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OUTLINE OF REMARKS
American College of Surgeons
Friday, April 15, 1983
Madison Hotel
o

It is a real pleasure for me to be with you this morning
and have an opportuni ty to share with you some of my
concerns about our economy generally , and about the health
care sector specifica lly.

o

The American College of Surgeons has a long history of
.
supporting high quality in the delivery of health
address
to
together
services. It is vital for us to work
many of the issues that will be facing us over the months
and years ahead.

o

Ours is clearly one of the best health systems in the
It is in all of our best interest that it function
world.
on a reasonable and cost effective basis.

o

But before discussing health care, I'd like to spend a
moment or two giving you an overview of where we are
generally with respect to the economy and our fight
against inflation .
The Economy

o

Prognosis . We have to realistic ally assess the state of
the economy and the prospects for the next few years. The
fact is that the groundwor k has been laid for a stable and
It is
lasting recovery, without renewed inflation .
absolutely crucial that we proceed with care at this
point, and not throw away the gains already made.

o

In
No one should doubt that we are making progress.
January the index of leading--eC "onomic indicator s jumped
3.6 percent-- the biggest one-month rise since 1950, and
In addition,
the ninth increase in the last 10 months.
the "concurre nt indicators " of current economic
performan ce rose .6 percent in January, showing we are in
recovery.

o

Inflation was cut to 3.9 percent in 1982, from 12.4
percent in 1980. This is the lowest inflation rate since
1972. And the trend is continuin g: consumer prices
dropped 0.2 percent in February.

o

The prime rate
Interest rates are down and still falling.
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term rates for business loans are off 3 to 4 points from a
year ago.
o

Government spending growth rate is down to 11.2 percent
this year from 17.4 percent in 1980. The 1983 budget
resolution projects the growth rate of government to fall
to 7.5 percent by 1985.

o

Lower taxes with major improvements in tax equity will
help buoy the recovery, both on the consumer side and on
the investment side. The combined effect of the 1981 and
1982 tax bills has been to lower individual taxes over 3
years by $344 billion, as well as improve compliance and
tax fairness. Lower individual rates boost personal
income and restore incentive, while favorable capital cost
recovery rules should spur investment.

o

In January, industrial production was up 0.9 percent;
housing starts were up 36 percent; the stock market is up
300+ points over last August. These are tangible evidence
of recovery.

o

Unemployment . The March drop in unemployment to 10.3
percent is major good news, and the decline has not been
reversed, although there may be a few "blips" upward.
Unemplo.yment , of course, remains the major negative in the
economic picture. High unemployment has to come down and
stay down without inflationary stimulus--th at is what we
have failed to do in the past.

o

Clearly there is a bipartisan consensus for more jobs.
But resuming the inflationary policies of the past will
not create lasting jobs, just an illusion of prosperity
that leaves us worse off the next time we try to get "off
the wagon."

o

That means the most important thing we must do is judge
carefully the . degree of stimulus the economy can and
should take, consistent with a firm anti-inflatio n policy.
The Federal Reserve will play a key role, and has already
shown a willingness to adjust its short-term goals based
on an assessment of the weakness of the economy. We will
not allow the recession to continue, but we will not
~·
reinflate the economy, either.

o

While the main emphasis must remain on the long-term goals
of growth with low inflation, there are steps we can take
in the short term to deal with the plight of the
unemployed. Many things have already been done:
- A new Federal supplemental unemployment compensation
program was passed with the 1982 tax bill, providing
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additional unemployment benefits to about 2 million
workers in 38 States. The House and Senate have
agreed to extend this program through September 30.
The President signed into law the new Job Training
Partnership Act, which emphasizes training for
permanent employment rather than make-work jobs. New
initiatives outlined by the President focus on the
long-term unemployed, youth, and on training or
relocating displaced workers who lost jobs due to
plant closures or force reductions
- The targeted jobs tax credit, which was extended for
2 years by the 1982 tax bill, gives employers a real
incentive to hire the disadvantaged--abo ut 600,000
workers are certified under the program
- The administration's enterprise zone legislation,
reported last fall by the Finance Committee, can
provide us with an experiment in private-sector job
creation in depressed areas, through a combination of
Federal tax incentives and State and local efforts to
target an area for development with regulatory and tax
relief, neighborhood participation, and capital and
other improvements
- The 5¢ per gallon gax tax increase can create over
300,000 jobs by funding much needed repairs and
constr.uction of the Federal highway system.
The Deficit and Interest Rates.
o

All our economic difficulties are, of course, related-high interest rates and slow growth boost the deficit, and
higher deficits create greater uncertainty in the business
community as to our future course; will there be more
inflation, or less credit available for business
expansion?

o

Because of this, it makes sense first of all to chart a
path that is most likely to bring stable growth without
inflation. Higher growth boosts revenues and cuts
unemployment costs, thereby reducing the deficit as well:
already, upward revisions of growth estimates are being
·
made in light of the economic indicators.

o

In the short term, as the President urges, it makes sense
to continue to review every part of the Federal budget in
an effort to bring the deficit down. This means both
defense and entitlements must be under scrutiny to
maximize the efficiency of every dollar spent. A balanced
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the Budget
deficit reduction program is still our goal:
time this
some
resolution
budget
a
produce
will
Committee
week.
The Budget
o

We all know that developing a credible, deficit-re ducing
budget for 1984 and beyond is going to take a lot of hard
work and give and take on all sides, Democrat and
Republica n, liberal and conservat ive. The President has
made his proposal, and the House has adopted a radically
different alternativ e. We are likely to end up with
something in between, but we ought to consider for a
moment who is closer to the mark in terms of the vital
needs of our economy and in terms of natinal prioritie s.

o

House resolutio n. The House-pas sed budget resolutio n,
engineere d by the Democrati c leadershi p, simply is not a
credible plan for meeting our prioritie s and achieving
sustained economic growth. The House recommend s a $30
billion tax increase in FY 1984 alone. That is not only
an unreasona ble increase in the tax burden as we come out
of a recession , it can only mean that House Democrats want
to repeal the third year of the tax cut for the working
Reneging on promises is no way to run the
people.
Even the
governmen t, and that proposal must be rejected.
members of the House Ways and Means committee have
expressed . strong doubts that any more than $8 billion in
revenue can or should be raised in 1984.

o

Defense spending. The President has recommend ed a 10
percent real increase in defense spending, and the House
recommend s a mere 4 percent increase. We. all know that
defense, like every area of the budget, will have to
assume a fair share of the burden of qeficit reduction .
But surely we ought to take more seriously the President 's
concern about our national strength vis-a-vis the Soviet
Union. We can and probably will have to modify the
President 's defense request, and the President will have
to deal with both the Senate and the House leadershi p if
we are to get agreement . We do have to get more out of
each defense dollar spent. But the House-pro posed
increase is not wise, reasonabl e, or in the national
interest.

o

Domestic spending. There is widespread agreement that we
cannot let the burden of deficit reduction continue to
fall on benefits for lower-inco me Americans . But that
does not mean domestic spending is untoucha ble--it can and
must be reduced, something the Democrati c budget fails to
acknowled ge. The House resolution provides $25 billion
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more for nonmi litary spendin g than does the Presid ent's
budget . $6 billion .of that differe nce is iri the health
and certain ly we have reached the point where we
area:
should acknow ledge that Federa l health program costs are
not under contro l, and . that change s to contro l costs are
very much in order. The Americ an people do want to share
the cost of reducin g the defici t in a fair way. But they
do not want nation al securi ty risked , or the tax burden on
individ uals raised to an uncons cionab le degree , just
becaus e some member s of Congre ss do not want to reexam ine
program s that may have outlive d their useful lness or have
Instead , let us work
become grossl y ineffic ient.
ent, to reach a bipart isan
Presid
the
with
and
er,
togeth
on social securi ty.
out
worked
that
like
agreem ent
0

Senate budget resolu tion. As of last evenin g the Budget
Commi ttee ad tent1t1 vely decided to propos e saving s of
$4.9 billion over the next three years in the medica re and
medica id program s. $3.4 billion from medica re and $1.5
billion from medica id. They assume d that some of these
saving s would result from change s in physic ian
reimbu rsemen t.

This brings me to our discus sion of health care.
CURRENT ISSUES
o

Today any broad discus sion about health care quickl y
evolve s into a narrow er discus sion about health care
costs. This is true of not only medica re and medica id,
but of any paymen t source . Needle ss to say, how we pay for
servic es plays an import ant part in these discus sions.

Health Care Costs
o

Health care expend itures amount ed to $1,225 per person in
1981. 42.7 percen t of these dollar s came from public
The governm ent has recogn ized the medica l cost
funds.
problem since the early 1970's , but recogn ition of the
problem has not brough t about agreem ent on the solutio n.

o

Many of you have heard me commen t that this is the year of
In a sense that is true, althoug h clearly
the physic ian.
much of our time so far has been spent on hospit al
reimbu rsemen t.

o

In 1982, through the Tax Equity and Fiscal Respo nsibili ty
Act, we asked that cost saving s be borne by all partie s to
the medica re progra m--hos pitals, doctor s, and
benefi ciaries . Howeve r, becaus e we felt that cost saving s
imposed on physic ians could all too easily transla te into
a burden on benefi ciaries , most physic ians were not
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affected by the changes we made. So in that sense,
physicians repres~nt an opportunity for additional cost
savings for 1984.
Indeed, we are committed to examining
physician reimbursement in detail--seeking out changes
that result in savings without reducing access to care or
unreasonably increasing out-of-pocket expenses for
beneficiaries.
·
Physician Reimbursement
o

Physicians have made a tremendous contribution to the
medicare program.
In examining their reimbursement, it is
not our intention to punish, but rather to seek out
incentives to .encourage assignment and to encourage the
efficient use of services.

o

As the most influential group in the health care industry,
and as those who are among the most highly paid
professionals in the Nation, physicians should assist us
in the very important task of reforming the reimbursement
system and reducing the rate of growth in the medicare
program. ·

o

There are really three major issues at stake with respect
to physician reimbursement:
(1) how we determine what we pay,
(2) how we encourage physicians to take assignment and
(3) how to help beneficiaries to identify physicians that
take assignment.

o

With respect to how we pay, there is some interes ~~ in a
DRG-like payment model for physicians. Obviously this
will take some time to consider and evaluate. The reason
for such a system would be to create for physicians the
same incentives we hope to create for hospitals,
incentives to provide care more efficiently.

o

There is also a desire to begin to recognize more fairly
the services provided to patients which are cognitive and
not simply technical in nature. Many physicians have
complained that we only pay them for tests and exams, and
never for the time spent simply talking with a patient. A
DRG-like payment system sets an amount of payment per
case; it is then t ~ i = physician's decision how best to
utilize those dollars.

o

I don't mean to suggest that DRG's are the only answer, or
that they will suit every situation. But it seems to me
that in many cases, for example, surgery, or long term
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management of a hypertensive patient, some form of
comprehensive payment may make sense.
o

With respect to the assignment issue, there is obviously a
desire to increase the number of physicians willing to
take medicare payment as full payment. We are interested
in hearing what you suggest in the way of incentives.
Clearly simply paying more money is one option, but at a
time when we are trying to reduce the rate of growth in
medicare, it doesn't seem very likely.

o

The overall budget and the pending insolvency of the
medicare trust fund will force us to look to medicare
I'd like to make
again this year for some savings.
changes that not only save money, but also make sense.

o

The important thing to keep in mind during these budget
discussions is the terrible problems faced by medicare if
If you think we faced serious
- no changes take place.
deficit problems .with the social security cash program,
you're in for a big surprise when you look down the road
Using the current optimistic
at medicare's future.
literally go broke sometime
could
medicare
assumptions,
toward the end of the decade, perhaps as early as 1988.

Prospective Payment for Hospitals
o

Hospitals have lacked incentives to control costs because
the current cost-based system allows greater payments for
ever-growing costs. Clearly, some change was needed, and
that change began with the adoption of incentives for the
efficient delivery of hospital services in the form of a
prospective payment system.

o

The change is not complete, however. There are several
issues which still need to be resolved. Capital costs
will be paid on a pass-through basis until 1986. Before
·then some provision must be made to deal with these costs
in the prospective framework. Modifications to the DRG's
to reflect intensity of care and severity of illness must
also be addressed, as must the whole issue of how
physician services might be included in a DRG-type
prospective payment system. We look forward to your help
in addressing these issues.

o

Prospective payment for hospitals is a solution to cost
growth, but it is not by itself a solution to the solvency
problem faced by the medicare trust fund. As I indicated,
physicians will have to be a part of the solution.
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Benefi ciary Cost Sharing
o

The value of increas ed cost sharing is obviou sly going to
be an issue this year. Medica re benefi ciaries , along with
any other patien ts, should be made sensiti ve to the high
cost of care, but this is not much help unless the patien t
can do someth ing about it. Price sensit ivity makes sense
where the benefi ciary's decisio n to seek medica l care is
his or hers to make and it does not cause needle ss delay
in seeking needed care. Cost sharing can be useful and is
approp riate in many instan ces, but we must use cautio n.

o

The idea of cost sharing to deter unnece ssary utiliza tion
and dampen spirall ing health care costs is by no means a
resolve d issue. There are those who strong ly favor it, as
well as those who oppose it, believi ng that it defeat s the
goal of making health care access ible.

o

The Admin istratio n has sugges ted increas ed medica re cost
sharing with a new protec tion agains t catastr ophic costs.
Certain ly this propos al warran ts our review . Catast rophic
health care costs are a tremend ous concern to the elderl y,
and covera ge of these expens es might mean a great deal to
many. Howeve r, the propos al would result in increas ed
costs to a great number of benefi ciaries and reduced costs
to very few.

o

One other option we may consid er in examin ing ways to
alter cost sharing is increas ing the part B premium for
those elderly individ uals with relativ ely high income s.
As you recall , we made change s this year with respec t to
the social securi ty retirem ent program that would provid e
for taxing the benefi ts of wealth ier benefi ciaries . A
change in the part B premium could be seen as consis tent
with this move.

>
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