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Global Budgets: A Key 
To Clinton's Reform Strategy? 

BY J A N E H. W H I T E 

B 
ringing health costs in line with infla
tion would do more for the private 
sector in this country than any tax cut 
we could give, than any spending pro

gram we could promote," urged President Bill 
Clinton in his February 17 address to Congress 
and the nation. At several points in the speech, he 
returned to healthcare and the need to get a han
dle on out-of-control costs—even throwing out 
healthcare spending statistics with off-the-cuff 
case. Yet curbing these costs will be anything but 
easy. 

Next month, Clinton plans to unveil his pro
posal to reform healthcare, with the twin goals of 
providing universal coverage and cutting costs. It 
is the spending goal, however, that has become a 
linchpin in his overall strategy to reduce the 
deficit, thus raising the political stakes of success. 

A COMBINED STRATEGY 
Early indications show that President Clinton 
favors managed competition with the added reg
ulatory mechanism of a global budget to hold 
healthcare costs in check. Indeed, two key White 
House staff members working on Cl in ton 's 
healthcare reform plan are pushing this strategy 
of managed competition constrained from above. 
As these analysts—sociologist Paul Starr (on leave 
from Pr ince ton Univers i ty) and Walter A. 
Zelman (from Cal i fornia ' s D e p a r t m e n t of 
Insurance)—explain, "A combined strategy of 
managed competition and global cost controls is 
the best way . . . to achieve what other Western 
countries have long had—an economically sus
tainable system of universal health insurance."1 

Managed competition is a strategy for restruc
turing the healthcare marketplace for more effi
cient competition among health plans, coupled 
with regulator}' safeguards for consumer protec
tion, equity, and universal coverage, as well as 
incentives to control costs with managed care and 
changes in the insurance market (see last month's 
column, "Cut t ing through the Confusion of 
Managed Competition," pp. 10-12). New insti-
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tutions called health insurance purchasing coop
eratives (HIPCs) would hold the key to market
place reform by m o n i t o r i n g and managing 
approved healthcare plans, from which con
sumers could choose their healthcare coverage. 

Global budgets-the "regulator)'" half of Starr 
and Zelman's plan—serve as an overall cap or 
limit on healthcare services. "In some contexts, 
global budgeting has come to mean setting a 
limit on spending by sector—that is, specific allo
cations for doctors, hospitals, and so on," explain 
Starr and Zelman. : Yet they fear this definition 
will lead to freezing in place the current system's 
inappropriate cost biases. Their goal instead is to 
"use the capitated health plans at the local level to 
carry out nationally set targets for health care 
spending"—a sort of "market-determined" global 
budget . Indeed, managed competi t ion guru 
Alain Knthoven, who heretofore has eschewed 
global budgets as incompatible with his definition 
of "managed competition," has endorsed what 
he called "a Paul Starr global budget," in com
ments this past January at a meeting held by the 
Alpha Center in Washington, DC. 

How OTHER NATIONS CONTROL COSTS 
Canada and most European countr ies have 
demonstrated that budget limits can control ris
ing healthcare costs. These countries have kept 
costs 30 percent to 50 percent lower than U.S. 
healthcare spending rates. Indeed, "even the con
servative, market-prone Kohl government of 
Germany introduced a new health reform law 
that provides for strict, global, top-down budget
ing of all sectors of the health system, effective 
January 1, 1993," noted Princeton economist 
Uwc Reinhardt at a January meeting of the 
Institute of Medicine (IOM).3 

Two widely respected scholars and collabora
tors—economist Henry J. Aaron of the Brookings 
Institution and William B. Schwartz, professor of 
medicine at the Univers i ty of Sou the rn 
California, Los Angeles—reinforce the view that 
the United States could learn from other coun-
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tries' experience with global budgeting. They 
wrote last month: 

Neither a global budget nor managed com
petition alone is capable of stemming the 
meteoric rise in national health expendi
tures. In fact, it may be argued that the two 
strategies require one another in comple
mentary, mutually reinforcing fashion. 
Global budgets differ from managed com
petition, however, in that [they] actually 
exist in various forms in several other coun
tries where they actually have worked to 
suppress growth of health care spending. 
Managed competition exists nowhere.4 

So how do other countries do it? Canada and 
European countries have managed their health
care costs without the day-by-day oversight and 
micromanagement practices that U.S. insurance 
companies and public-sector payers have adopted 
to determine when they will pay for care. The 
Canadian-European strategy to control overall 
healthcare spending, according to Reinhardt, is 
to "(a) constrain the physical capacity of the sys
tem, (b) control prices, and, for good measure, 
(c) impose something as close as possible to glob
al monetary budgets on the entire system. Within 
these constraints, however, they allow doctors 
and their patients considerable clinical freedom."5 

Past U.S. efforts at budgeting have had some
what checkered histories. They have tended to 
focus only on parts of the system—a single payer 
such as Medicare or one segment of the health
care market such as hospitals or physicians. This 
piecemeal approach may show some healthcare 
savings for one portion of the market because 
costs have been shifted to another part. 

Indeed, when one sees that overall U.S. health
care spending topped 13 percent of the gross 
national product (GNP) in 1991 (S751 billion) 
and at current rates will reach 20 percent of GNP 
by the end of the decade, cost shifting clearly is 
not the answer.'" For budgeting to work here as it 
has abroad, a more comprehensive approach is 
needed, requiring new roles for public and private 
sectors. 

DEFINING GLOBAL BUDGETS 
It we transplant global budgeting to the U.S. 
healthcare system, some key questions emerge. 
Stuart H. Altman of Brandeis University, who 
served on Clinton's healthcare policy transition 
team, and his colleague Alan B. Cohen, a research 
professor at Brandeis, recently set out their vision 
of a global budget, American style/ 
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Services What services are included under a glob
al budget? Altman and Cohen would include tra
ditionally insured core healthcare benefits and 
related supplemental benefits. Less clear-cut is 
coverage for areas not widely covered under cur
rent plans: long-term care, mental healthcare, and 
substance abuse services. Altman and Cohen sug
gest that nonpcrsonal healthcare spending areas 
such as medical education and capital expendi
tures be given budget limits separate from those 
for the services provided under a core benefit 
package. Public health spending would most like
ly be excluded from the budget limit. 
Spending Limit Definition How is the spending limit 
defined? To track healthcare spending and set 
budget limits, Altman and Cohen note, most 
analysts prefer using income-output measures 
such as gross domestic product (GDP), "since it 
reflects national income and is relatively easy to 
estimate." They go on to define a national limit 
in terms of "adjusted annual per capita growth in 
GDP." 

Spending Limit Allocation What is the best method 
for allocating the spending limit across areas, 
populations, and providers? Altman and Cohen 
believe a "top-down" approach to capping insur
ance premiums (for fee-for-senice providers) and 
capitated rates (for managed care plans) is neces
sary for effective cost control. They question, 
however, whether government programs for spe
cial populations such as Medicare and Medicaid 
should be included in the spending limit. 
Management Who would govern the spending 
limit? Most analysts suggest a federal board, per
haps similar to the Federal Reserve Board, or a 
commiss ion should mon i to r spending and 
enforce the global budget. Altman and Cohen 
also push for flexibility at the state level for bud
get implementation. 

Monitoring How is spending monitored? Current 
data systems in the United States are inadequate 
for effectively monitoring a global spending limit. 
Although federal spending data are good, state-
and regional-level estimates are of inconsistent 
quality, depth, and comparability. Good private-
sector healthcare spending data are also needed. 
Developing adequate information for consumers 
on outcomes, quality, and practice patterns also 
requires much work. 

Enforcement How is the spending limit enforced? 
Given the major data problems, effective enforce
ment of a global budget will be limited in the 
short run, predict Altman and Cohen. They sug
gest that, during a phase-in period, global bud
gets be treated as "targets" rather than "fixed 
limits." "Ultimately, once reform structures are 
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in place and data systems fully implemented, 
enforcement mechanisms may be employed that 
target the state, individual HIPCs, or both.1 ' 
Such mechanisms could include liability for 
excess spending, federally imposed penalties and 
incentives, price controls, and suspension and 
revocation ofHIPC licensure. 

BUILDING ON A MANAGED COMPETITION FRAMEWORK 
As Clinton offers the country his prescription for 
healthcare reform this spring, he must be assured 
it will indeed save money. Parts of managed com
petition have been tested in state programs in 
California and Minnesota, at Stanford University, 
and to some extent in the Federal Employees 
Health Benefit Program. Yet the concept has not 
been tried in its entirety. Its effect on healthcare 
spending thus remains somewhat theoretical. 
Global budgets offer a proven track record of 
cost control in other countries, albeit a regulator)' 
one. Thus, as Reinhardt presents the conundrum, 
"Should [Clinton] set aside global budgeting for 
now, gambling his first-term health policy on the 
faith that managed competition will perform as 
advertised, or should he be cautious and couple a 
move toward managed competition with a global 
budget?"8 

Reinhardt argues that managed competition 
actually provides the president "the perfect plat
form" on which to build top-down budgeting. 
He can thus move ahead with managed competi
tion now, get the restructured incentives and 
HIPCs in place, build the necessary data systems 
and infrastructure, and then impose spending 
limits to ensure healthcare cost savings. Other 
analysts, including White House insiders such as 
Starr, agree with Reinhardt that grafting global 
budgets onto a managed competition system that 
emphasizes managed care should be much easier 
and more effective than simply employing such 
spending limits within the current fee-for-service 
system. 

At the IOM meeting, however, Reinhardt 
urged the health policy communi ty to take 
reform in stages. "It would be unwise to go to 
global budgets right away; we should wait until 
the HIPCs are there and then you can budget to 
your heart's content," he said. He also noted that 
it is "unfair to this president to hold him to victo
ries in cost containment in health care in the next 
two to three years" given the size of the system 
and the time it will take to see real change. 
Nevertheless, curbing healthcare costs is a critical 
part of Clinton's political strategy. 

Assuming Clinton can get his plan enacted this 
year—a big assumption—implementation will take 
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at least two years. In addition, many pans of the 
United States do not have the managed care enti
ties or infrastructure to rapidly adopt the major 
tenets of managed competition. In several years' 
time, healthcare costs will have pushed up to 
roughly 16 percent of GNP, and the 1996 elec
tion will be around the corner with little visible 
success on the healthcare spending front. 

As one way out of this political di lemma, 
Aaron and Schwartz suggest Clinton can show 
some quick savings by putting an early global 
budget on one sector of the healthcare system-
hospitals, "the largest single component of total 
acute care spending."9 They explain their strategy 
this way: 

While the administrative obstacles to such 
cont ro ls are formidable, the necessary 
framework for achieving significant reduc
tions in costs is in place in a few states and 
could be extended nationally in less than 
one year. . . . It would be essential to pro
hibit hospitals from sloughing oil" various 
services in order to comply with spending 
limits or to penalize these providers if they 
do so. 

Aaron and Schwartz see this proposal as a 
short-term stopgap: Full-scale reform would 
supersede such a hospital-only global budget. 
"Short-term" in Washington policy terms, how
ever, takes on new meaning when one considers 
that Medicare and Medicaid were enacted in 
1965 as a short-term, first step on the way to 
national healthcare reform. 

HOSPITALS' CONCERNS 
Meanwhile, some hospital representatives remain 
skeptical about global budgeting. The American 
Hospital Association's (AHA's) James Bentley, 
senior vice president for policy, set out his con
cerns at the IOM meeting. He spoke of the need 
for a more open discussion of spending limits as 
viewed by the Clinton administration and argued 
that "the nation currently lacks the integration of 
providers, data systems, and infrastructure of 
delivery organizations to implement global bud
gets ." He cautioned that "there is no shared 
financial interest across providers," which he said 
was necessary if global budgets are to work. In 
addition, Bentley argued that the imposition of 
spending caps could "undermine the community 
interest" and mission of many hospitals. 

The AHA (as well as the Catholic Health 
Association) plan puts reform of the deliver} sys-
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Continued from page 12 

tern at the core of healthcare reform. 
Bentley argued that " the current 
emphasis on global budgeting and 
cost control will undermine the possi
bility' of delivery reform. If the debate 
disintegrates into a political debate-
about cost con t ro l , it will divide 
groups against each other." 

At the same IOM meeting, howev
er, Reinhardt argued that healthcare 
providers should seek to "exploit the 
inevitable." He urged providers to 
"prepare themselves to demonstrate 
convincingly the benefit-cost ratios 
implied by their various offerings, . . . 
to anticipate the errors that naturally 
occur in any budget-driven system, 
and to cooperate with the private 
and publ ic -sec tor budge tee r s in 
attempts to avoid such errors." 

Whether hospitals will spend their 
time and effort fighting global bud
gets and po in t ing to its flaws or 
preparing to cooperate with bud
geteers and helping to s t ruc ture 
spending limits to their advantage, it 
is essential that the provider commu
nity learn all it can about such budget
ing. Political necessity demands it. D 
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place for managers to emphasize 
the organization's contribution to the 

community is in a discussion and analysis. 

Related Issues" (1992), clarifies issues 
in light of the new audit guide. These 
documents are helpful in establishing 
procedures within an institution to 
define and measure the charity care 
rendered. 

The measurement of charity care and 
community services is facilitated by use 
of the Social Accountability Budget 
| Social Accountability Budget: A 
Process for Planning and Reporting 
Community Service in a Time of 
Fiscal Constraint, CHA, St. Louis, 
1989). This tool helps managers and 
others within the institution determine 
which services it renders for the good 
of the community and the fulfillment 
of the facility's mission in contrast to 
those rendered for marketing or other 
reasons. 

Once a facility knows what to classify 
as charity care or community service, it 
must measure these services. A health
care organization must follow prede
termined procedures and maintain 
good records. Financial s ta tement 
information must be reported to all 
members of the community, all who 
interact with the institution, lenders 
and other providers of financial ser
vices, and governing boards. The infor
mation quantifying the costs of these 
social goods should be prominent in 
financial statements. Even though dis
closure of the costs of providing com
munity services is not required, report
ing this information will greatly expand 
readers' knowledge of the facility and 
its mission. 

Presentation in Financial Statements Dis
closure in financial statements is critical 
to the institution's explanation of how 
it fulfilled the charity care and commu
nity service portion of its mission. After 
reviewing the alternative methods of 
providing the disclosure, healthcare 
managers might find it prudent to dis
close as much information as possible 
on the face of the income statement. 

Rather than merely writing, "See foot
notes for in fo rmat ion , " managers 
could draw attention to the disclosure 
by writing, "See footnote number X, 
which details the patient charity care 
service provided in the amount of $X 
and community service in the amount 
of $X." This disclosure can be placed 
near the total revenue line on the face 
of the income statement. 

A table might present foo tno te 
information more clearly than a narra
tive. Tables are easier to read and will 
catch the reader's eye. The disclosures 
can be expanded in the footnote to 
describe the charity care and communi
ty services as a percentage of patient 
revenue or net income. 

A final place for managers to empha
size the organization's contribution to 
the good of the community is in a dis
cussion and analysis. This may be 
incorporated into the audit report and 
included in part in the facility's annual 
report. 

Such a discussion is a common fea
ture of the financial reporting of corpo
rations to stockholders and should be 
used more often by not-for-profi t 
organizations. By explaining in a clear, 
narrative fashion the significant events 
that occurred during the year and their 
impact on the inst i tut ion 's perfor
mance, managers can answer all ques
tions that may arise. Surely the facility's 
co n t r i b u t i o n to the communi ty 
through its provision of charity care 
can be well explained in this manner. 

ACT NOW 
Now is a good time for managers to 
review the new financial reporting for
mats. They have an opportuni ty to 
make the institution's mission, its con
tributions to the community, and the 
true financial implications of these con
t r ibu t ions clearer and more easily 
understood by all users of financial 
statements. D 
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