat-
ment and rehabilitation costs are about $600,000 per patient.

® There are about 375,000 drug-exposed babies in the United States
with an average treatment cost of $63,000 per baby. This problem
is negligible in Canada.

The United States also has health care costs related to war injuries
(including those of Vietnam veterans), which Canada does not have. And
Figure IT illustrates another important difference: U.S. teenage women have
almost 2 1/2 times the pregnancy rate of teenagers in Canada, twice the
birthrate, about three times the abortion rate and more than twice the miscar-
riage rate. Because teenage mothers are more likely to have premature babies
and other complications, these differences cause higher health care spending
in the United States.



"America's higher rate of
teenage pregnancies leads to
higher health care costs.”

Other Comparisons. No one has tried to sort out these differences to

arrive at a bottom line. But there is considerable anecdotal evidence that the
real cost of U.S. health care may actually be lower than Canada’s. For ex-
ample, hospitals in British Columbia contract with U.S. hospitals across the
border in Seattle to perform heart surgery on Canadian patients.’® There is a
similar arrangement between Ontario hospitals and those in Detroit. Canadian
hospital managers apparently have concluded they make a “profit” on these
transactions, and at the same time reduce the public outcry over long waiting
lists.

Another way of comparing the two nations’ health care costs is to
compare Canada with some of the largest health maintenance organizations
(HMOs) in the United States. The “managed care” programs of HMOs, like
the cost controls imposed in Canada, demonstrate a commitment to control
spending. Moreover, some HMOs are as populous as Canadian provinces.
About half of Canada’s provinces have a population of one million or fewer
people, while seven HMOs in the United States have more than one million.
Although people enrolled in HMOs may not be a random sample of the U.S.
population, Figure III shows that large HMOs in the United States have lower

costs per person than Canada has:



"America's HMOs control
spending better than the
Canadian system does."

® The Harvard Community HMO in Massachusetts spends only 73

percent as much per person as Canada spends.

@ Both the Kaiser Permanente and Cigna HMOs spend about 65
percent as much per person.

To summarize, we can draw at least four important conclusions. (1) It
is not clear that Canada has done a better job than the United States at control-
ling health care spending over time. (2) Canada’s spending on health care —
under both a private and a public system — consistently has been about 75
percent of what the United States spends. (3) Although international statistics
show that the United States spends more per capita on health care than Canada,
these statistics can be very misleading. (4) There is some evidence that U.S.
health care is less expensive when the comparison is made on a more level
playing field.

The United States vs. Other Developed Countries. In comparing
United States health care spending with that of other developed countries, we
encounter the same difficulties. In addition, most international statistics on
health care spending are produced by the Organization for Economic Coopera-
tion and Development (OECD). Yet because of differences in reporting
standards of different countries, OECD statistics are not always reliable,!®



"The real growth rate for
health spending was much
higher than the U.S. growth
rate in 11 of 15 countries.”

Table I shows the results of an attempt to develop more accurate health
care spending measurements among OECD countries:

® Using more precise measuring techniques, we find that the United
States spends more of its income on health care than other countries
— but the difference is smaller than people commonly believe.

® During the 1980s, the real growth rate for health care spending was
higher in 11 of 15 countries than in the U.S.

® In per capita terms, most countries had real growth rates that were

more than double the U.S. rate.




"In the United States, we
spend more, but we also get
more.”

Many believe that countries with national health insurance have an
“advantage” the U.S. does not. In those countries the government can, in
principle, limit health care dollars and tell hospital managers to ration the
money they are given. But that power is more apparent than real, and politi-
cians who exercise it risk being replaced by their competitors. In the political
systems of other countries, as in the U.S., there is unrelenting pressure to
spend more on health care.

MYTH NO. 2: Although the United States spends more on
health care per capita than countries with
national health insurance, Americans do
not get better health care.

This myth is often supported by reference to two facts: that life ex-
pectancy is not much different among the developed countries and that the
U.S. infant mortality rate is one of the highest among developed countries.

Mortality Rates and Health Care. General population mortality rates
tell us almost nothing about the efficacy of health care systems because,
throughout the developed world, there is almost no relationship between health
care and general mortality — either among or within countries. General
mortality rates are far more closely related to socioeconomic factors and
lifestyle.

For example, in Sweden, there are striking differences in health out-
comes between Stockholm and Hollard, a rural, agricultural area in the
nation’s south:!’

® Infant mortality in Stockholm is almost twice as high as in rural
Hollard, and mortality among 40-year-olds in Stockholm is 50
percent higher.

@ Even the middle-class suburban area outside of Stockholm city
(Stockholm county) has an infant mortality rate 71 percent higher
than Hollard’s.

® Yetno one has seriously claimed that these differences are the
result of the Swedish health care system.

In Norway, people in the urban areas of Oslo and Akershus have the
most contacts with physicians. But infant mortality in those areas is still higher
than in, say, Hordaland in western Norway.!® In virtually every country, there
18 a positive relationship between income and health status and between social
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"American patients have
much better access to

modern medical technol-

ogy than Canadian
patients.”

class and health. Lifestyle also appears to matter. For example, in Norway,
children born to unmarried women between 1971 to 1975 had a 55 percent
higher (perinatal) mortality rate than children born to married women. Be-
tween 1976 and 1980, the rate for unmarried women was 40 percent higher.!

Where Health Care Makes a Difference. A population’s general
mortality, then, is affected by many factors over which doctors and hospitals
have little control. For those diseases and injuries modern medicine can affect,
however, it makes a big difference where a patient lives. For premature
babies, for children born with spina bifida or for people who have cancer, a
brain tumor, heart disease or chronic renal failure — the chances of survival
are best in the United States.

Access To Modern Medical Technology in Canada. Figure IV
compares the availability of modern medical technology in the United States

and Canada. As the figure shows:




"There are more MRI
scanners in Washington state
than in all of Canada.”
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On a per capita basis, the United States has eight times as many
magnetic resonance imaging (MRI) units — which use magnetism
instead of x-rays — as Canada.

The United States has seven times as many radiation therapy units (to
treat cancer) per person.

The United States also has about six times as many lithotripsy units
(to destroy kidney stones and gallstones with sound waves) per
person.

And, per capita, the United States has about three times as many
open-heart surgery units and cardiac catheterization units (for the
treatment of heart disease).

Note that the figures contrast the United States with Canada two years
later. Contrasting the two countries in the same year would reveal an even
greater disparity. While critics of the U.S health care system claim that we have
too much technology, all the evidence suggests that Canada has too little — as a
result of the conscious decisions of government officials. Doctors in British
Columbia have taken out full-page newspaper advertisements warning that their
patients’ lives are endangered by government’s refusal to purchase lifesaving

medical technology. It is easy to understand why these and other Canadian

doctors are complaining. Consider what the shortage of diagnostic equipment
means for patients:?

Seattle, Washington (pop. 490,000) has more computerized axial
tomography (CAT) scanners (used, for example, to detect brain
tumors) than the entire province of British Columbia (pop. 3 million).

There are more MRI scanners in Washington state (pop. 4.6 million)
than in all of Canada (pop. 26 million).

The province of Newfoundland (pop. 570,000) has only one CAT
scanner, causing patients who need a CAT scan to wait an average of
two months.

Prince Edward Island (pop. 128,000) has no CAT scanner, and
patients who need a CAT scan must leave the province in order to
obtain one.

Because of a shortage of laboratory testing equipment in 1988,
women in Newfoundland wait up to five months for a Pap smear
(needed to detect cervical cancer) and two months for an “urgent”
Pap smear.
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“The British system denies
treatment to 9,000 kidney
patients, and as many as
15,000 cancer and 17,000
heart patients each year.”

® Also because of an equipment shortage, women in Newfoundland
waited as long as 2 1/2 months for a mammogram (used to detect
breast cancer).

® Women on Prince Edward Island wait from four to eight months
for mammograms, and even “emergency” patients can wait as long
as one month.

Access To Modern Medical Technology in Britain. In an extensive
study of Britain’s National Health Service (NHS), Brookings Institution
economists estimated the number of British patients denied treatment each
year, based on U.S. levels of treatment. Most of the patients suffered from
life-threatening diseases and the denial of treatment meant certain death.
Table II presents these estimates, along with estimates of what it would cost
the NHS to bring British treatment up to U.S. standards. As the table shows:

@ Each year, about 9,000 British kidney patients fail to receive renal
dialysis or a kidney transplant — and presumably die as a result.

® Asmany as 15,000 cancer patients and 17,000 heart patients fail to
receive the best treatment modern medicine can offer.

® As many as 1,000 British children fail to receive lifesaving total
parenteral nutrition (TPN) therapy and about 7,000 elderly patients
are denied pain-relieving hip replacements.




"The United States adopts
lifesaving medical technology
more rapidly than most other
countries.”
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Willingness to Adapt to New Technology. Some argue that countries
with national health insurance delay the purchase of expensive technology in
order to see if it works and is cost-effective. If true, the downside of this
approach is that patients are denied access to lifesaving treatment while gov-
ernment bureaucracies evaluate it.

During the 1970s, for example, lifesaving innovations were made in
kidney dialysis, CAT scanning and pacemaker technology. Yet as Table III

shows:?!
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"Although Britain invented
the CAT scanner and
codeveloped renal dialysis,
its use of both technologies is
one of the lowest in Europe.”

@ The rate of implants of pacemakers in the United States during the
mid-1970s was more than four times that of Britain and almost 20
times that of Canada.

® CAT scanners in the United States were more than three times as
available in the United States as in Canada and almost six times as
available as in Britain.

@ The treatment rate of kidney patients in the United States was more
than 60 percent greater than in Canada and Britain.

There is considerable evidence, however, that cost-effectiveness is not
what drives the bias of other governments against modern medical technol-

ogy:*

® CAT scan technology was invented in Britain, and until recently
Britain exported (probably with government subsidies) about half
the CAT scanners used in the world. Yet the British government
has purchased only a handful of the devices for the National Health
Service and has even discouraged private gifts of CAT scanners to
the NHS.

@ Britain also was the codeveloper of kidney dialysis, a lifesaving
method of treating patients with chronic renal failure; yet Britain
has one of the lowest dialysis rates in Europe.

One could argue that the “need” for technology varies from country to
country. For example, the incidence of chronic renal failure may be higher in
the United States than in other developed countries. Even if this were true,
however, a comparison of Tables III and IV shows that every country had
substantially increased the number of patients being treated by 1984, when
even East Germany was treating more patients than Britain or Canada had
treated eight years earlier.

The Politics of Medical Technology. It would be a mistake, however,
to think of the current U.S. health care system as ideal. The United States has
not always been the first country to adopt new technology (even technology
that works and is cost-effective). We do not always purchase the most tech-
nology. And we have not always made cost-effective choices among compet-
ing technologies.

In 1970, before a dialysis benefit was extended to the entire population
under Medicare, the U.S. treatment rate for patients with renal failure was on a
par with Britain’s and less than half that of Sweden and Denmark. Only after
Medicare provided a virtual blank check did the U.S. treatment rate soar.??



"Kidney patients who do not
receive dialysis or a trans-
plant presumably die.”

How we treat kidney patients was also dictated by government reim-
bursement policies. Studies show that home dialysis is less expensive than
dialysis in a hospital or clinic and, prior to the Medicare expansion, about 40
percent of U.S. dialysis treatment was home-based. But because Medicare
gave physicians incentives to avoid home-based dialysis, the rate fell to 12
percent by 1978, There is also evidence that kidney transplants are more cost-
effective (over the long run) than dialysis. But because Medicare reimburse-
ment policy favored dialysis, the United States was 12th of 20 developed
countries in the percent of kidney patients treated by transplant in 1985.%*
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"Because of the politics of
medicine, governments have
a bias against modern
medical technology."

A more recent technological innovation is extracorporeal shock
wave lithotripsy (ESWL) to disintegrate kidney stones and gallstones and
eliminate the need for surgery. In 1989, the U.S. rate of lithotripters per
capita was exceeded by rates in Germany (where ESWL was invented) and

Belgium.?

Overall, the best way to think about government policies toward
technology is in terms of the politics of medicine. As the role of govern-
ment expands, health care tends to evolve from a pro-technology phase to
an antitechnology phase. In the first stage, government tends to spend on
items perceived as under-provided by the market or by conventional health
insurance. Thus, practically every less-developed country has used gov-
ernment funds to build at least one modern hospital, usvally in the largest
city, and to stock it with at least one example of each new technology —
even though the vast majority of citizens lack basic medical care and

public sanitation.

As government’s role in medicine expands, more and more interest
groups must be accommodated. In this stage, government policy tends to
be antitechnology because the small number of people who need the
technology are so heavily outnumbered. Along the way, these general
trends may be violated with respect to any particular technology because of
the varied, even random, ways in which special interest pressures are

exerted. We analyze the politics of medicine in more detail below.

When the United States had a pure cost-plus health care system,
technology tended to be adopted quickly because physicians — uncon-
strained by considerations of cost — found the technology useful. When
the role of government was minimal, it was easier to acquire public funds
where conventional insurance coverage was lacking (e.g., kidney dialysis
and organ transplants). Itis not surprising that the United States made

great use of technological innovations.

Our experience in the future may be very different, however. In the
United States we pay more for health care. We also get more. And what
we get may save our lives. But increasingly, our health care system is
acquiring the characteristics of the health care systems of other countries,
in which access to medical technology is determined by rationing and

politics.?



"People waiting for surgery:
25,000 in New Zealand,
250,000 in Canada and more
than one million in Britain.”

"Patients can wait in pain or
discomfort for years, and the
wait for many is risking their
lives.”
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MYTH NO. 3 In countries with national health insurance,
people have a “right” to health care.

Virtually every government which has established a system of national
health insurance has proclaimed health care to be a basic human “right.” Yet
far from guaranteeing that right, most national health systems routinely deny
care to those who need it. Not only do citizens have no enforceable right to
any particular medical service, they don’t even have a right to a place in line
when health care is rationed. The 100th person waiting for heart surgery is not
“entitled” to the one hundreth surgery, for example. Other patients can, and
do, jump the queue for any number of reasons.

By U.S. standards, one of the cruelest aspects of government-run health
care systems is the degree to which these systems engage in non-price ration-
ing. Take the health care systems of Britain and New Zealand, for example.

In both countries, hospital services are completely paid by government. Both
also have long waiting lists for hospital surgery:

® In Britain, with a population of about 57 million, the number of
people waiting for surgery is more than one million.?’

® In New Zealand, with a population of about three million, the
waiting list is more than 50,000.%

® In Canada, with a population of about 25 million, the waiting list is
more than 250,000.%

On the surface, the number of people waiting may seem small relative
to the total population — ranging from 1 percent in Canada to almost 2 percent
in Britain. However, considering that only 16 percent of the people enter a
hospital each year in developed countries®® and that only about 4 percent
require most of the serious (and expensive) procedures,’! these numbers are
quite high.*? In New Zealand, for example, there is one person waiting for
surgery for every three surgeries performed each year. 3

In Britain and New Zealand, elderly patients in need of a hip replace-
ment can wait in pain for years, and those awaiting heart surgery often are at
risk of their lives. Perhaps because Canada has had a national health care
program for only half as long, the rationing problems are not as great as they
are in Britain and New Zealand, although all three countries have similar
cultures. But because the demand for health care has proved insatiable, and
because Canadian provincial governments severely limit hospital budgets, the
waiting lines for surgery and diagnostic tests are growing:
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"Patients in British Colum-
bia can wait up to a year for
routine procedures.”

® As Table V and Figure V show, patients in British Columbia wait

up to a year for routine procedures such as cholecystectomies,
prostatectomies, hip replacements and surgery for hemorrhoids and
varicose veins.

@ In Ontario, patients wait up to six months for a CAT scan, up to a
year for eye surgery and orthopedic surgery, up to a year and four
months for an MRI scan and up to two years for lithotripsy treat-
ment.3*

@ All over Canada, patients wait for coronary bypass surgery, while
the Canadian press tells of heart patients dying on the waiting list.*®

MYTH NO. 4: Countries with national health insurance
hold down costs by operating more efficient
health care systems.

The defenders of national health insurance often point to the low level
of health care spending in other countries as “proof” of efficient management.
Nothing could be further from the truth. By and large, countries that have
slowed the growth of health care spending have done so by denying services,
not by using resources efficiently.



"Canadians wait as long as
five months for a Pap smear,
eight months for a
mammogram and a year and

Sfour months for an MRI
scan.”

Cataract Removal
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"In Britain, New Zealand and
Canada, from one-fifth to
one-fourth of all hospital
beds sit empty and another
25 percent are used by
nursing home patients.”

How much does it cost a hospital to perform an appendectomy?
Outside the United States, it is doubtful that any public hospital knows. Nor
do government-run hospitals typically keep records that would allow anyone
else to find out.3® One reason why Margaret Thatcher called for systematic
health care reform was that even Britain’s best hospitals did not have com-
puterized records, and it was not uncommon for the head of a hospital
department to be unaware of how many people the department employed. In
organizational skills and managerial efficiency, the public hospitals of other
countries are far behind hospitals run by Hospital Corporation of America,
Humana or American Medical International.

More often than not, government-run hospitals in other countries are
disastrously inefficient. It is not unusual to find a modern laboratory and an
antiquated radiology department in the same hospital. Nor is it unusual to
find one hospital with a nursing shortage near another with a nursing sur-
plus. Where excellence exists, it usually is distributed randomly — often the
result of the energy and enthusiasm of a few isolated individuals rather than
decisions by hospital managements. Moreover, even when specific ineffi-
ciencies are acknowledged, it is often impossible to eliminate them because
of political pressures. For example, health economist Alain Enthoven
reports that “it is more difficult to close an unneeded [British] hospital than
an unneeded American military base.”® What about bed management?
Consider that:

® While 50,000 people wait for surgery in New Zealand and
250,000 wait in Canada, at any point in time one in five hospital
beds is empty.>8

® While one million people wait for surgery in Britain, at any point
in time about one in four hospital beds is empty.*

® Moreover, in Britain, New Zealand and Canada, about 25 percent
of all acute-care beds are occupied by chronically ill patients who
are using the hospitals as nursing homes — often at six times the
cost of alternative facilities.*’

In Canada, hospitalized chronic patients are known as “bed
blockers,” and they are apparently blocking beds with the approval of
hospital administrators — who may believe that such patients, because they
use mostly the “hotel” services of the hospital, are less draining to limited
hospital budgets.*!



"American hospitals are far
more efficient in treating
and releasing patients than
their international counter-
parts.”

One widely used measure of hospital efficiency is average length of

stay. In general, the more efficient the hospital, the more quickly it will admit
and discharge patients. By this standard, U.S. hospitals are far in front of most

of their international rivals.*> As Figure VI shows:*

® The average hospital stay is 39 percent longer in New Zealand, 42
percent longer in Canada and 61 percent longer in Britain.

® The average hospital stay among all OECD countries is 76 percent
longer than in the United States.

Almost all health care economists agree that widespread inefficiencies
exist in the U.S. health care system. But we will not improve our efficiency by

adopting the practices of other countries.
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"Access to health care in
Britain may be as unequal
today as it was in 1948 —
when national health
insurance was adopted.”

MYTH NO. 5: In countries with national health insur-
ance, all people have equal access to health
care.

One of the most surprising features of European health care systems is
the enormous amount of attention given to the notion of equality and the
importance of achieving it. Aneurin Bevan, father of the NHS, declared that
“everyone should be treated alike in the matter of medical care.”** The
Beveridge Report, a blueprint for the NHS, promised “a health service pro-
viding full preventive and curative treatment of every kind for every citizen
without exceptions.”*® The British Medical Journal predicted that the NHS
would be “a 100 percent service for 100 percent of the population.”*® The
goal of NHS founders was to eliminate inequalities in health care based on
age, sex, occupation, geographical location and — most importantly —
income and social class. As Bevan put it, “the essence of a satisfactory health
service is that rich and poor are treated alike, that poverty is not a disability
and wealth is not advantaged.”’ Similar statements have been made by
politicians in virtually every country that has established a national health
insurance program.

Inequality in Britain. Such rhetoric rarely relates to the facts.
Britain’s ministers of health have long assured Britons that they were leaving
no stone unturned in a relentless quest to root out and eliminate inequalities in
health care. But, although an unoftficial government campaign tried to sup-
press it, an official task force report (the Black report) concluded that there
was little evidence of more equal access to health care in Britain in 1980 than
when the NHS was started in 1948.4¢ Virtually every scholarly study of the
issue has pointed to a similar conclusion.** For example:

@ One study of health care spending across geographical areas of
England found no relationship between any measure of medical
need and the amount spent.>

® Another study found that people in Britain's highest social class
received 40 percent more medical care (in relation to their need for
it) than people in Britain’s lowest social class.>!

Inequality in New Zealand. Other studies have documented wide-
spread inequalities in health care in Sweden,> Canada,” New Zealand™ and
elsewhere. For example, New Zealand’s health care system is virtually
identical to Britain’s and the goal of equal access to health care ranks just as
high. Yet as Table VI shows:



"The number of surgeries per
capita varies by more than
Six to one among the health
regions of New Zealand."
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® Among the geographical regions of New Zealand, spending on
health care per person varies by a factor of almost two to one.

@ Surgeries per capita vary by a factor of more than six to one,
doctors per occupied bed by almost six to one and the number of
patients waiting for surgery by almost two to one.

Inequality in Canada. Canada is another country that puts a high
premium on equality of access to medical care, if the official rhetoric is to
be believed. How well have the Canadians done? Table VII compares the
amount of spending on the services of physician specialists for two areas in
British Columbia: Vancouver, the largest city with a population in excess
of one million, and Peace River, a rural area of about 51,000. As the table
shows:

® Residents of Vancouver receive about three times more special-
ist services per person than residents of Peace River, and this
inequality holds for both males and females across all age
groups.

@ TThe differences are even more striking for specific specialties,
with an eight-to-one difference in the services of internists and a

35-to-one difference in the services of psychiatrists.
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"Among the health regions of
British Columbia, spending
on specialists’ services varies
by as much as 35 to one.”

One might suppose that the lower level of specialist services in

Peace River would be offset by a higher level of general practitioner (GP)
services. That is not the case. As Figure VII shows, Vancouver residents
also enjoy about 50 percent more GP services.



“Residents of Vancouver
receive about three times
more special services and 50
percent more services from
general practitioners.”

Effects on Low-income Families. There is substantial evidence

that when health care is rationed, the poor are pushed to the rear of the
waiting line. In general, low-income people in almost every country see
physicians less often, spend less time with them, enter the hospital less
often and spend less time there — when the use of medical services is
weighted by the incidence of illness. In Canada® and other countries with
national health insurance, there is no national waiting list to assure that the
sickest people get care first. Even in the same hospital there are instances
where elective patients get surgery while those in much greater need are
forced to wait.’® Moreover, anecdotal evidence suggests that the wealthy
and powerful do not wait as long as others. As one study of the Canadian

system noted:
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"The United States may have
gone further in creating
access to medical care than
any country in the world.”

“Critics charge that those who are rich, influential, or ‘connected’
often ‘jump the queue,” which changes Canadian health care into
a two-tier system — precisely what the government wanted to
avoid.”’

Interestingly, among the patients who jump the queue in Canada are
Americans who pay out-of-pocket for care. U.S. patients add to hospital
revenues, so hospital administrators value them. Since Canadians cannot
legally pay for care at a national health insurance hospital, the typical Cana-
dian patient must wait in line.®

How does access to health care for low-income people in the United
States compare with access in countries with national health insurance? Our
poorest citizens — those on Medicaid — probably have more access to better
health care than low-income citizens in any other country. Being on Medicaid
usually means access to all the technology of the U.S. health care system; such
technology is more available in the United States, and Medicaid will usually
pay for it. Even though Medicaid rationing is becoming more prevalent, the
U.S. probably has far less rationing than most other countries.

International opinion surveys show that, in the U.S., 7.5 percent of
people say they do not receive needed care for financial reasons compared to
only 0.6 percent in Canada and 0.1 percent in Britain. A somewhat smaller
percent of people in the United States (5.1 percent), but a much larger percent
in Canada (3.1 percent) and Britain (4.6 percent) say they cannot get care for
nonfinancial reasons, including inability to get an appointment, unavailability
of services, lack of transportation, etc.>

It is not clear what these responses mean. In the United States we more
frequently ask people to choose between money and health care. In Britain
and Canada, people more frequently must choose between health care and
other (rationing) costs. We do not know if those surveyed would have ob-
tained health care if they had perceived their medical needs as being more
urgent, but that must often have been the case. Two-thirds of the people in the
United States who said they did not get needed care for financial reasons had
health insurance.%

A different way of comparing the United States and Canada is to look
at medical care received by income group. As Table VIII shows, the differ-
ences are not that great. Low-income Canadians make more trips to physi-
cians, but low-income Americans are slightly more likely to spend time in a
hospital.



"Low-income families use
more health care services in
both the United States and
Canada.”

In every country, some people slip through the social safety net. But

for the most part, the United States has already made considerable progress
toward the goal of socialized medicine: the removal of financial barriers to
health care. And, considering the rationing of medical technology in countries
with national health insurance, the United States may have gone further in
removing barriers to medical care than any other country in the world.

MYTH NO. 6: Countries with national health insurance
make health care available on the basis of
need rather than ability to pay.

Most people in Britain, Canada and other countries that ration health
care believe that the wealthy, the powerful and the sophisticated move to the
head of the rationing lines. Because government officials have little interest in
verifying this fact, few formal studies exist. There is considerable evidence,
however, that in the face of health care rationing those who can pay find other
ways to obtain health care.

In response to severe rationing by waiting, both Britain and New
Zealand have a growing market in private health insurance — where citizens
willingly pay for coverage for private surgery, although they are theoretically
entitled to “free” surgery in public hospitals. As a result, the privately insured
pay for health care twice — through taxes and through insurance premiums.
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"Canadians increasingly
enter the United States to get
care they cannot get at
home.”

® In Britain, the number of people with private health insurance
policies has more than doubled in the last ten years, currently
totaling about 10 percent of the population with about one in every
five elective surgeries performed in the private sector.%!

® In New Zealand, one-third of the population is covered by private
health insurance, and private hospitals now perform 25 percent of
all surgical procedures.®?

Since Canada does not allow private health insurance, if Canadians go
to the less than 1 percent of the private physicians or less than 5 percent of
private hospitals, they must pay the full bill out-of-pocket.®* An exception is
the small number of outpatient surgery clinics operated by entrepreneurial
physicians. Government will pay the surgeon’s fee but not other costs. Cana-
dians who receive cataract surgery on an outpatient basis, for example, must
pay from $900 to $1,200 out of pocket.5*

In addition, Canadian citizens are increasingly entering the United
States to get health care they cannot get at home. In some cases, the Canadian
province pays the bill. In other cases, patients spend their own money.*® In
either event, patients must bear the costs of travel. For example:

® About 100 Canadian heart patients go to the Cleveland clinic each
year because they cannot get timely treatment in their own coun-
try.56

® A volunteer organization, “Heartbeat Windsor,” arranges for
Ontario heart patients to get treatment at Detroit hospitals (which
accept the Ontario rate as payment in full), and Alberta has indi-
cated it will accept a similar arrangement.5’

® Because there is only one lithotripter in all of Ontario, many litho-
tripsy patients cross the border; at Buffalo General Hospital in New
York, for example, half of the lithotripsy patients are Canadians.®®

® Because of the inadequate facilities in Canada, about half of the in
vitro fertilization patients at the University of Washington Medical
Center are Canadians, paying $5,000 out of pocket for each proce-

dure.%®

In general, the Ontario government will pay 75 percent of the standard
U.S. hospital charges and the same physician’s fee it would have paid had the
service been provided in Ontario. Apparently, many American hospitals and



"A Canadign patient died
after his heart operation had
been postponed 11 times.”
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physicians believe they can make a profit at those rates. U.S. drug dependency

centers are actually marketing their services to Canadian citizens. Although
the number of Canadian patients who cross the border is small, it is growing:™

® In 1990, the Ontario Health Insurance Plan paid about $214 mil-
lion to U.S. doctors and hospitals — up 45 percent over the previ-
ous year.

® Of that amount, 40 percent went to Florida, 9 percent to New York,
5 percent to Michigan and Minnesota and 4 percent to California.

MYTH NO. 7: Countries with national health insurance
maintain a high quality of health care.

Americans repeatedly have been told that the quality of care in Canada
has not suffered because of national health insurance. Yet there are increasing
reports by doctors and the news media of patient deaths and near-deaths,
precisely because of the government’s limits on access to technology and the
resulting health care rationing. Here is one doctor’s report of what conditions

are like in Quebec:

“In my academic practice at a teaching neurologic hospital in
Montreal, the wait for the treatment of a “minor” medical problem
(e.g., carpal tunnel syndrome) could be half a year or longer. What
I considered essential services were unavailable. Irecall losing an
argument with the radiologist on call over whether a patient with
anew stroke should have a CT scan at 5:05 p.m.; he judged that the
situation was not an emergency serious enough to warrant per-

forming the procedure after regular hours.””!

Among the victims of Canada’s system of health care rationing are the

following well-known cases:

® Malcolm Stevens of British Columbia died of a heart attack after
two months on the waiting list. Ironically, that same day his doctor
bumped another patient from the surgery schedule in order to make

room for Stevens.”?

® Charles Coleman, a 64-year-old man, died shortly after a heart
operation at Toronto’s St. Michael’s Hospital. Coleman’s opera-
tion had been postponed 11 times.”
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"At one Canadian hospital,
patients were kept in hall-
ways and even in closets.”

Stella Lacroix’s death started as a suicide. Moments after she
swallowed a quart of cleaning fluid she raced to the nearest emer-
gency room. Because the hospital wasn’t equipped to perform the
surgery she needed to stop the internal bleeding, the emergency
room physician spent 3 1/2 hours contacting 14 hospitals in an
effort to secure emergency surgery and an available intensive care
bed. By the time she arrived at Ontario's York County Hospital, it
was too late. She died that night.”

In January 1990, two-year-old Joel Bondy needed urgent heart
surgery that was repeatedly postponed. Alarmed at their son’s
deteriorating condition, his parents contacted Heartbeat Windsor, an
underground railroad for Canadian heart patients, to arrange for the
surgery in Detroit. Embarrassed by media coverage of Joel’s
situation, Canadian officials promised Joel would be moved to the
top of the waiting list. After a four-hour ambulance ride to a hospi-
tal which lacked an available bed, the family had to spend the night
in a hotel. The next day Joel Bondy died.”

These examples are far from unique. Indeed, the Canadian press has
produced scores of similar stories. The following are some additional ex-

amples:

According to one report, 24 people died in 1989 while waiting for
heart surgery in British Columbia.”®

At Winnipeg’s Health Science Center, Manitoba’s largest hospital,
six heart patients died in 1988 before they reached the operating
room.”’

In Toronto, where about 1,000 people are facing waits as long as a
year for bypass surgery at three hospitals, two patients died in two
months.”®

In January 1989, long waiting lists forced Toronto’s highly re-
spected Hospital for Sick Children to send home 40 children who
needed heart surgery.”

At Moncton Hospital in New Brunswick, some patients were kept
in hallways and even in closets, while 2,300 people were on the
waiting list for surgery.*

Because of a four-month wait for mammograms at St. Clare’s
Hospital in Newfoundland in 1988, preventive screening became
impossible and the hospital could handle only women who needed
an immediate diagnosis.®!



“The number of prescriptions
per patient and referrals o
specialists differs by at least
Jour to one among British
general practitioners.”
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® In September 1989, Princess Margaret Hospital in Toronto an-
nounced it would not accept new cancer patients requiring radiation
therapy for a six-week period in order to clear up a 300-patient
backlog.®?

® In 1990, the only hospital doing cardiovascular surgery in northern
Alberta had 210 adults and children on its waiting list — with

some patients waiting as long as a year.®

® In 1989, doctors at Brandon General Hospital said bed closings had
left 91 patients, including cancer victims, waiting up to six weeks
for urgent surgery. Most of the patients had cancer of the breast,

bowel or lungs.?

® In 1989, the Health Minister of Newfoundland announced the
closure of more than 400 beds due to lack of funds — one-eighth of
all beds in public general hospitals in the province.®

@ In an interview with reporters on a Canadian Broadcasting Com-
pany program, ambulance drivers recounted how a patient’s condi-
tion steadily deteriorated as they traveled from one emergency
room to another in search of one that would take him. The patient
died.®®

MYTH NO. 8: Countries with national health insurance
eliminate unnecessary medical care.

A frequent criticism of the U.S. health care system is that it is wasteful
because a considerable number of procedures are “unnecessary.” For example,
Dr. Robert Brook of the Rand Corporation maintains that “perhaps one-fourth
of hospital days and two-fifths of medications could be done without.”®

One source of evidence for unnecessary medical care is a series of
studies that show wide variations in the rate of treatment among different U.S.
communities, with no apparent justification. Another major study, conducted
by the Rand Corporation, concluded that 40 percent of medical procedures

were “inappropriate” or “questionable.”*®

One might suppose that in countries where health care is rationed and
many medical needs are unmet, doctors would tend to provide only “neces-
sary” care. That turns out not to be the case. As in the United States, consider-
able variation in treatment rates exists. For example, in Britain there are
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"There is a four-to-one
difference among Canadian
counties in the rate of
cesarean sections.”

widespread differences in the referral (to specialists) rates of general practitio-

ners and in their prescribing habits:

® One study found a four-to-one difference in the number of pre-
scriptions per patient among British doctors, and for prescriptions
to treat specific diseases the differences were even greater.®

® The difference in the rate at which British general practitioners
refer patients to hospital specialists varies by at least four to one
— according to one study by 25 to one — and there is a high
correlation between referrals and subsequent hospital admis-
sions.”

Figure VII shows that the practice patterns of physicians vary widely
in Canada as well. For example:



"There are wide differences
among countries, as well as
within countries, in rates of
surgical procedures.”

rate of cesarean sections.

® There is a four-to-one difference in rates of tonsillectomy and
hysterectomy and a two-to-one difference in the rates of mastec-
tomy, prostatectomy and cholecystectomy.

Figures IX and X compare the rates for surgeries over which doctors
exercise a great deal of discretion. There is no common pattern except that
British rates are generally lower — as they are for almost all types of surgery.

Close inspection of the Rand study reveals the major reason why there
are such variations in medical practice in the United States: doctors frequently
do not agree on what should be done and there is often is no objective, “right”
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"One reason why surgery
rates differ so much:
medicine is more of an art
than aq science.”

answer. Indeed, when the Rand researchers went to great lengths to get

consensus, a panel of experts was able to agree on a procedure’s appropriate-
ness less than half the time.®! Medicine, it seems, is often more art than

science.

Interestingly, the panel did agree that 12 percent of the time certain
procedures were clearly inappropriate. But the cases studied were in the
early 1980s, and undoubtedly less inappropriate medicine is practiced today.
The reason is that the United States has devoted considerable resources to
monitoring the behavior of physicians to insure high-quality care. Most
countries with national health insurance have done little along these lines.”?



“In the United States, we
make a much greater effort
to ensure that medical care
is appropriate.”
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MYTH NO. 9: National health insurance would reduce
the administrative costs of the U.S. health
care system.

The administrative costs of any production system can be reduced by
firing all of the administrators and abolishing all reporting requirements.
But most systems would perform far less efficiently as a result. The real
goal is not to get administrative costs as low as possible but to make the

system as a whole perform as efficiently as possible.

A similar observation holds for marketing and other costs of compe-
tition. Money could be saved by, for example, abolishing all car dealerships
and all advertising by auto producers. Money could also be saved by pro-
ducing a single model car and eliminating competition among different
models and different producers. We could simply pay taxes and have gov-
ernment provide us with a new automobile every few years. But the end
result would be decreased efficiency and less consumer satisfaction. If
socialism worked, the economies of communist countries would not have

collapsed.

A number of studies have claimed to show that the administrative
costs of the Canadian system are well below those in the United States.”
One problem with these studies is that government accounting techniques
invariably underestimate the real cost of government provision of goods and
services.” A more basic problem is that the studies look only at one aspect
of administration (e.g., administrative salaries, costs of paperwork, etc.)
while ignoring the effects of administration (e.g., how efficiently the health

care system meets consumer needs).

The costs of rationing by waiting and the waste of resources caused
by perverse incentives are costs of administering the Canadian system. One
can not legitimately calculate administrative savings in the system without

including the adverse effects on patients.

Moreover, many administrative costs in the U.S. system exist not
merely to oversee the exchange of money between suppliers and third-party
payers, but also to prevent inappropriate care and maintain quality. Even if
the United States adopted a program of national health insurance, it is un-
likely that we would follow the Canadian practice of giving hospitals global
budgets and forcing physicians to ration care with few questions asked.
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"Using third-party payers to
pay small medical bills can
double the cost of health
care.”

How the U.S. Tax System Encourages High Administrative
Costs. The administrative costs and paperwork burdens of our system are
much too high. That is a consequence not of private provision of health
care but of federal policy. Under our tax system, employees (through their
employers) can spend unlimited amounts on third-party health insurance.
At the same time, any funds employees set aside as self-insurance for small
medical bills face a 28 percent income tax, a 15.3 percent FICA tax and,
usually, a 4, 5 or 6 percent state and local income tax.>

As a result of federal tax policies, most employees are overinsured
— using third parties to pay for routine checkups, diagnostic tests and other
small medical bills. Not only does too much insurance encourage people to
be wasteful consumers in the medical marketplace, it also adds to adminis-

trative costs:

® Studies show that physicians spend about $8 to process a single

insurance claim.*®

® Most third-party payers spend another $8 for every check they
write, and if the insurer makes an additional effort to verify the

claim, the costs can be much higher.

® Thus, a $25 physician’s fee can easily become $50 of total costs
when third-party payment is involved — effectively doubling
the cost of health care.

Reducing Administrative Costs With Medical Savings Ac-
counts. A different approach is used in Singapore, where people are
required to deposit 6 percent of their salaries each year in personal medical
savings accounts, called Medisave accounts. When Singapore residents are
hospitalized, they pay the bills from their Medisave funds and avoid many

of the administrative burdens of health insurance.””

If the U.S. government gave as much tax encouragement to self-
insurance through Medisave accounts as it now gives to third-party insur-
ance for the employers and employees of large companies, the administra-
tive costs of U.S. health care could be cut in half.



"It is unlikely that the United
States will follow the Cana-
dian practice of forcing
doctors to ration care with
few questions asked.”

® Whereas the administrative costs of private health insurance aver-

age about 11 to 12 percent of premiums, payment of medical bills
with Medisave funds could be accomplished by use of health care
debit cards — with administrative costs between 1 and 2 percent.

® There is no economic reason why we could not move to a system in
which most medical bills are paid by patients with health care debit
cards, relying on third-party insurance to pay only catastrophic

expenses.”
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"Paying medical expenses
with health care debit cards
would cut administrative
expenses by more than 90
percent.”

Health Care Debit Cards. A general system of Medisave accounts
would lead naturally to the use of health care debit cards. Patients could, for
example, pay for physician visits by using their cards just as people now pay
for merchandise at retail stores. Several health care debit card companies
already exist, including Pulse Card, headquartered in Kansas City, Kansas, and
Security Plus, headquartered in Newport Beach, California.”

Health care debit cards could be combined with another technological
innovation to reduce other costs and improve the quality of care. Several
companies are experimenting with technology that would put a patient’s entire
medical record on a credit card.}® This would allow physicians immediate
access to each patient’s complete medical history. Putting medical records on
a credit card could be costly. But it might be less costly than the current
system under which physicians treat patients about one-third of the time
without access to their records.!%!

The Benefits of the Canadian System Without the Costs. Advocates
of the Canadian system of national health insurance cite two principal benefits:
(1) patients entering the health care system need produce only a national health
insurance card in order to receive care, and (2) the administrative costs of the
system are lower because the paperwork is reduced and other costs — such as
marketing — are eliminated. Fortunately, the United States can enjoy these
advantages, without the disadvantages of the Canadian system.

Table IX shows three estimates of how much U.S. administrative costs
could be reduced by adopting the Canadian system. The estimates range from
a Lewin/ICF estimate of $34 billion to a General Accounting Office (GAO)
estimate of $67 billion. As noted above, we believe these estimates are t0o
high.12 But they may serve as an indicator of potential administrative savings
— to the degree medical bills are paid with health care debit cards.

Table IX also shows the additional cost in the United States of making
health care absolutely free at the point of consumption as it is in Canada. The
estimates are based on the GAQ’s interpretation of a Rand Corporation study,
which found that making medical care free greatly increases the amount
consumed — even though the additional consumption has little impact on the
patients’ health. As the table shows, the additional cost of making health care
free for everyone more than offsets even the most optimistic estimate of
administrative savings.

We used the GAO method to estimate the potential reduction in admin-
istrative costs under a system of Medisave accounts and health care debit
cards, and the Rand Corporation’s method to estimate the likely reduction in



"The United States could cut
health care costs by one-
Sfourth by using insurance
only for large expenses and
using health care debit cards
to pay for small ones.”
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health care spending if people had high-deductible health insurance. Table X
shows the probable effects of a generalized system under which everyone
(including Medicaid and Medicare patients) has third-party catastrophic
insurance and uses health care debit cards to draw on individual Medisave
accounts for small medical bills. As the table shows:

® The widespread use of Medisave accounts would reduce adminis-
trative costs by as much as $33 billion.

® Because high deductibles would make patients more prudent
purchasers of health care, total spending would go down by as
much as $147 billion.

® Overall, universal catastrophic health insurance combined with
Medisave accounts would reduce total spending by $168 billion
— almost one-fourth of what the United States currently spends
on health care.
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"Countries that ration health
care almost always discrimi-
nate against the elderly."”

MYTH NO. 10: National health insurance would benefit
America’s elderly.

If the experience of other countries is any guide, the elderly have the
most to lose. In general, when lifesaving care is rationed, the young get prefer-
ential treatment. Take chronic kidney failure, for example:'%3

® Across Europe, 22 percent of the dialysis centers reported that they
refused to treat patients over 55 years of age in the late 1970s.

@ In Britain, 35 percent of the dialysis centers refused to treat patients
over the age of 55, 45 percent refused to treat those over 65 and
those over 75 only rarely received treatment.

Table XI, which shows treatment rates by age for four European coun-
tries, illustrates two pertinent features of nonprice rationing of medical care.
First, when resources are limited, middle-aged patients get priority over older

patients. In Germany, France and Italy, the treatment rates were highest
among those aged 55 to 64. In Britain, the treatment rates were highest among
those aged 45 to 54. Since our kidneys do not get better with age, these treat-
ment rates undoubtedly reflect rationing decisions rather than medical need.




"A 75-year-old has four times
more opportunity to receive
bypass surgery if he lives in
the United States rather than
in Canada."
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Second, the more limited the resources, the worse the degree of dis-
crimination against the elderly. For example, for the population as a whole the
treatment rates in Germany, France and Italy were 50 percent higher than in
Britain. As a result, elderly patients in the first three countries had a much
better chance of getting treatment.

These observations are also consistent with more recent evidence on
.104

access to heart surgery:
@ Per capita, the United States performs twice as many coronary
artery bypass operations on elderly patients as Canada does.

® Among 75-year-olds, however, the difference between the two
countries is four to one.

How serious is the problem of the denial of lifesaving medical technol-
ogy to elderly patients overall? Lacking hard data, one can only speculate. In
general, health economists are reluctant to take population mortality rates as an
indicator of health care quality. This is because whether a person lives or dies
in any given year is more likely to be determined by that person’s lifestyle and
environment than by anything hospitals or doctors do. In the United States, for
example, some believe that as many as 75 percent of all deaths are directly
related to lifestyle.!%

Despite these caveats, if the life expectancy of any population group is
significantly affected by the health care system, it is likely to be that of the
elderly. And international statistics on population mortality are consistent with
the proposition that the elderly have the most to lose by nonprice rationing of
medical care.

If non-price rationing results in discrimination against the elderly, then
they ought to do better in those countries which spend more on health care —
and thus have less of a rationing problem. In order to test this proposition, one
recent study compared life expectancy at age 80 among OECD countries. The
study found that:*0¢

@ For life expectancy for 80-year-old males, the United States ranked
second (behind Iceland) along with Canada, Japan and Switzerland.

@ For life expectancy for 80-year-old females, the United States was
second, after Iceland and Canada.

® Compared with all OECD countries, an 80-year-old male can
expect to live a half-year longer in the United States, and an 80-
year-old female can expect to live almost a year longer.
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“Infant mortality rates are
three times greater than for
the rest of Quebec among the
Crees and four times greater
among the Inuits."”

® There is very little relationship between health care spending and
life expectancy at birth, which tends to correlate with per capita
GDP.

® However, among 80-year-olds, there is a statistically significant
correlation between life expectancy and health care spending — on
a par with the influence of GDP.

MYTH NO. 11 National health insurance would benefit
racial minorities.

Critics of the U.S. health care system often point to the disadvantages
faced by minorities. On the average, African-Americans and Hispanic- Ameri-
cans are less likely to have health insurance, see a physician or enter a hospital.
But is national health insurance the answer?

Both economic theory and empirical studies show that minorities fare
worse under systems of nonprice rationing than they do in a marketplace where
prices allocate resources.'”” What little evidence we have about health care
rationing in the United States is consistent with experience in other fields.

Take the rationing of organ transplants, for example. According to the
United Network for Organ Sharing, whites received 97.6 percent of the pancre-
ases and high percentages of livers, kidneys and hearts in 1988.1% The Pitts-
burgh Press found that where the donors were not living relatives, the average
wait for a kidney transplant in 1988 and 1989 was 14 months for black patients
and only 8.8 months for whites.!? Note that in addition to race, income also
matters. A study by the Urban Institate found that for black and white males,
the higher their income the more likely they are to receive an organ trans-
plant.!!0

There have been very few studies of how racial minorities fare under
national health insurance in other countries. In a recent study of the Inuits and
Crees of northern Quebec, both groups had much less access to health care
than Caucasians in southern Quebec and in other areas of Canada — despite

their much greater health needs. For example:'!!

® The age-adjusted mortality rate for Inuits is almost twice the rate
for Canadians as a whole.

@ Infant mortality rates are three times greater than for the rest of
Quebec among the Cree and four times greater among the Inuits.



"Although they have a higher
incidence of heart disease,
the Maoris of New Zealand
receive many fewer heart
operations.”
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® Life expectancy at birth in 1978 was only 58.9 years for Inuit males

(compared to a Canadian average of 72 years) and 61.6 years for
Inuit females (compared to a Canadian average of 79 years).!!?

About 45 percent of the aboriginal people of Ontario live in the rural,
northern part of the state. And, as in the case of Quebec, the northern counties
are underserved:'!?

® In 1986, there were no specialists in allergies and immunology,
geriatrics, infectious diseases and pediatric surgery in all of north-
ern Ontario.

® There was only one specialist in dermatology, endocrinology,
nephrology, neurology and rheumatology.

When national health insurance was adopted in 1969, Ontario also
adopted a program to encourage physicians to move to rural areas — one of
the longest running programs of its kind in the world. Yet a recent study
concluded that “while some change has been made, northern Ontario is as

underserviced compared to the rest of the province as it was in 1956.7114

New Zealand also has both a significant minority population (the
Maori) and a comprehensive system of socialized medicine. One study re-
ported that:!!’

® New Zealand’s Maoris have an infant mortality rate 60 percent
higher than non-Maoris.

® Life expectancy for Maori males and females is, respectively, 7 and
8 years lower than for other New Zealanders.

® Only 20 percent of these differences can be explained in terms of

socioeconomic factors.

There is also evidence that the Maoris get significantly less health care
— especially in relationship to the need for it — than other New Zealanders.

For example:'16

@ Death from coronary artery diseases is significantly higher among
Maoris — 3.5 times as high, for example, among females age 25 to

44,

® Yet Maoris receive only a tiny fraction of the coronary artery
bypass operations — well below their percentage of the population.



44

"Health care rationing
almost always penalizes rural
residents.”

MYTH NO. 12: National health insurance would benefit
residents of rural areas.

Little is known about who gets care and who does not under non-
price rationing schemes. Britain is one of the few countries that even
publishes hospital waiting lists by region and for the country as a whole.
Yet in England, as in other countries with national health insurance, ration-
ing decisions are made by doctors and hospital personnel at the local level,
and there is no national procedure to guarantee that those in greater need

move to the front of the waiting lines.

A study of Norway’s health care system concluded that regional
differences in waiting times constitute the most serious inequity in access to
health care — more serious, for example, than the distribution of physicians
or hospital beds.!!” What is true of Norway is probably also true of other

developed countries. For example:!!®

® The number of British kidney patients receiving dialysis or a
transplant in 1989 averaged 305 people per million population in

the four metropolitan areas in and around London.

® The number was only 239 in the northern region of Yorkshire
and 174 in the western region of West Midlands.

These differences are greater than the regional differences in health

care spending per person or other measures of health inputs.

There are many reasons to believe that rural patients are at a disad-
vantage when health care is rationed.!'® The most serious form of rationing
is rationing of access to modern medical technology. Often this technology
is available only at major hospitals in large cities. This need not be a prob-
lem if rural patients can purchase care with their own money or through
public or private health insurance. Rationing by waiting, on the other hand,

discriminates against rural patients.

For one thing, it often means that care is given to patients who are
available when an opening appears in the surgery schedule. Urban patients
who live close by thus have an advantage over rural patients who may have

to travel considerable distances, requiring both time and inconvenience.



"Britain spends the most in
those regions where the need
is smallest."”
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For another thing, success in obtaining care often depends on the
politics of bureaucracy. A patient who is represented by a physicianin a
rural area will tend to be at a disadvantage vis-a-vis a patient represented by
a physician who lives nearby and is a colleague of the hospital staff. Urban
patients also have access to political and personal relationships that may be
important in dealing with bureaucratic obstacles — opportunities not gener-

ally available to rural patients.

Finally, wherever there is non-price rationing, people will attempt to
move to the head of the waiting lines by paying illegal bribes. In Hungary,
the practice of “tipping” has become institutionalized, and each year physi-
cians receive tips equal to about 40 percent of their official total income.'?°
In Japan an illegal “gift” of $1,000 to $3,000 can get a patient admitted
sooner and insure treatment by a senior specialist at a Tokyo University
hospital.”! In most countries, rural residents probably know less about the

mechanics of currying physicians’ favors.

Rural Patients in Britain. The most important philosophical prin-
ciple advocated by those who established the British National Health Service
was equal access to health care. Yet as we noted above, inequalities across
England persist and may even have grown worse since the NHS was founded
in 1948. For example, the North East Thames region (near London) has 27
percent more doctors and dentists per person, 15 percent more hospital beds
and 12 percent more total health spending than the Trent region (in the more
rural northern part of the country). These inequalities do not reflect differ-
ences in need. Northerners die younger and are less healthy than

southerners. 2

One way to appreciate the magnitude of these inequalities is to
consider them in relation to the growing private health care sector. If the
goal of the NHS is to equalize access, one would expect the service to devote
more resources to those areas least well served by the private sector. In fact,
the British government tends to spend the most in the metropolitan areas

where private sector alternatives are most abundant.

Table XII lists the regions of England by the number of private beds
available per person. Although the correlation is not perfect, in general the
more private beds a region has, the greater its odds of also enjoying above-

average public hospital spending. For example, as Figure XI shows:
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"British urban regions with
the most private hospital
beds tend to receive the most
government spending.”

® The North East Thames region, which has the largest number of

private beds per person, also enjoys the greatest amount of NHS
hospital spending, the second highest amount of NHS capital
spending and the third highest growth in NHS capital spending over
the past decade.

® The Northern region — which has the least private hospital beds
per person — has only average NHS hospital spending, the second
lowest NHS capital spending and the fourth lowest growth in
capital spending.

® The Trent region — which has the second lowest number of private
beds per person — has the second lowest NHS hospital spending
per person and the very lowest NHS capital spending per person,
and is the only region that experienced a decrease in capital spend-
ing over the past decade.



“Government spending
exacerbates private inequali-
ties between urban N.W.
Thames and rural Trent."”

Rural Patients in Canada. Canada, too, has proclaimed equal access
to health care a national goal. Yet there is little evidence of success in achiev-
ing it:1?3

® Among Canadian provinces, the number of people per physician
varies from a low of 471 in British Columbia to a high of 1,273 in
the Northwest Territories — a difference of almost three to one.

@ Although there are 469 people per physician in Ontario on the
average, there are more than four times that number in each of
northern Ontario’s rural counties.

As noted above, health care in Canada tends to be hospital-based, with
modern technology restricted to teaching hospitals and outpatient surgery
discouraged. Moreover, specialists and major hospitals tend to be in major
cities. As in other countries, rural residents often travel to the larger cities for
medical care. How often does that happen? A major new study produced at
the University of British Columbia provides the answer.'?4
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"Canadian urban residents
are 5 1/2 times more likely
to see a thoracic surgeon, 3
172 times more likely to see
a psychologist and 2 1/2
times more likely see a
dermatologist.”
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"Canadian rural residents
are less likely to see any type
of specialist than urban
residents,”

Since doctors are paid on a fee-for-service basis in Canada, fee-for-
service income is a good measure of the value of services actually rendered to
patients. By using physician billing data, Canadian researchers determined the
regional hospital district in which each patient lived — even if the service was
provided in some other district. As Table XIII and Figure XII show:

@ Overall, people living in British Columbia’s two largest cities (Van-
couver and Victoria) receive about 37 percent more physician services
per capita than those living in the 28 rural districts of the province.

@ Urban residents receive 55 percent more services from specialists per
capita than rural residents, and for specific specialities the discrepan-
cies are even greater.

® On the average, urban residents are 5 1/2 times more likely to receive
services from a thoracic surgeon, 3 1/2 times more likely to receive
the services of a psychiatrist and about 2 1/2 times more likely to
receive services from a dermatologist, an anesthesiologist or a plastic
surgeon.
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These are the broad averages. The discrepancies are even worse
between urban areas and British Columbia’s most underserved areas. Table
X1V, for example, compares urban spending with spending in 12 other
districts for selected services. As the table shows, even if we ignore the
smallest districts and focus only on districts with at least 35,000 people,

spending varies by a factor of almost 3 to 1 for all specialist services, almost
4 to 1 for OB/GYN services, 8 to 1 for internists and 35 to 1 for psychiatrists.

"Spending varies by 4 to 1 for
OB/GYN services, 8 to 1 for
internists and 35 to 1 for
psychiatrists.”




"Under Latin American
national health insurance,
city dwellers almost always
get the best health care.”
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The discrepancies are greater still among people in specific age and
sex classifications in the regions, again ignoring the areas with the smallest
populations. Roughly speaking:?®

® An 80-year-old man in Vancouver is 524 times more likely to
receive the services of an anesthesiologist than if the same man
were living in the Sunshine Coast district (pop. 17,049).

® A small child with a skin rash is 22 times more likely to see a
dermatologist if the child is living in Vancouver than in the East
Kootenay district (pop. 50,660).

® A baby girl is 10 times more likely to see a pediatrician for any
reason if she is living in Vancouver rather than Peace River (pop.
51,252).

® A 40-year-old woman is almost nine times as likely to have plastic
surgery if she is living in Vancouver rather than Bulkley-Nechako
(pop. 36,952).

® A 40-year-old woman with a mental disorder is 12 times more
likely to see a psychiatrist if she is living in Vancouver rather than
Fraser-Fort George (pop. 88,250).

Rural Patients in Latin America. Although this study is focused
primarily on developed countries, it is worth noting that many of the same
principles apply to people living in less-developed countries. For example,
people in urban areas of Brazil are far more successful in getting government
benefits than are those in rural areas. By most measures, the need for health
care is greater in the north/northeast (rural) areas than in the south/central
(urban) areas. Life expectancy at birth, for example, is about three years
longer for both men and women in the cities. Yet although most health care
spending flows through government and several government programs were
designed to create equal access to care, the spending is concentrated in the
cities. About one-third of the population lacks regular access to medical
care:!%

® Although more than half of Brazil’s population lives in rural areas,
residents of urban areas experience nine times more medical visits,
15 times more related services, 2.7 times more dental visits and 4.5
times more hospitalizations.

® Overall, the Brazilian government spends five times less on inpa-
tient care and 13 times less on outpatient care in rural areas.
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"In the Soviet Union, life
expectancy in rural areas has
been falling.”

Brazil is not unique. In neighboring Venezuela, government-provided
health care is theoretically free to everyone.!?’ Yet the vast majority of health
care services are provided in the cities.'?® Similarly, a doctor in Bolivia is
seven times more likely to practice in an urban area (where less than half the
population resides) than in the countryside.'?® And in Mexico — where health
care is a constitutional right — 35 percent of the population (mainly in the
cities) consumes 85 percent of the country’s health care resources.!*°

Rural Patients in Communist Countries. It is worth noting that
many of the same principles apply to nondemocratic countries. Within com-
munist or formerly communist countries, the variation in rural/urban character-
istics is enormous. Throughout the Soviet Union and Eastern Europe, for
example, inequality between urban and rural health care is widespread. In
general, the urban populations are healthier and have better access to health
care. In the Soviet Union, health care resources appear to matter a great deal.
Indeed, the availability of doctors, nurses and hospital beds explains 55 percent
of the variation in infant mortality there. For Bulgaria, Czechoslovakia, Hun-
gary and Poland, the relationships between health care resources and health

outcomes are less clear, ™!

Despite the fact that the Soviet Union was committed to the principle of
equal access to health care for over 70 years, there is evidence that inequality
in access to medical resources and health outcomes grew.!*2

® In the 1960s, infant mortality rates were virtually the same, on the
average, among urban and rural areas.

® In the 1970s and 1980s, infant mortality rates continued to fall in
the cities but began to rise in rural areas.

® Between 1960 and 1987, life expectancy at birth fell so much in
rural areas that by 1986-87 there was a two year difference in life
expectancy between urban and rural areas.

MYTH NO. 13:  National health insurance would be good
for members of organized labor.

Many leaders of America’s largest labor unions advocate national
health insurance, believing that they can turn over employee health care costs
to the taxpayer. What they forget is that union members also pay taxes. Under
national health insurance, the employees of the nation’s largest companies
would pay more in national health insurance taxes than they currently pay for



"Financing national health
insurance would require a 15
percent payroll tax, a 16
percent income tax, or a 10
percent value-added tax.”
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private health insurance. For example, in manufacturing they would pay 50

percent more.!*3

A national health insurance program similar to Canada’s would require
134

at least $339 billion in new taxes:
® If the program were funded by a payroll tax, the payroll tax rate
would rise from its current level of 15 percent to at least 30 percent.

® If it were funded by an income tax, the current income tax rate
would increase by 16 percentage points, pushing a middle-income
worker from a 28 percent to a 44 percent income tax bracket.

® If it were funded by a consumption tax, the price of everything we
buy would increase by almost 10 percent, relative to our income.

These are the tax rates needed to pay for national health insurance for
workers and their families. If new health benefits were created for the elderly or
for low-income people now covered by Medicaid, tax rates would be even
higher. These estimates also assume health care costs remain at their current
level. Any rise in health care spending — which is virtually inevitable —
would require even more tax revenue.

Note that under each of the broad-based taxes above, the amount paid
rises with income. Thus, under national health insurance, the high-wage indus-
tries would pay above-average taxes, even though the workers would receive
the average benefit. For example:!*®
® On the average, the auto industry would pay about $5,641 per em-

ployee under a national health insurance payroll tax.

® Add the loss of the current deduction for private health insurance and
the total cost rises to $6,824 per auto worker.

® Since the industry now pays only $3,055 for private health insur-
ance, the cost of health care for auto workers would more than
double.

Those industries with below-average wages would pay below-average
national health insurance taxes and would experience a financial gain under
national health insurance. (See Table XIV.) Ironically, some of the latter
industries are in the distribution chain of direct competitors to the manufactur-
ing industries. Other things equal, for example, foreign auto dealers would gain
a substantial cost advantage over domestic auto producers.
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"National health insurance
taxes would be 50 percent
higher than the current cost
of private insurance for U.S.
manufacturing workers."




"Health care costs do not
increase product prices; they
reduce workers' take-home

pay. "

MYTH NO. 14:  National health insurance would improve
America’s ability to compete in interna-
tional markets.

A commonly held view is that U.S. health care costs make U.S. prod-
ucts less competitive in the international marketplace. Those holding this view
assert that health care costs add $700 to the price of every U.S. automobile and
that national health insurance would make American auto manufacturers more

competitive. Both assertions are wrong.!*¢

There is no evidence whatever that private health insurance costs add
anything to the price of an automobile — or of any other product. Health
insurance is simply one element in the total compensation package of auto
workers, a fringe benefit provided in lieu of money wages. Over the last two
decades, fringe benefits for most American workers have grown steadily in real
terms, while money wages have grown little, reflecting the preference of
employees for nontaxed benefits over taxed wages.



56

“National health insurance
taxes would hit hardest
among the U.S. exporting
industries.”

What workers are paid depends on what they produce, not what they
consume. The fact that Americans spend a greater proportion of their income
on health care and a smaller proportion on other goods and services does not
put us at a competitive disadvantage relative to other countries.’®” For ex-
ample:

@ The Japanese spend a greater proportion of their income on food,
but that doesn’t mean that food consumption adds to the price of a
Japanese car.

® The Canadians spend a greater proportion of their income on educa-
tion, but that doesn’t mean that education adds to the price of
Canadian lumber.

The differences merely reflect consumer preferences and consumer
product prices.

However, national health insurance would affect our ability to compete
in international markets. That is because such insurance involves not only the
purchase of health care but also a redistribution of income among producers in
different industries. On the whole:

® A national health insurance system would impose extra taxes on
U.S. exporting industries and use the proceeds of those taxes to
subsidize other industries.

® The industries which would receive subsidies contribute mostly to
domestic rather than international markets.

® The industries which would be penalized are the manufacturers
which provide most of our exports.

National health insurance would raise the costs of our export goods and
lower marketing costs in the U.S. for our foreign competitors. Far from mak-
ing auto producers more competitive in international markets, it would raise
auto production costs relative to foreign rivals and make the industry less
competitive.

Despite the fact that one-third of our federal budget goes to defense
spending, a burden not equaled by our trading partners, taxes are lower in the
U.S. than in most developed countries. As Table XV shows, only Japan cur-
rently has a tax burden as low as ours. Were we to adopt a program of national
health insurance, the U.S. tax burden would approach that of Britain and
Germany. That additional burden would have a major impact on our ability to
compete.



"National health insurance
taxes would make the United
States one of the most heavily
taxed countries among our
trading partners.”

MYTH NO. 15: Under national health insurance, health
care dollars are allocated so that they have
the greatest impact on health.

Of all the characteristics of foreign health care systems, the one that
strikes American observers as the most bizarre is the way in which limited
resources are allocated among competing needs. Foreign governments do not
merely deny lifesaving medical technology to patients under national insurance
schemes. They also take millions of dollars that could be spent to save lives
and cure diseases and spend them to provide services to people who are not
seriously ill. Often, these services have little if anything to do with health care.

Spending Priorities in Britain. Throughout the British National
Health Service, there is a tendency to divert funds from expensive care for the
small number who are seriously ill toward the large number who seek rela-
tively inexpensive services for minor ills. Take the British ambulance service,
for example: '3

@ English “patients” take more than 19.5 million ambulance rides
each year — about one ride for every two people in England.

® About 91 percent of these rides are for nonemergency purposes
(such as taking an elderly person to a local pharmacy) and amount
to what an official task force report described as little more than
“free taxi service.”
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"While 9,000 kidney patients
are denied treatment each
year, the British take

19.5 million ambulance rides
— about one ride for every
two people in England.”

"The British ambulance
service operates as a free taxi
service,"”

® Yet for genuine emergencies, the typical British ambulance lacks
the modern, lifesaving equipment considered standard in American

cities.

While as many as 9,000 people die each year from lack of treatment for
kidney failure, the NHS provides an array of comforts for the many chronically
ill people whose kidneys are in good working order:

® Each year about 4.1 million people in England are treated in their
homes by “health visitors” — about 1.1 million are treated by
chiropodists, and “meals on wheels” serves almost 33 million meals.

® Social workers attending to the needs of the elderly and the handi-
capped help with the installation of more than 17,000 telephones
and telephone attachments, help arrange more than 93,000 telephone
rentals, help more than 49,000 people with home alterations, assist
in arrangements for 63,000 vacations and help an additional 346,000
people with other personal appliances and aids.

While tens of thousands of people classified by their physicians as
being in “urgent need” of surgery wait for hospital beds, the NHS spends
millions on items that have only marginal effects on health:

® On the average, the NHS spends more than $90 million each year on
tranquilizers, sedatives and sleeping pills, almost $32 million on
antacids and about $11 million on cough medicine.

® About 9.7 million people receive “free” eyesight tests every year,
and of these about 2.3 million receive free or subsidized eye-

glasses.'*

1f the NHS did nothing more than charge patients the full costs of their
sleeping pills and tranquilizers, enough money would be freed to treat 10,000 to
15,000 additional cancer patients each year and save the lives of an additional
3,000 kidney patients. Yet such options are not seriously considered.

A full description of the ways in which “caring” takes priority over
“curing” within the British National Health Service would fill a volume the size
of a phone book, and readers may wish to consult other references.’*? Suffice it
here to say that the tendency pervades British medicine.



"Although preventive care is
valuable, it rarely pays for
itself.”
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Spending Priorities in Canada. Although not as pronounced, similar
trends can be observed in Canada, where the government has expanded the
services of general practitioners while tightly controlling access to modern

medical technology. For example:14!

@ In the United States, only 13 percent of all physicians are engaged
in general practice or family practice.

® In Canada, over half of all physicians are general practitioners and
the percentage of GPs has been rising over the past two decades.

® Ontario even has a policy requiring that 55 percent of its physicians
be in general practice.

In general, Canadians have little trouble seeing a GP. But specialist
services and sophisticated equipment are increasingly rationed. As noted
above, although the United States has seen a major expansion of outpatient
surgery, Canada has actively discouraged this trend — presumably to control
spending. All over Canada, CAT scanners and other equipment are restricted
to hospitals, and Ontario has legislated this restriction.’*? The Canadian
system encourages the provision of routine services for the many at the ex-
pense of specialized care for the few. As one Canadian economist observed,
“A growing number of operations are triaged because resources are used to

continue first-dollar coverage for sniffles and splinters.”*?

MYTH NO. 16: When health care is free, total health costs
are lower because preventive health ser-
vices are more widely available.

A common argument for national health insurance is that “free” health
care saves money by encouraging preventive services, which allow doctors to
catch conditions in their early stages — before they develop into more costly-
to-treat diseases. The argument is wrong for two reasons.

First, careful studies show that, in general, preventive medicine raises
rather than lowers overall health care costs. Preventive medicine is “economi-
cal” only when special at-risk groups are targeted. Giving preventive services
to the entire population usually costs more than any savings from early detec-
tion of disease.'** This does not mean that preventive care is undesirable.
Diagnostic tests which show that no disease is present benefit patients by
relieving anxiety and creating reassurance of health. Preventive care is like a
consumer good which creates benefits in return for a cost. It is not like an
investment good which promises a positive economic rate of return.
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"American patients get more
preventive services than
British patients, even though
they must pay for it out of
pocket.”

Second, under national health insurance preventive care may actually
become less available, precisely because care is free. A comparison of Ameri-
can and British GPs in the 1970s found that the British saw a GP four times as
often. Yet when Americans did see a doctor, they spent two-and-one-half
times as long with the physician and received far more preventive services.!43

Because the services of GPs are “free” to Britons, an inordinate number
of their visits are for trivial complaints. In order to handle the case load,
British doctors have responded by spending less time with each patient. More-
over, because of the British government’s desire to control costs, British
physicians have much less access to diagnostic equipment, and most send their
patients to a hospital even for chest x-rays and simple blood tests. As a result,
preventive medical care is slighted in the NHS system. According to the 1970s
comparison:

“Even though GPs receive an extra fee for cervical cytology tests
(Pap smears), most will not provide such tests unless patients
insist. The attitude is similar for breast checks. In 1976, only 8
percent of eligible females received Pap smears, and most of these
were given to middle- and upper-middle-class patients. (By
contrast, in 1973 almost 46 percent of American women age 17 or
older had been given a Pap test within the previous 12 months.)
GPs also receive extra payments for certain kinds of vaccinations.
But again, it appears that the inducement is small. Over the last
decade there has been a general decline in the percentage of
children vaccinated against every major childhood disease.”46
One consequence of the lack of preventive care in Britain is that many

illnesses are never diagnosed. For example, a series of screenings conducted
by the British government several decades ago implied that for every case of
diabetes, rheumatism or epilepsy known to a general practitioner, another was
undiagnosed. For every case of psychiatric illness, bronchitis, blood pressure,
glaucoma and urinary infection, another five were undiagnosed. For every
known case of anemia, eight were undiagnosed.’*” The evidence suggests that
things may not have improved:!*¢
® A fairly recent study (1989) concluded that for every diabetic being

treated under the National Health Service, another case of diabetes

is undiagnosed.

® Another study (1988) suggests that one in 20 diabetics in England is
first diagnosed by an optometrist (when the disease is in its late
stages), who then refers the patient to a general practitioner.



"The defects of national
health insurance are the
inherent outcome of the
politics of medicine.”
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At one-half the age of the British system, Canadian national health
insurance does a better job — but suffers from similar problems. Although
Canadians see their physicians more often than Americans do, a Canadian is
not entitled to a routine cholesterol check, unless some other condition war-
rants it.* And we have already seen how limits on technology have caused
extensive waits for other diagnostic services, including Pap smears,
mammograms and CAT scans.

Note that the United States does not necessarily do a better job at
delivering preventive medicine. As in the case of Britain, it is believed that
one out of every two U.S. diabetics is undiagnosed and one recent study
reported that between 1980 and 1986, there were 121,560 deaths from disor-
ders that are usually not lethal if discovered and treated early.’>® However, as
the discussion above shows, socializing the health care system by no means
guarantees that these problems will be solved.

MYTH NO. 17: The defects of national health insurance
schemes in other countries could be rem-
edied by a few reforms.

The characteristics described above are not accidental by-products of
government-run health care systems. They are the natural and inevitable
consequences of politicizing medical practice.

Why are low-income and elderly patients so frequently discriminated
against under national health insurance? Because such insurance is always and
everywhere a middle-class phenomenon. Prior to its introduction, every coun-
try had some government-funded program to meet the health care needs of the
poor. The middle-class working population not only paid for its own health
care but also paid taxes to fund health care for the poor. National health insur-
ance extends the “free ride” to those who pay taxes to support it. Such systems
respond to the political demands of the middle-class working population, and
they serve the interests of this population.

Why do national health insurance schemes skimp on expensive ser-
vices to the seriously ill while providing so many inexpensive services to those
who are only marginally il1? Because the latter services benefit millions of
people (read: millions of voters), while acute and intensive care services
concentrate large amounts of money on a handful of patients (read: small
number of voters). Democratic political pressures in this case dictate the
redistribution of resources from the few to the many.

Why are sensitive rationing decisions and other issues of hospital
management left to hospital bureaucracies? Because the alternative is politi-
cally impossible. As a practical matter, no government can make it a national
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policy that 9,000 people will die every year because they will be denied treat-
ment for chronic kidney failure. Nor can any government announce that some
people must wait for surgery so that the elderly can use hospitals as nursing
homes, or that elderly patients must be moved so that surgery can proceed.

These decisions are so emotionally loaded that no elected official can
afford to claim responsibility for them. Important decisions on who will and
will not receive care and on how that care will be delivered are left to the
hospital bureaucracy because no other course is politically possible.

MYTH NO. 18: People in all developed countries, including
the United States, prefer national health
insurance.

As far back as the presidency of Richard Nixon, polls showed as much
as 61 percent of the people favored national health insurance.'” And only 3
percent of Canadians and 12 percent of the British say they would trade their
own system for the U.S. health care system.!>? But on closer examination, all
those polls tell us is that most people prefer a free lunch.

Polls also tell us that most Britons believe the cost to them of national
health insurance is about 1/20th of what it actually costs. At 1/20th of its real
costs, the British health care system might look attractive to most people.
Since health care taxes are also disguised in Canada, it seems likely that Cana-
dians are unaware of their individual contribution to national health insurance
as well. Thus, most of these people think they get a lot more than they pay for.
And given the international publicity about the American health care costs, it’s
not surprising that people prefer something-for-nothing rather than something
better but very expensive.

When individuals are asked to compare benefits with costs, their
responses to polls are much more revealing. Roughly speaking, people prefer
to see government spend more on health care, provided their own taxes are not
increased to finance the spending. For example:

® By a margin of 71 to 26 percent, Americans agree that, “Health
insurance should pay for any treatments that will save lives even if
it costs one million dollars to save a life.”

® When the United States was spending 8.2 percent of GNP on health
care, most respondents thought we were spending 13 to 15 percent
and identified 16 to 20 percent as the appropriate amount.!33
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® A majority favor covering the uninsured through employer man-
dates or through an expansion of Medicare.!>*

@ But when asked about paying, people were unwilling to pay higher
income taxes and supported the proposal only if it were financed by
“sin taxes” or taxes on employers.1%3

Thus, polling data give no indication that people are willing to pay 15
percent of their income to finance national health insurance. Nor do the polls
indicate that Americans are willing to accept the negative aspects of national

health insurance. For example:!>

® The public overwhelmingly disapproves of any cost-containment
measure that translates into a lower quality of care.

® By a margin of 81 to 18 percent, the public is unwilling to accept
longer waits for doctors’ appointments or elective surgery.

MYTH NO. 19:  Since national health insurance is popular
in other countries, it would also be popular
in the United States.

National health insurance works in other countries for three reasons.
First, the wealthy, powerful and sophisticated — those most skilled at articu-
lating their complaints — find ways to maneuver to the front of the rationing
lines. Second, those pushed to the end of the lines are generally unaware of
medical technologies they are being denied. Third, there are no (or severely
limited) contingency fees, no generally recognized right of due process and no

cadre of lawyers willing to represent those who are discriminated against.

National health insurance “works” in other countries because those
who could change the system are best served by it. If a member of the British
Parliament, the CEO of a large British company or the head of a major British
trade union had no greater access to renal dialysis than any other British
citizen, the British NHS would not last a week.

“Don’t push me around” is a distinctively American phrase. In the
United States we have widespread access to information about modern medical
technology, a legal system that protects the rights of those without political
power or money, and a strong devotion to basic rights of due process. National
health insurance, as it operates in other countries, simply would not survive in

the U.S. cultural and legal system.
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"Chrysler doesn't need
government, it can adopt its
own system of national health
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MYTH NO. 20:  Adopting the health care programs of
other countries requires government.

Chrysler Chairman Lee Iacocca, the United Auto Workers and
many others have looked longingly at the health care systems of other
countries and called for a U.S. government solution. But do the workers at
Chrysler really need government in order to adopt the health care pro-
grams of other countries? It is not at all clear that they do.

The primary way other developed countries control health care
costs is through “global budgets.” Hospitals, physicians or area health
authorities are told by government how much money they have to spend.
The government then leaves decisions about how to ration the funds to the

health care bureaucracy.!®’

There is nothing mysterious about this process, and no reason why
Chrysler needs government in order to copy it. For example, Chrysler
workers or any other large group could form their own HMO, called a
national health insurance HMO (NHI HMO). The total amount of money
given to NHI HMO each year could be 75 percent or even 50 percent of
what Chrysler now spends on employee health care, and the NHI HMO
managers could be instructed to ration care to Chrysler employees.

If Chrysler workers wanted to exert more direct control, they could
elect the chief executive officer of the NHI HMO in annual balloting, and
candidacy could be open to all health care bureaucrats or restricted to
those with certain qualifications. The most obvious obstacle Chrysler
would face would be U.S. tort law. If NHI HMO physicians rationed
medical care the way the British do, there would be many potential mal-
practice suits. But if Chrysler workers owned their own HMO and if
enough legal documents were signed, even this obstacle could be over-

come.

In short, Chrysler employees could realize “benefits” of national
health insurance through private action, without government intervention,
provided that is their sincere objective. On the other hand, if the rhetoric
coming from Chrysler is merely a ruse to get taxpayers to pay Chrysler’s

annual health care bill, federal government coercion would be required.



“In health policy, as in other
areas, politicians often have
little choice about what they
can do.”

65
THE POLITICS OF MEDICINE

“Public choice” is the name of a relatively new discipline which at-
tempts to integrate economics and political science.®® Its chief goal is to
explain political phenomena by reference to fundamental principles, in much
the same way that economists explain purely economic phenomena. The
name, however, is potentially misleading. The new discipline could just as
accurately be called “modern political science.”

A fascinating discovery of this discipline is that economic principles, if
carefully applied, explain much of what happens in politics. Take the concept
of competition. Just as producers of goods and services compete for consumer
dollars, so politicians in a democracy compete for votes. Moreover, the pro-
cess of competition leads to certain well-defined results.

In the economic marketplace, competition inevitably forces producers
to choose the most efficient method of production. Those who fail to do so
either go out of business or mend their ways. The ultimate outcome — effi-
cient production — is independent of any particular producer’s wishes or
desires.

In a similar way, political competition inexorably leads candidates to
adopt a specific position called the winning platform. The idea of a winning
platform is a fairly simple one. It is a set of political policies that can defeat
any other set of policies in an election. A politician who wants to be elected or
reelected has every incentive to endorse the winning platform. If he does not,
he becomes vulnerable; for if his opponent adopts the winning platform, the
opponent will win.

Of course in the real world, things are rarely so simple. Many factors
influence voters other than substantive political issues — a candidate’s reli-
gion, general appearance, speaking ability, party affiliation, etc. Even when
voters are influenced by real political issues, politicians don’t always know
what the winning platform is. Often they must guess at it. Nonetheless, public
choice theory holds that, other things equal, a candidate always improves his
chances of winning by endorsing the winning platform. Hence, all candidates
have an incentive to identify and endorse this platform. Candidates who do not
are unlikely to survive the political competition.

This line of reasoning leads to a remarkable conclusion: In democratic
systems with two major political parties, both parties tend to adopt the same
policies. They do so not because the party leaders think alike or share the same
ideological preferences, but because their top priority is to win elections and
hold office.
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"Virtually all the defects of
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Two corollaries follow from this conclusion. The first is that it is
absurd to complain about the fact that “major candidates all sound alike,” or
that “it doesn’t seem to make any difference who wins.” The complaints are
merely evidence that political competition is working precisely as the theory
predicts it will work. Indeed, the more accurate information political candi-
dates receive through better polling techniques and computerization, the more
similar they will become. The theory predicts that, in a world of perfect
information, the policies of the two major parties would be identical.

The second corollary is more relevant for our purposes. In its extreme
form, the corollary asserts that “politicians don’t matter.” Over the long haul, it
we want to explain why we have the political policies we have, it is futile to
investigate the motives, personalities and characters of those who hold office.
Instead, we must focus on those factors which determine the nature of the
winning platform.

This corollary is crucial to an understanding of national health insur-
ance. A great many British health economists who support socialized medi-
cine are quick to concede that the British National Health Service has defects.
But these defects, in their view, are not those of socialism; they merely repre-
sent a failure of political will, or the fact that the wrong politicians were in
office. The ultimate goal, they hold, is to retain the system of socialized
medicine and make it work better.

By contrast, we argue that the defects of the policies which govern
national health insurance programs are natural and inevitable consequences of
placing the market for health under the control of politicians. It is not true that
British health care policy just happens to be as it is. Enoch Powell, a former
Minister of Health who ran the British National Health Service, seems to have
appreciated this fact. Powell wrote that “whatever is entrusted to politicians

3159

becomes political even if it is not political anyhow”">” and goes on to say that

“The phenomena of Medicine and Politics ... result automatically
and necessarily from the nationalization of medical care and its
provision gratis at the point of consumption ... These phenomena
are implicit in such an organization and are not the accidental or
incidental results of blemishes which canbe ‘reformed’ away while
leaving the system as such intact.”!60

An extensive analysis of the British health care system shows that all of
the major features of national health insurance can be explained in terms of
public choice theory.'S! That is, far from being the consequence of preferences
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of politicians (who could be replaced by different politicians with different
preferences in the next election), the major features of national health insur-
ance follow inevitably from the fact that politicians have the authority to
allocate health care resources and from that fact alone. The following is a
brief summary.

The Total Amount of Spending on Health Services. One argument
used to justify national health insurance is that, left to their own devices,
individuals will not spend as much as they ought to spend on health care.
This was a major reason why many middle- and upper-middle-class British
citizens supported national health insurance for the working class. It was also
a major reason why they supported formation of the NHS in 1948.162 Many
expected that, under socialized medical care, more total dollars would be
spent on health care than would otherwise have been the case.

In fact, it is not clear that socialized medicine in Britain has increased
overall spending on health care. It may have even led to the opposite result.
This is the contention of Dennis Lees, Professor of Economics at the Univer-
sity of Nottingham, who wrote that “the British people, left free to do so,
would almost certainly have chosen to spend more on health services them-
selves than governments have chosen to spend on their behalf.”!5* The same
may be true in other countries with national health insurance programs.

To see why this is true, let us first imagine a situation in which a
politician is trying to win over a single voter. To keep the example simple, let
us suppose the politician has access to $10 to spend on the voter’s behalf. To
maximize his chance of winning, the politician should spend the $10 precisely
as the voter wants it spent. If the voter’s choice is $5 in medical care, $3 in a
retirement pension and $2 in a rent subsidy, that should also be the choice of
the vote-maximizing politician. If the politician does not choose to spend the
$10 in this way, he risks losing this voter to a clever opponent.

Now it might seem that if the voter wants $5 spent on medical care, we
can conclude that he would have spent the $5 on medical care himself if he
were spending $10 of his own money. But this is not quite true. State-pro-
vided medical care has one feature that is generally missing from private
medical markets and from other government spending programs as well —
non-price rationing. Non-price rationing, as we have seen, imposes heavy
costs on patients (the cost of waiting and other inconveniences), leads to
deterioration in the quality of services rendered and creates various forms of
waste and inefficiency.
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Thus, other things equal, $5 of spending on government health care will
be less valuable to the average voter than $5 of spending in a private medical
marketplace. It also means that, under socialized medicine, spending for health
care will be less attractive to voters relative to spending programs which do not
involve non-price rationing.

Public choice theory, then, predicts that the average voter will desire
less spending on health care, relative to other goods and services, when health
care is rationed by non-market devices. Moreover, the greater the rationing
problems, the less attractive health care spending will be. So we would expect
even less spending on health care in a completely “free” service like the NHS
than in a health service that charged patients more user fees.

In the real world, politicians rarely have the opportunity to tailor their
spending purely to the desires of a specific voter. Generally they must allo-
cate spending among programs that affect thousands of voters at the same time.
New spending for a hospital, for example, provides benefits for every one in
the surrounding community. No matter what level of spending is chosen, some
voters will have preferred more, and others less. Often in such cases, the vote-
maximizing level of spending will be the level of spending preferred by the
average voter.

Inequalities in Health Care. Decisions on where to spend health
dollars are also inherently political. A major argument in favor of national
health insurance is that private medical care allows geographical inequalities in
levels of provision. Yet, as we have seen, those inequalities continue and
many argue that levels of provision among geographical areas of Britain,
Canada and New Zealand today are just as unequal as they would have been in
the absence of national health insurance.

In theory, creating regional equality is a relatively simple task. All
governments have to do is spend more in areas that are relatively deprived and
less in areas that are relatively well-endowed. But most governments have not
done this. Why? Public choice theory supplies a possible answer.

Policymakers must make two choices about spending in a particular
area or region. First, they must decide how many total dollars are to be spent
there. Second, they must decide how to allocate those dollars. In a democracy,
there is no particular reason why per capita spending will be the same in all
areas.

Per capita spending may differ across voting districts for numerous
reasons. Voter turnout may be higher in some districts than in others, which
suggests that those districts are willing to “pay” more (in terms of votes) for
political largesse. Voters in some districts may be more aware of, and more
sensitive to, changes in per capita spending than voters in other districts.
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Given that a certain amount of money is going to be spent in a certain
area or region, competition for votes dictates that the money be allocated in
accordance with the preference of the voters in that area or region. To return to
the hypothetical example of the previous section, suppose that, say, $10 is
going to be spent in the city of Merseyside, England. If a majority of residents
want $2 spent on health services and $8 spent on other programs, political
competition will tend to produce that result. Yet if the residents of some other
city want $8 spent on health services and $2 spent on other programs, political
competition will also tend to produce that result.

Prior to the establishment of national health insurance in most devel-
oped countries, geographical inequalities reflected community preferences. In
general, the citizens of wealthier and more densely populated areas chose to
spend a larger fraction of their income on medical care. There is no reason to
suppose that their preferences were radically altered by national health insur-
ance, and thus no reason to suppose that in allocating public spending, vote-
maximizing politicians are doing anything other than responding to voter
preferences.

Spending Priorities: “Caring” vs. “Curing.” We have mentioned the
British National Health Service’s emphasis on “caring” rather than “curing.”
This feature of the NHS marks a radical difference between British and Ameri-
can health care.

There can be no doubt that Britain's choices are the result of conscious
political decisions. And the current trend is toward even more caring and less
curing. American economist Mary-Ann Rozbicki recently asked a number of
British health planners the following question: “If you suddenly enjoyed a
sharp increase in available resources, how would you allocate it?” The response
was invariably the same. They would put the additional resources into services
for the aged, the chronically ill and the mentally handicapped.'®* Commenting
on this response, Rozbicki writes:

“It is difficult for an American observer to comprehend that view.
He has been impressed by the support services already afforded the
non-acute patient (and the well consumer) — the doctor, nurse and
social worker attendance at homes, clinics and hospitals for the
purpose of improving the comfort and well-being of the recipients
involved. He has also been impressed (and sometimes shocked) by
the relative lack of capability to diagnose, cure, and/or treat life-
threatening conditions. The U.S. patient, while having foregone
the home ministrations of the family doctor and learned to endure
the antiseptic quality of the hospital, also confidently expects
immediate delivery of all that medical science has to offer if life or
health is under immediate threat.”6®
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What political pressures lead decision makers to prefer caring over
curing? Rozbicki believes it is a matter of numbers — numbers of votes.
Money spent on caring is spread out over far more people than money spent
on curing. Rozbicki writes:

“In weighing the choice between a more comfortable life for the
millions of aged or early detection and treatment of the far fewer
victims of dread diseases, [the British health authorities] have
favored the former. In choosing between a fully equipped hospital
therapy and rehabilitation center or nuclear medicine technology,
they have favored the former. The sheer numbers involved on each
side of the equation would tend to dictate these choices by

government officials in a democratic society.”'

While Rozbicki’s explanation may be correct, it cannot be complete.
It is true that the number of potential beneficiaries of home visits far exceeds
those of radiation therapy. But all Britons are potentially ill, so all have an
interest in NHS spending priorities. To understand these priorities, we must
understand why the average citizen would approve of them.

Like the citizens of other countries, most Britons know little about
medical technology. This ignorance, moreover, is quite “rational.” Informa-
tion is costly. The rational person has an incentive to expand his knowledge
about any subject only to the point at which the cost of an additional bit of
information is equal to its benefit. This is the economic explanation for the
commonly observed fact that the average person does not become an expert in
medical science.

In Britain, however, the average citizen has much less incentive to
become knowledgeable about medicine than his counterpart in the United
States. Precisely because the medical market in the U.S. is largely private, a
better-informed person becomes a better consumer.

But within the confines of the NHS, medical services are not “pur-
chased.” Suppose a British citizen invests time and money to learn more about
medical matters and discovers that the NHS is not offering the kinds of
services it should. This knowledge is of almost no value unless the citizen
can inform millions of other voters, persuade them to “throw the rascals out”
and achieve a change of policy. Such a campaign would be enormously
expensive, undoubtedly costing the citizen far more than he could expect to
recover from any potential personal benefit.
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Socialized medicine affects the level of knowledge that patients have
in yet another way. In a free market for medical care, suppliers of medical
services have an incentive to inform potential customers about new develop-
ments. Such information increases the demand for new services and, thus,
promises to enhance the income of those who supply them. In the NHS,
however, the suppliers of medical care have no such incentives. Doctors,
nurses and hospital administrators increase their income chiefly by persuading
the government to pay them more. They increase their comfort, leisure time,
and other forms of satisfaction by encouraging patients to demand not more

but less.

Economic theory, then, would predict that in a socialized medical
scheme, people will acquire less knowledge about medical care than they
would have acquired in a private system. The evidence confirms this predic-
tion. Numerous commentators have observed that British patients know far
less about medical care than American patients. Rozbicki, for example, writes
that “the British populace appears much less sophisticated in its medical
demands than the American populace.”®’

The general ignorance about medical science which prevails among
British voters has a profound impact on NHS policies. Other things equal,
people will always place a higher value on those services with which they are
familiar and on benefits about which they are certain. The known is preferred
to the unknown and certainty to uncertainty. The average British voter is
familiar with, and fairly certain about, the personal value of the non-acute
services provided by the NHS. He is probably unfamiliar with, and uncertain
about, the personal value of advanced services for acute ailments. Thus the
voter will tend to approve of NHS spending priorities.

Another reason why voters will tend to prefer caring to curing services
stems from a characteristic of non-price rationing, All of the services of the
NHS require rationing. But in some sectors, the rationing problems are far
greater than in others because quality can sometimes be sacrificed to quantity.
We have seen that, in comparison with American doctors, British GPs have
greatly reduced the time spent with each patient and the quality of service
rendered. Nonetheless, this type of adjustment allows the typical patient to
actually visit his GP within two or three days of making an appointment. The
quality of treatment may have deteriorated, but patients are at least certain that
they will receive some treatment. Presumably, given the overall rationing
problem, patients prefer this type of adjustment.
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Such adjustments cannot be made with most acute services. Itis not
feasible to sacrifice quality for quantity in, for example, CAT scans, organ
transplants and renal dialysis. Patients either receive full treatment or no
treatment, and very few patient-pleasing adjustments can be made.

These characteristics of health care rationing have an important effect
on the preferences of potential patients — even those who are knowledgeable
about medicine. The existence of non-price rationing tends to make all health
care services less valuable than those services would be in the free market.
But because non-acute services can be adjusted to increase the certainty of
some treatment, whereas acute services generally cannot, the former tend to
become more valuable relative to the latter. Thus, to a certain extent, the
priority given to non-acute treatment is perfectly rational.

Spending Priorities: Current Expenditure vs. Capital Expendi-
ture. Closely related to the distinction between caring and curing in Britain
is the distinction between current and capital expenditures. Despite the fact
that the NHS inherited a deteriorating capital stock, only one new hospital
was built in the first 15 years of NHS operation. Today, over 50 percent of
the hospital beds are in 19th-century buildings. Moreover, despite 800,000
people on the hospital waiting lists, there are fewer hospital beds today than
there were when the NHS was founded.

Capital expenditure, as we have seen, creates a flow of long-term
benefits. Current expenditure, by definition, creates short-term benefits. The
distinction between the two types of expenditure is largely a distinction
between benefits later and benefits now. Clearly, the political preference of
the British is for benefits now. Can public choice theory help us explain this
preference? Indeed it can. To see how, we first need to consider how deci-
sions about capital spending are made in the free market.

Very few of us know how our consumption of, say, coffee varies over
the seasons of the year. Most of us simply buy coffee when we want it and,
except for the influence of general inflation or an occasional coffee tree blight
in Brazil, we pay about the same price regardless of the season. The reason is
that the suppliers of coffee are balancing our demand for coffee in the future
against our demand for coffee right now. The free market furnishes suppliers
with powerful incentives to give us precisely what we want — the ability to
buy as much coffee as we like for roughly the same price at any time of the
year.

The decision on the part of business firms to make capital investments
is similar. Firms that make capital investments today are betting on a con-
sumer demand for their products in the future. Once private decision making
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is replaced by public decision making, however, things are very different. In
a democracy, voters are forced to decide how much capital spending there
should be. And precisely because voters are “rationally” ignorant about such
matters, these are decisions they are ill-prepared to make. Socialism in the
coffee market, for example, might work something like this: candidates
competing in September might woo voters by promising lower and lower
prices for coffee. Since the voters are uninformed about the future conse-
quences of a low price of coffee today, they are naturally attracted to the
candidate who promises the lowest price. In order for politicians to have
good incentives, they must anticipate that they will be around in the spring,
and that voters will make the connection between fall’s policy and spring’s
disaster.

Yet since voters are usually ignorant of the connection between
capital spending and specific benefits, politicians cannot look forward to
realizing the full costs or the full benefits of their decisions. Further, since a
politician is not likely to be in office for very many years, long-term penal-
ties and rewards are largely irrelevant. Finally, since politicians have no
property rights in their decisions, the worst that can happen is that they fail to
be reelected. And this may be an acceptable price to pay for the opportunity
to hold office today.

For all of these reasons, democratic governments have a natural
tendency to skimp on capital spending. It is probably no accident that Brit-
ain, one of the most socialistic of the major industrialized countries, has one
of the lowest rates of capital formation in the world.

John and Sylvia Jewkes, two British economists who were longtime
students of the NHS, argued on numerous occasions that its lack of capital
spending was solely the result of the political pressures just described.
Successive chancellors of the exchequer, according to the Jewkes, skimped
on “those items where the consequences in the short period would be least
noticeable and least likely to arouse protest.”'%® They went on to write that

“Governments followed the line of least resistance. They laid
emphasis on those medical items which constituted pressing
day-to-day demand, yielded their results quickly and with some
certainty, made something of a public splash and conformed
with the doctrine of equality. Conversely, they tended toneglect
those items where spending would bring only slowly maturing
results, where economy would not be quickly noticed and
therefore would be less likely to arouse public opposition . . .
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“These were the conditions under which preventive medicine, new
hospitals and medical schools, occupational health services and
medical research were likely to give way to a free supply of drugs,
of doctors’ services and of hospital care. However anxious a
government might be to take a longer view, its resolve was likely
to be weakened by the pressure of immediate demands and by the
hope that easier times were coming; that perhaps next year defense
expenditures would be smaller, or investment needed for other
purposes would be less, or the national income would rise sharply.”1¢

Administrative Controls. One of the most remarkable features of
national health insurance is the enormous amount of decision-making power
left in the hands of doctors. By and large, the medical communities in Britain,
Canada and New Zealand have escaped the disciplines of both the free market
and government regulation. In the view of Michael Cooper,!’® Anthony Cu-
lyer'”! and many others, this discretion is the principal reason for many of the
gross inefficiencies found in the British National Health Service.

In addition to the power of GPs and consultants, other producer interest
groups also have obtained power and influence. Within the NHS, these include
hospital administrators, junior doctors and nonmedical hospital staff. The
complaint made again and again is that the NHS is primarily organized and
administered to benefit such special interest groups rather than patients. As
Dennis Lees puts it,

“The British health industry exists for its own sake, in the
interest of the producer groups that make it up. The welfare of
patients is a random by-product, depending on how conflicts
between the groups and between them and government happen
to shake down at any particular time.”!"2

Government production of goods and services always tends to be less
efficient than private production. Nonetheless, the NHS could be run more
efficiently than it actually is. Its administrators could adopt well-defined goals
and assert more control over the various sectors to ensure that the goals are
pursued. They could create incentives for NHS employees to provide better,
more efficient patient care.

That these things are not done is hardly surprising. Over 200 years ago,
Adam Smith observed that government regulation in the marketplace inevita-
bly seemed to benefit producer interest groups at the expense of consumers.
Things have changed very little with the passage of time. Economic studies of



"The health care bureaucracy
is given enormous power to
ration care.”

75

virtually every major regulatory commission in the United States have come to
the same conclusion: the welfare of producers is regularly favored over the
welfare of consumers.'”® Why should we expect the NHS to be different?

Are these phenomena consistent with public choice theory? At first
glance it may seem that they are not. Since consumers outnumber producers, it
might seem that, with democratic voting, consumers would always have the
upper hand. If sheer voting power were the only power, this might be so. But
two additional factors put consumers at a disadvantage: costs of information
and costs of political organization.

To achieve any fundamental change of policy, voters must be informed
about what kinds of changes they specifically seek. They must also be orga-
nized — at least to the extent that they can communicate to politicians their
willingness to withhold electoral support unless their desires are satisfied. But
as we have seen, information is costly. Organizing a political coalition is also
costly. And the incentives for any single individual to bear these costs are
extremely weak.

Producers are in a different position. Since they are working in the
industry, they already possess a great deal of information about which policies
are consistent with their self-interest and which are not. Their costs of political
organizing also are much lower because they are relatively few in number and
share common interests. In addition, because the personal stake of each pro-
ducer in regulatory issues is far greater than that of a representative consumer,
each producer has a much greater personal incentive to contribute to political
efforts that protect the interests of producers as a group.

Producer interest groups, then, ordinarily have enormous advantages
over consumer groups in issues involving government regulation of their
industry. These advantages appear to be more than sufficient to overcome their
relative vulnerability in terms of sheer voting power. This insight was provided
by Professor Milton Friedman almost thirty years ago:

“Each of us is a producer and also a consumer. However, we are
much more specialized and devote a much larger fraction of our
attention to our activity as a producer than as a consumer. We
consume literally thousands if not millions of items. The resultis
that people in the same trade, like barbers or physicians, all have
an intense interest in the specific problems of this trade and are
willing to devote considerable energy to doing something about
them. On the other hand, those of us who use barbers at all get
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barbered infrequently and spend only a minor fraction of our
income in barber shops. Our interest is casual. Hardly any of us
are willing to devote much time going to the legislature in order to
testify against the inequity of restricting the practice of barbering.
The same point holds for tariffs. The groups that think they have
a special interest in particular tariffs are concentrated groups to
whom the issue makes a great deal of difference. The public
interest is widely dispersed. Inconsequence, in the absence of any
general arrangements to offset the pressure of special interests,
producer groups will invariably have amuch stronger influence on
legislative action and the powers that be than will the diverse,
widely spread consumer interest.”!’#

Public choice theory, then, predicts that administrative inefficiencies
caused by producer interest groups within health care bureaucracies will con-
tinue to be a permanent feature of socialized medicine. There is no reason to
believe that this defect can be “reformed” away.

Why the NHS Continues to Exist. Not long ago, an article appeared
in Medical Economics with the heading, “If Britain’s Health Care Is So Bad,
Why Do Patients Like 1t?”.!”> That British patients do like the NHS had been
confirmed repeatedly by public opinion polls. The same can be said of Canadi-
ans. The most recent surveys show that only 3 percent of Canadians and only
12 percent of the British public would trade the U.S. system for their own.!”®

Why are British patients so satisfied with the NHS? There appear to be
two major reasons: (1) the typical British patient has far lower expectations and
much less knowledge about medicine than the typical American patient; and
(2) most British patients apparently believe that they are “getting something for
nothing.”

Comparing British and American patients, one doctor wrote that British
patients “have fewer expectations’” and are “more ready to cooperate unhesitat-
ingly with the authoritarian figure of the doctor or nurse.”!’” An American
economist noted with surprise that British hospital patients, “far from com-
plaining about specialists’ inattention, a lack of laboratory tests or the ineffec-
tiveness of medical treatment, more often than not display an attitude of grate-
fulness for whatever is done.”'’® Another doctor summarized the difference in
British and American attitudes this way:

“The British people — whether as a result of different life philoso-
phy or generally lower level of affluence — have a much lower
level of expectation from medical intervention in general. In fact
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they verge on the stoical as compared with the American patient,
and, of course, this fact makes them, purely from a physician’s
point of view, the most pleasant patients. The resulting service has
evolved over the years into a service that would in my opinion be
all but totally unacceptable to any American not depending on
welfare for medical services.”!”?

The expectations and the level of knowledge of British patients, how-
ever, is only part of the explanation for the system's popularity. More basic is
the fact that most British patients grossly underestimate the taxes they pay to
finance the NHS. Public opinion polls have found that 60 percent of the
British public believes that the entire cost of the NHS is met, not from general
taxes, but from the weekly payroll tax (called the “insurance stamp”).'3° In
fact, in 1972, when the opinion polls were taken, the payroll tax represented
only 8.5 percent of the total cost of the NHS. Moreover, the worker’s nominal
share of the weekly payroll tax is only two-thirds — the remainder being
nominally “paid” by employers. Although most economists believe that the
employers’ share of the payroll tax ultimately comes out of wages that would
have been paid to workers, very few workers believe that.

A loose way of interpreting these results is as follows: most people in
Britain believe that the total tax they pay to finance the NHS is about 1/20th of
what it actually is! Given this perception, no wonder the British public looks
upon the NHS as a good bargain.

Just how this perception affects British attitudes toward what most
Americans would regard as intolerable defects in the health service was viv-
idly illustrated by the experience of Congressman Bob Bauman on a trip to
England in 1975. Traveling with a group of congressmen to examine the NHS
first hand, Bauman met a young woman with substantial facial scars received
in an accident. Although the woman wanted plastic surgery for her face, she
related, “I’ve been waiting eight years for treatment, but they tell me I'm
going to be able to have surgery within a year.” Yet when the Congressman
asked her what she thought of the NHS, her reply was, “Oh, it’s a wonderful
system we have in Britain. You know, our medical care is all free.”!®!

It might seem that an enterprising politician or political party could win
a British election by offering the British public a better deal. Why not tell
voters what the NHS really costs them, then offer to return their tax dollars so
they could purchase private health insurance and health services?

The average British voter would undoubtedly be better off as a result,
but that doesn’t mean that most would approve of the plan. For one thing,
even if voters knew what the NHS really costs, they might not be convinced
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that the private marketplace could offer a better deal. For years, British
politicians have told voters that the NHS is the “envy of the world,” and the
public has been deluged with stories in the socialist press indicating that only

the rich get good medical care in the United States.!5?

For another thing, defenders of the NHS — including trade unions,
thousands of NHS employees and many British doctors — would play on
existing fears and suspicions. Surprising as it may seem, the sagging morale
and continual frustrations of NHS doctors have not produced enormous
numbers of converts to free enterprise medicine. Perhaps many prefer the
“protection” of a government bureaucracy to the rigors of free market compe-
tition. Whatever the reason, most of Britain’s medical profession supports the
idea of socialized medicine.'®® They not only support it but they also resisted
Margaret Thatcher’s proposals to open it to minimal competition.

In almost every country with national health insurance, disinterested,
knowledgeable observers agree on the need for substantial reform. For ex-
ample, Claude Castonguay, considered the father of national health insurance
in Quebec, now recommends the establishment of private health care centers
to compete with public ones and a voucher system to encourage competition
among suppliers.'® Even Sweden is searching for ways to introduce the
disciplines of the competitive marketplace into its public system.

There have been successful attempts to privatize public health care
programs (e.g., in Singapore and Chile), and among less-developed countries
there will probably be more (e.g., in Colombia and Venezuela). But among
developed countries, all serious attempts at fundamental reform have been
blocked by the politics of medicine. Any public sector retreat in health care is
likely to come about as people seek private sector alternatives rather than
through changes at the ballot box.

CONCLUSION

Our survey of national health insurance in countries around the world
provides convincing evidence that government control of health care usually
makes citizens worse off. When health care is made free at the point of
consumption, rationing by waiting is inevitable. Government control of the
health care system makes the rationing problem worse as governments attempt
to limit access to modern medical technology. Under government manage-
ment, both efficiency and quality of patient care steadily deteriorate.
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The lesson from other countries is that America would not be well-
served by an expansion of government bureaucracy or by greater governmental
control over the U.S. health care system. Instead, what is needed is to limit
the role of government and allow the private sector to solve our health care

problems.

NOTE: Nothing written here should be construed as necessarily reflecting
the views of the National Center for Policy Analysis or as an
attempt to aid or hinder the passage of any bill before Congress.
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