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Atan Maynard 1is Professor of Economics and Director of
the Centre for Health Economics at the University of York,
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This Lecture was delivered at the Paul Baerwald
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Introduction

The design of a Weifare State in general or a health care system in particular
should reflect public preferences. The discussion of health care policy usually implies
some ideological position and, as a consequence, when discussing the reform of a health

care system it is essential to be explicit and identify clearly the ideological assumptions

inherent in any proposals.

Such an approach does not come easily for politicians because they often have
to contend with powerful lobbies and consequently approach reform like a crab, sideways

and unpredictably! Often political "progress" is determined by the Marxist approach to

life:

"The secret of life Is honesty and fair play. If you can fake that, you've
made it."

Grouche Marx

The purposes of tﬁis lecture are to examine the ch;racteristics of the competing
jdeologies, liberal (market) and labour (collectivist), to explore the disjunction between
the ideal characteristics of each ideology's health care system and how they work in
practice, and to draw some conclusions for the design of health care policy. The
analysis seeks to be objective but it will be clear that the author shares the ideclogical
stance of Richard Titmuss even if the Interpretatfon of this positicn in the 1950s

inevitably internalises arguments more consistent with a liberal socialist appro-ach.




1. What are the Objectives of the Health Care System?

A summary of the characteristics of the market and collectivist ideologies are
summarised in Table 1, which is derived from Donabedian (1971} and Maynard and

Willlams (1985).

The liberél ("right wing" and “Friedmanite" are other terms to describe this
approach) wishes to allocate health care on the basis of the individual's willingness and
ability to pay. For the minority, without the means to pay, there would be State
assistance. The dominant characteristics of the liberal approach are individual
responsibi]ilty and decentralised decision making, Government intervention in the health
care market is seen as a threat to individual freedom as well as the cause of the
abandonment of incﬁvidual responsibility and the attenuation of altruism. For the

liberal, freedom is the primary goal which should guide social and individual behaviour.

The collectivist is primarily concerned with equality of opportunity. If the
opportunities for personal achievement are unequally distributed, the pursuit of equality
is the means by which freedom enjoyed only by thé few is extended to the many. The
collectivist wishes to allocate health care on the basis of need. This requires the_
resource allocator to make a technical judgement which identifies which patients would
benefit most from care in terms of enhancements in the duration and quality of life of
patients i.e. the collectivists' benefit principle requires that scarce treatmeﬁt resources

are targeted at those patients whose care is likely to create the most quality
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Continued

Table 1

B

3

i

A

Freedom is seen as the presence of real

Freedom is mnot

Jznd::w%duals in the society but is the means by which
}nd.w:Lduals achieve grater scope for action (that
is, greater real freedcm).

indivisible but may be sacrified in one respect in

opporuu_)ities of choice; although econamic
constra:nts are less openly coercive than political
constraints, they are nonetheless real, and often
the effective limits on choice.

order to obtain greater freedom in some other.,
Coverrment is not an estermal threat to

Canpulsion attentuates both personal
expressions of social concem. Centralized health
planning and a large govermmental role in health
care financing are seen as an unwarranted
abridgement of the freedom of clients as well as of
health professionals, and private medicine is

thereby viewed as a bulwark against

responsibility and individualistic and voluntary
totalitarianism.

Freedom is to be sought as a supreme good in

itself.

assured, the moral worth of achievement is thereby
Equality is seen as an extension to the

undermined.

pexsonal'adlievarent as the basis for distributing
rewards is that everyone has equal opportunities
for such achievement, then the main emphasis is
on equality of opportunity; where this cannot be
. many of the freedom actually enjoyed by only the few.

Since the only moral justification for using

Equality before the law is the key concept, with
Clear precedence being given to freedom over

equality wherever the two conflict.

adjusted life years {QALYs) at least cost.

The second step in a qeeds based system, is that an explicit social judgement is
made about whether it is worthwhile to treat patients. The Government will decide,
explicitly, how much scciety will pay to purchase an addiﬁonal QALY. Thus this type
of system rationing Will be explicit and somé beneficial treatments, which produce few

QALYs, will not be funded. A nice example of this approach are the rationing proposals

in Oregon (Klein, 1991; Maynard, 1992).

So what should be the objective of the health care system? The liberal,
concerned to maximise the freedom of the individual, will want to organise the health
care system with private markets which provide care and the insurance cover to buy it,

allocating resources (and access to care) primarily on the basis of the individual's

willingness and ability to pay. ) .

The collectivist, concerned with the equalisation of the opportunity to be free
and to prosper, will want to organise the healthi care system with the State dominating
the finance and, possibly the provision of care, allocating resources on the basis of the

patient's ability to benefit from care.

In the heat of the policy debate, the distinction between both ends and the means

of the two ideologies become confused as the competing factions seek to enhance their
1

support by blurring the distinction between their positions. Soclial adherence to the

separate goals changes through time in ways which reflect international patterns of



belief. In Israel Labour Zionism was concerned with the creation of a just society, with
advocates like Nachman Syrkin (1898) being concerned about "justice, rational planning
and social solidarity" (quoted in Doron and Kramer (1991), p 12). As elsewhere in the
world, there is now a debate in Israel about the role of Government and the future of
the Welfare State. Whilst the 'left' still aspires for a more Jjust and equal society, the
ideology informing much public policy throughout the world reflects concerns about

Individual freedom and responsibility, which produce increased inequalities in access to

social support.
2, Policy Rhetoric: the Distinction Between the Ideal and the Actual

Not only is the ideological debate confused, berhaps deliberately, as political

- factions seek support for office, but there is also a similar confusion in the rhetoric of

- the competing ideologies with regard to the working of altemat@ve ways of organising

the finance and provision of health care. The liberals criticise the actual workings of
the collectivist system and advocate their market ideal. _The collectivists criticise the
actual workings of_ the liberal (market) sysfem and advocate their socialist ideas. This
dichotomy between the ideal and the actual in competing health care systems is
summarised i_n Tables 2 and 3 (Maynard and Williams, 1985), distinguishing between

supply, demand, adjustment mechanisms and success eriteria.
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Table 3 The NHS: BActual and Ideal

Ideal

Demand 1. When ill, individuals are freguently imperfect

judges of their ovn welfare.

2. Priorities determined by social judgements about

need.

3. Ermrratic and potentially catastrophic nature of

demaryd made irrelevant by provision of free
services.
4. Since the distribution of income and wealth

unlikely to be equitable in relation to the need
for health care, the NHS must be insulated from

its influence.

Supply 1. Professional ethics and dedication to public

services are the appropriate motivation, focusing

on success in curing or caring.

2. Priorities determined by where the greatest

at the margin. .
3. Pre—determined limit on available resources

adopt least-cost methods of provision.

improvements in caring or curing can be effected

generates a strong incentive for suppliers to

Actual

3. Dectors act as agents, identifying need on behalf of
patients.

2. Priorities determined by the doctor's own professional

- situation, by his assesswent of the patient's condition,
and the expected trouble~-making proclivities of the
patient.

3. Freedon from direct financial contributions at the point
of service, and absence of risk rating, enables patients
to seek treatment for trivial or inappropriate conditions.

4. Attempts to correct inequities in The social and econamic
system by differential compensatory acocess to health |
services leads to recourse to health care in circumstances
where it is unlikely to be a cost-effective solution to the
problem.

1. Personal professional dedication and public spirited
motivation likely to be corroded and degenerate into
cynicism if others, who do not share those feelings, are
seen to be doing very well for themselves through
blatantly self-secking behaviour.

2. Priorities determined by what gives the greatest
professional satisfaction.

3. Since oost-effectiveness is not accepted as a proper
medical responsibility, such pressures merely generate
tension between the 'professionals' and the 'managers'.
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In the absence of accurate data on cost-effectiveness

Sipce the easiest aspect of health status to measure is life
expectancy, ihe discussion is dominated by mortality data
producers judge the system by the extent to which it

and mortality risks to the detximent of treatwments

concernad with non-life threatening situations.
enables them 10 carry out the treatments which they find

beneficiaries are dispersed and can only be identified
- the most exciting and satisfying.

as 'statistics'.

Because it does not need elaborate cost data for billing
purposes, it does not routinely generate much useful

Very little is known about the relative cost-effectiveness
of different treatments, and even where it is, doctors are
wary of acting on such information until a general
professional. consensus energes.,

information on costs.
incentive to act on such information as they have, and

sanetimes even quite perverse incentives (i.e. cutting

costs may make life more difficult, or less rewarding

for them).
livelihood of some cuncentrated specialised group and

Clinicians Jnow little about costs, and have no direct
The phasing cut of facilities which have become
redundant is difficult because it often threatens the
has identifiable people dependent on it, whereas the

1.
2.
3.
4,

10

Ideal

large in relation to the resources allocated to it.
Producers judge the system by its ability to enable 2.

to provide the treaiments they believe to be cost-

effective.

it improves the health status of the population at

Oenual review of activities generates efficiency
audit of service provision and management pressures
Well-informed clinicians are able to prescribe the
most cost-effective form of treatment for each
Electorate judges the system by the extent to which 1.

patient.

If the_re 1s resultmg pressure on sane facilities
or specialities, resources will be directed towards

extending them.

slack will be slimmed down to release rescurces

for other uses.

Facilities or specialities on which pressure is

1.
2.
3.
4.
2.

Table 3 contimed...
Mechanisms  keep the system cost-effective.

Success 1.

ment

The latter are of particular interest. The ideal outcome in a private market is
that the consumer gets what she wants at a._l:ime and place she demands and in a way
that satisfies her.expectations and medical needs. The producer will judge the market's
success in terms of how good a living he makes out of it in both the ideal and actual
systems. However the consumer will judge the system In relation to its capacity to

prodﬁce the care shé wants without affecting her risk rating or making her medically

indigent.

In the ideal cutcome in the NHS system of the collectivist, the consumer judges
the success of the system by ité efficiency in increasing the health status (QALYs) of‘
the population by the maximum amount from the limited availabl_e budget. Ideally
providers sHould define the system's success in relation’to their capacity to provide

cost-effective treatments for the population which is funding their work from the taxes

they pay. | >

However, the actual NHS fails to meet this ideal. The mortality data are poor
and most health care systems have few morbidity data.» As a consequence, decision
makers, clinical and managerial, focus on life saving interventions (e.g. transplants)
rather thaﬁ thése which improve the quality of life (e.g. the identification and treatment
of depréssion)‘. Producers have little idea whether their treatments are cost-effective,
and as a consequence of this ignorance and poorly designed incentive (remuneration)

systems, tend to provide these therapies which are eiiciting and satisfying to them.

In Britain there is a policy debate about the NHS every four or five years. This
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is characterised by the market advocates using their ideal stereotypes and decrying the
ways in which the actual (NHS) system works. The response of the collectivist to this
assault is to criticise the ways in which the actual market works and to advocate the
NHS ideal. Such debates waste scarce resources but are grist for the political mill in

Britain and all other democratic states (McLachlan and Maynard, 1982).
3. The Implications for Policy Making

3.1 Market "failure"

Whither the Hberal or collectivist ideology is adopted, the health care market
place exhibits ubiquitous characteristics of "market failure™ which eircumseribe policy

making everywhere and require resolution.

All health care markets are characterised by large variations in the nature (type
of procedure) and volume of therapies. For instance some surgeons treat breast cancer
with mastectomy whilst others do lumpectomy. This difference persists despite evidence
that survival rates are similar and the qual_ity of survival after lumpectomy (which Is
much less dis-figuring) is superior. There are large geographic.al variations in surgical
rates for hernias, haemorrhoids, gall bladder removal, prostectomy and hysterectomy
even after adjusting for age and other factors (see e.g. McPherson in Anderson and
Mooney, 1990). Similar variations exist in the USA where Wennberg has, for instance,
shown major variations in surgical raltes in the adjacent geographical areas of New

Haven and Boston (Wennberg, 1989). In all these studies the practitioners argue that

12

their treatments are "appropriate", thus demonstrating the imprecision of the art of

medicine.

This imprecision is a reflection of the fact that most therapies in useltoday are
unproven In terms of outcome (health benefits to the patient) (Cochrane, 1972; and
Black, 1988). Most medical practice is experimental with uncertain outcomes, even

though Medical Schools train practitioners to act as if outcomes were certain and

- established.

The pro‘plems of ignorance of outcomes and variation in practice is cbmpoundec_l
by monopoly power both within the medical profession and within other provider sectors,
for instance the hospitals and the pharmaceutical Industry. Often these monopolies are
created and sustained by the State,l Which is usually reluctant to monitor the behaviour

of the monopolies it creates until their malfunctioning is acute. -

The Scottish eighteenth century classical economist, Adam Smith, argued that

L

"People of the same trade seldom meet together, even for merriment and
diversion, but the conversation ends in a conspiracy against the public, or
some contrivance to raise prices ....."

and that the only solution to such problems was competition

".. The pretence that corporations are necessary for the better
government of the trade, is without foundation. The real and effectual
discipline which is exercised over a workman, is not that of his
corporation, but that of his customers. It is the fear of losing their
employment which restrains his frauds and corrects his negligence. An .
exclusive corporation necessarily weakens the force of thig discipline.”

Adam Smith (1776, 1976, vol 1, p 145-46)
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The monopoly power of the profession is augmented by the asymmetry of

knowledge in the health care market. Typically the patient delegates decision making

to her 'agent' the doctor because he is regarded as an 'expert' in terms of diagnosis,

treatment and prognosis. The doctor, who, as gatekeeper, controls access to the supply
of health care, thus becomes the demander. The doctor may exploit this agency
relationship and induce demand for his own services. The control of this supplier
induced demand is a major problem if professionals pursue monetary rather than patient-

therapeutic goals.

This pursuit of monetary rewards by doctors is facilitated by the moral hazard
created by public and private insurance for health care. Eligibility for care resources
the price barrier to consumption and, as a consequence, neither the patient ndr her
agent, the doctf;r, has an incentive to economise. The financial consequences are met
by third parties to the heaith care doctor-patient interactions. Such "third party" pay
problems have contributed to rapid cost inflation, for Instance in the USA where this

year 14 per cent of GNP will be spent on health care.
3.2 Competition: is it a solution to market failure?

Despite articulate advocac__v of competition in heaith care markets, it has failed
to either control costs or improve the efficiency of resource allocation in a measurable

way (see e.g. Enthoven, 1991; and Miller and Luft, 1991). Why is this so?

In the United States, competition has failed for a variety of reasons. Employers

14

generated "cost unconscious demand" because they failed to demand insurance plans
which created price competition. They tended to ask insurers and health maintenance
crganisations to tender for contracts and set the premium tariff {(at which employees
could select their cover) at the average of these bids. This meant that higher than
average cost insurers got no business. However, it also meant that lower than average
cost insurers raised ﬂneir premiums {because they had no incentive to economise), and,
by so doing, raised the average cover 'of éover, creating cost inflation in the next

contracting round,

Another factor which undermined competition in the US health care market was
the tax code which subsidies the purchase of insurance. Thus, if contributors
economised, for every $1. they saved only 60 cents net, because they lost 40 cents
Federal subsidy. - This subsidy, together with Federal expenditure on Medicare, Medicald
and the Veterans, results in over 50 cents in the health care dollar beih’g funded by

Government and is a major element in the Federal Government's deficit.

The absence of standardised comparative informatio'n which would facilitate the
choices of insurers, employers and employees choices has also undermined competition.
Insurers cannot assess technologies in a way which can be sustained with the media, the
courts and the public;. Furthermore, collaborative action by insurers is illegal because

it breaches anti-trust law.

The enhanced regulation of the US health care market, paradoxically the

characteristic of the attempt to create competition in this market place, has undermined

15



the professional codes of the medical profession. Whilst Adam Smith admitted the need
to destroy price fixing with competition, he also admitted the need to maintain

professional standards (see Maynard, 1991).

"The wages of labour vary according to the great or small trust which
must be reposed in the workman .... We trust our health to the physician;
our fortune and sometimes our life and reputation to the lawyer and the
attorney. Such confidence could not be safely reposed in people of a very
mean or low condition. Their reward must be such, therefore, as may give
them that rank in the society which so Important a trust requires. The
long time and the great expense which must be laid out in their education,
when combined with this curcumstance, necessarily enhance further the
price of their labour.”

Adam Smith (1776)

Often the codes of professional conduct appear to reg‘uléte the medical profession
quite efficiently. Competition can undermine these codes and produce, via self interest,
over utilisation and cost inflation. Relman (1992), the former editor of the New England
Journal of Medicine, has argued that doctors who are investor owners of health care
facilities may be induced to behave unethically and augment cost inflation. Attempts
to curb such excesses with professional rules have not been successful in the competitive
environment of the US health care market (Fuchs, 1987; American Medical Association,

1992),

Thus competition is difficult to create and sustain. Yet its advocates continue
to set out how it can be implemented (Enthoven and Kronick, 1989). The purpose of
these reforms is to create managed competition i.e. competition both amongst insurers

{on the demand side) and providers (on the supply side).

16

In' the UK the health care reforms are to create regulated competition Le.

‘competition amongst providers (on the supply side) but no competition amongst financial

agencies. Prime Minister Thatcher argued against the liberal ideal of access to care

being determined by willingness and ability to pay:

"The principie that adequate health care should be provided for all,
regardless of ability to pay, must be a foundation of any arrangements for
financing health care”

Margaret Thatcher, 1982

Subsequent reforms of the NHS have required politicians to confront the harsh
issues associated with the "winners and Josers" created by competition. Politicians find
resource improvements and great efficiency, "winners", attractive. However, they find
rationalisation and the clos_ure of facilities In marginal constituendies, losers, more
difficult to countenance. Few politicians are as "brave" asg Roy Kroe, founder of

McDonalds, who when asked what he would do if he saw a rival drowning, was alleged

to have answered "put a hose in his mouth™

However, whether competition can be created and sustained in the USA or in a
collectivist system such as the UK-NHS is an empirical question for which there is as
yet no support. The reforms needed to make the market "work" are very similar to those
required to make the collectivist system of health care succeed. Perhaps until these
reforms are implemented successfuily, the issue of ideclegical conflict may be noted but

held back for future political debate?
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Conclusion

The health care debate, like that about the Welfare State, is heated and, all too
often, rhetoric diverts attention from the need to reform the provision of health care
so that it reflects mére efficiently the preferences of patients and their agents, be they
public or private insurance purchasers. Such an objective will not be met by
conservative providers who all too often design and operate health care systems to keep
them "in the style to which they are accustomed". The need to challenge existing
medical methods and compare performance with "best practices” supported by the results
of good research is acute: what is needed is informed, continuous revolution! If this
dynamic, questioning ocutcome is not achieved, we can be certain that waves of
ideological rhetoric will continue to misinform both the policy debate and reform. This
will produce outcomes of little fundamental improvement in the health care system,
ensuring that public preferences for good quality health care at a low cost are not

operationalised. Such a result all too familiar to managers and reformers in the past:

"We trained very hard, but it seemed that every time we were beginning
to form up into teams, we would be reorganised. I was to learn later in
life that we tend to meet any new situation by reorganising, and a
wonderful method it can be for creating the illusion of progress, while
producing confusion, inefficiency and demoralisation.”

Caius Petronius (AD 66)
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