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 With a social economic approach, this collection investigates the role for such principles as equity, fairness, justice, dignity, and community in health care economics and health care systems. The authors challenge the traditional efficiency and market-based approaches of standard economics regarding how resources should be delivered and distributed in health care. They demonstrate the importance and complexity of ethical questions and social values and show how we may begin to incorporate a range of normative principles in thinking about health care decision making. Critically examined topics include: • Contemporary health economics and alternatives to its market-based view of health care. • Changes in the health care systems of the UK and Canada, where health care based on principles of social insurance has been challenged in recent years by the introduction of market concepts. • The US Medicare system. • The issues of aging populations and increased longevity and the impact of technological change in health care in connection with genetic testing are explored from the perspective of our social values regarding personal dignity and individual rights. This important contribution will be of interest to all students and researchers in health economics. It will particularly appeal to those concerned with the institutional foundations of health care systems and professionals involved in public policy deliberations regarding health care systems. John B.Davis is Professor of Economics at Marquette University. He is the editor of the Review of Social Economy and past President of the History of Economics Society.
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 INTRODUCTION John B.Davis
 
 A Social Economics of Health Care begins with recognition of the central role that a diverse array of social values play in determining the delivery and distribution of health care resources in contempory economies. Current health care economics, in contrast, generally restricts its attention to the values of efficiency and individual preference satisfaction, and moreover assumes that the market and an exchange-based organization of health care will resolve complex social issues regarding who shall have what health care. Since Amartya Sen’s critique of the dominant approach in economics as ‘welfarist,’ however, economists have begun to question the narrowness of their normative framework. These doubts are particularly unsettling for health economics, since the subject of health concerns individuals’ well-being in an especially personal and fundamental manner. Thus, unlike many other subjects economists investigate, the subject of delivery and distribution of health care immediately raises questions regarding equity, fairness, need, rights, trust, caring, and dignity alongside economists’ usual concerns with welfare and good consequences. To complicate matters further, these additional social values concerns are not easily explained within the framework of the market as an impersonal exchange between atomistic individuals. Indeed, relationships between health care providers and patients can be highly personalized, and the institutions that modern societies have created to provide health care often depend upon people sharing a very real sense of community with one another. Thus emphasis on social values in a Social Economics of Health Care implies fundamental changes in the way health economics is pursued. The eleven chapters in this volume make valuable contributions to this alternative orientation. In different ways, they each exhibit the complexities involved in providing economic understanding of subjects that contain significant social and ethical components. The volume as a whole is divided into four parts. The chapers in the first part, ‘Alternatives to the market view of health care and health economics,’ examine contemporary health economics and its market-based view of health care. The chapters in the 1
 
 JOHN B.DAVIS
 
 second part, ‘Resistance to market-based reform of health care systems,’ examine the health care systems of the United Kingdom and Canada, where in recent years delivery and distribution of health care based on principles of social insurance have been challenged by the introduction of market concepts. The chapters in the third part, ‘Issues surrounding health care and aging,’ address one of the most important social structural changes in developed economies: aging populations and increased longevity. Finally, the single chapter making up the last part of the volume examines social issues associated with one of the most important technological changes in the domain of health care. Alternatives to the market view of health care and health economics Thomas Rice, in ‘Should consumer choice be encouraged in health care?’ argues that three central ideas permeate most applications of economic theory to the health care field: the focus on the individual, the emphasis on efficiency over equity, and the superiority of relying on consumer choice to allocate goods and services in health care. This chapter examines the standard case for the last of these ideas, then turns to a number of instances in which consumer choice may be disadvantageous both to individual consumers and to society at large, applies all this to health care, and finally uses this analysis to consider implications for health care policymaking across countries according to differences in the degree of choice given to consumers. Although a number of countries have experimented with ‘internal markets’ in health care, none have gone as far as the United States in relying upon markets and consumer choice for the delivery and distribution of health care. Limitations on consumer choice, however, may enhance not only equity but efficiency as well, and Rice recommends that health care economists give more attention to different conceptions of choice. Gavin Mooney, in ‘Communitarianism in health economics,’ takes as his starting point Rice’s critique of the market in health care, and calls for rethinking the role of the market and the value base it represents to produce a new paradigm for health care economics alternative to the neoclassical one. He notes that there are a number of ways in which this work has already been begun, including applying Sen’s ideas on functionings and capabilities, A.J.Culyer’s work on extra-welfarism, and the idea of health care systems possessing constitutional frameworks. This paper adds to these points of entry the idea of there being defensible communitarian claims regarding allocating society’s scarce health care resources, where these claims imply duties which communities owe to their members—duties, moreover, which are good in themselves. Mooney combines these ideas with Elizabeth Anderson’s expressive theory of action, elements from constitutional economics, and reflections upon individualism and community. Addressing 2
 
 INTRODUCTION
 
 Rice’s concerns about the nature of individual preference, Mooney emphasizes therole a constitutional paradigm plays in establishing community and individual preferences. Paul Anand, in ‘Social choice as the synthesis of incommensurable claims: the case of health care rationing,’ looks at health care rationing within an expanded social choice framework with the intention of providing a practical application of Amartya Sen’s critique of welfare economics. Sen’s rights-based critique is argued to be relevant to the main social choice problem in health care rationing, but that may also be usefully developed by being viewed in terms of the integration of competing claim types in contrast to the standard approach in the social choice literature of aggregating conflicting preferences. In health, these claim types are consequences, agent relativities (rights and duties), social contracts, and process norms. Distinguishing between the QALY as a measure and as a decision rule, Anand suggests that the former can be used to indicate when some of these claims have not been met. The chapter develops a non-linear programming model to show that non-consequential claims can be incorporated in the setting of health care priorities, and provides survey evidence that UK voters have preferences consistent with the social choice as integration model proposed. Joshua Cohen and Peter Ubel, in ‘Accounting for fairness and efficiency in health economics,’ begin by noting that as economics has become increasingly quantitative so has health economics. But this development appears harmful for health economics, since it makes it more difficult for health economists to focus attention on less quantifiable ethical values such as fairness, and easier to give great weight to more quantifiable ethical values such as efficiency. One implication of this is that the economics tradeoff between fairness and efficiency may be misunderstood. Cohen and Ubel consequently recommend that health economics distinguishes rights and dollar domains in society, and argue that policymakers face two types of tradeoffs: within the dollar domain and between the dollar and rights domains. They then use their revised view of the fairness—efficiency tradeoff to evaluate a case of explicit health care rationing in the 1991 Oregon health care initiative. They find that the Oregon initiative sets both rights and dollars targets, and does not require that fairness and efficiency simply be traded off against one another. Resistance to market-based reform of health care systems Robert McMaster, in ‘The National Health Service, the “internal market” and trust,’ focuses on trust as a socially embedded quality that manifests itself in expectations of others’ behavior, their competences, and their motivations. Trust is influenced by shared values and loyalty, and organizations, institutions, and societies demonstrate considerable variation 3
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 in entrustment patterns. This chapter examines the importance of trust and the impact of institutional change on trust in connection with changes inthe UK National Health Service (NHS): the 1990 ‘internal market’ reform and 1997 reform amending previous legislation. It argues that the 1997 reform was not a return to status quo ante, and that key aspects of the 1990 legislation were retained. These organizational changes superimposed market-oriented reforms on previously existing routines, and may have corroded some forms of trust within the NHS. The 1990 reforms may thus have introduced rather than resolved agency problems, thereby leading to continued institutional rigidities in service provision. McMaster sees little evidence of any awareness of the need to address trust corrosion in the NHS. Michael Keaney, in ‘Proletarianizing the professionals: the populist assault on discretionary autonomy,’ focuses on that part of the reform process in the NHS that has sought to implement a new regime of ‘clinical governance.’ Ostensibly meant to assure best practice and regulate the decision making behavior of health professionals in response to fiscal pressures, it involves the circumscription of clinical judgment by rules based on statistical inference and the elevation of ‘business values’ of efficiency and effectiveness. The climate of opinion in which clinical governance has been instituted is one of increasing public distrust of medical professionals. However, the promotion of an alternative consumerist model of health care does not enhance patient participation in health care decision making any more than did the traditionally authoritarian status enjoyed by consultant doctors. Using John Dewey’s emphasis on a symbiosis of means and ends, Keaney argues that what is needed is a partnership model promoting transparency and trust via patients’ active participation in and common ownership of the process of health care. Terry Sullivan and Cameron Mustard, in ‘Canada: more state, more market?’ provide a short history of health insurance in Canada, and then explore how current institutional arrangements meet the policy objectives of providing a comprehensive range of insured services for citizens, providing an efficient delivery system, and generating social arrangements which produce health. This facilitates a review of such current issues as rapid evolution of regional authorities in Canada, passive cost shifting of pharmaceutical and home care spending onto families, waiting list management, legal challenges to public administration provisions of the Canada Health Act, and the distributive consequences of health care spending in Canada. The last topic draws on recent Canadian work highlighting considerable differences in how social arrangements influence health in Canada compared to the United States. Canada is the international outlier in administratively inhibiting private insurance to ‘jump the line’ in health care. Canada has also taken to heart (albeit rhetorically) research on the social determinants of health. The chapter concludes by considering how market forces will compete with the policy aspirations regarding the social determinants of health. 4
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 Issues surrounding health care and aging William A.Jackson, in ‘Age, health and medical expenditure,’ provides a comprehensive discussion of the relationships between age and medical expenditure to introduce a subject of increasing importance for health care and health care economics. Population aging is a trend common to most developed societies, yet is only beginning to be addressed. Moreover, difficult ethical issues arise in connection with the topic of age discrimination. The basic argument of the chapter is that the age-medical expenditure link should not be seen as being simple, mechanical, and biologically based, but rather as being complex, variable, and contingent on numerous social and ethical factors. This means that public policy regarding health care and aging does not merely respond to an exogenous, biologically-driven aging process, but also helps mould social perceptions of aging, and thus acts as a causal influence on aging. Topics in the chapter include the nature of the age— medical expenditure relation, the biological, social, and ethical factors that influence this relation, and policy implications of an aging population for health care and medical expenditure. Diane Dewar, in ‘The societal costs and implications of using high cost critical care resources for the elderly,’ focuses on critical care services for the elderly that utilize nearly a third of hospital resources in the US. In light of the intensity of resources used for mechanical ventilation in critical care units, a social economic evaluation of managed care and other payers who have mechanical ventilation and tracheostomy is used to illustrate the problem of allocating resources for the elderly in health care. Predicted payments per survivor are compared to the value of extending life, with and without age and quality of life adjustments, to determine when net benefits are maximized. This example illustrates that improved efficiency for highrisk critical care services may be gained by combining clinical excellence and fiscal consciousness. Quality of life measures need to be incorporated to determine the appropriateness of lower cost venues of care or the withdrawal of aggressive treatment for the chronically ill or very old. The chapter also examines the concepts of medical futility and mortality in health care not as ‘bad outcomes,’ but as outcomes in which patient, family, and provider participate in end-of-life decisions. Rose Rubin and Shelley White-Means turn to US reform strategies for health care for the elderly, in ‘Medicare HMOs: the promise and the reality.’ Medicare, the US health care system for the elderly, is now bigger than General Motors and is the largest US business-type organization. Spending over $5,000 per beneficiary, Medicare accounts for 2.5 percent of total US production. Medicare is now testing new formats that may lead to broader structural change from almost exclusive reliance on traditional and fee-forservice providers to a broader array of beneficiary choices. One of the most widely recognized and much debated actions for breaking the
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 continuingMedicare cost spiral is a more widespread utilization of managed care. This chapter presents an overview and evaluation of this evolutionary shift occurring in Medicare. Rubin and White-Means find that much of the promise of Medicare managed care has yet to be realized, though the foundations of enrollment growth and beneficiary acceptance are well under way. Expanded use of managed care for Medicare beneficiaries is expected to enhance both equity and efficiency. The challenge of technology Robert Rizzo addresses one of the most difficult issues facing a social economics of health care created by the advance in medical technologies, in ‘Safeguarding genetic information: privacy, confidentiality and security?’ Though genetic testing and therapy have the potential to create significant advances in health care, they also raise serious issues for a health care system rooted in the marketplace and fueled by the profit motive. In the context of health care development in the US, genetic advances marketed as commodities might mostly stress economical health care, and fail to meet ethical and legal standards that protect autonomy, privacy, confidentiality, and equity. Many individuals might find themselves excluded from the benefits of genetic testing and therapy. Individuals might be vulnerable to employment and insurance discrimination. This chapter surveys the range of issues associated with genetic testing and information, and provides a detailed account of the developing legal frameworks in the US surrounding the use of genetic information. It closes with a commentary on the dilemmas that will need to be faced to balance the needs of individuals and the demands of the marketplace.
 
 6
 
 Part I ALTERNATIVES TO THE MARKET VIEW OF HEALTH CARE AND HEALTH ECONOMICS
 
 1 SHOULD CONSUMER CHOICE BE ENCOURAGED IN HEALTH CARE? Thomas Rice
 
 Introduction There are, in my view, three central ideas that permeate most applications of economic theory to the health care field. The first is the focus on the individual. Although economic theory does recognize the concept of ‘social welfare,’ it is generally conceived to be based solely on some aggregation of individual utilities. Kenneth Arrow (1984), for example, has written that, ‘Society, after all, is just a convenient label for the totality of individuals…’ (80). This conception, although dominant, does not enjoy universal acceptance. Amartya Sen has coined this philosophy as ‘welfarism,’ which ‘is the view that the only things of intrinsic value for ethical calculation and evaluation of states of affairs are individual utilities’ (Sen 1987:40). He makes a number of counter arguments.1 Related ideas have been applied to health care by Gavin Mooney (1998) and others under the heading of ‘communitarianism.’ The second key focus of economic theory is the emphasis of efficiency over equity. Although individual economists are often concerned about equity, the traditional economic model does not examine how people come into possession of their wealth so much as how they allocate resources over which they have already been assigned property rights (Young 1994). Typically, it is argued that any remaining inequities can be remedied by taxing some and subsidizing others with the tax revenue. The focus on efficiency has blinded the field to the importance of considerations of fairness and social justice. As John Rawls (1971) has argued, if one considers social justice in configuring an economic system, the resulting distribution of resources would be markedly different than one in which utilitarianism comprises the dominant economic ethic. The third overarching theme of economic theory—and the focus of this chapter—is the superiority of relying on consumer choice for the 9
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 allocationof goods and services. The second section examines the advantages of consumer choice in more detail, while section three provides a number of instances in which consumer choice may be disadvantageous both to individual consumers as well as to society at large. Section IV, the main section of the paper, applies the issues raised in the previous two sections to health care. Section V uses this analysis to consider the role of choice in health care policy internationally. The emphasis throughout the paper is on problems inherent in providing more choice in health care. The reason for taking this tack is because the prevalent viewpoint is that more choice is nearly always better. This paper is designed to provide a warning that this is not necessarily the case. If one heeds these warnings, then some entity other than individual consumers— possibly government—should perhaps be making more choices. Government, however, may very well have its own problems in making good choices for consumers, or in limiting the array of choices available. This paper does not go the next step and carry out a parallel analysis of problems inherent in government decision making, although a number of such problems are raised throughout the discussion. The advantages of consumer choice There are three main reasons to believe that relying on consumers’ own choices will result in higher social welfare. The first stems from the theory of revealed preference—basically, that people’s own choices, by definition, are the things that make them best off. As developed by Paul Samuelson (1938), people are assumed to prefer whatever bundle of goods they choose to purchase. If they choose one bundle over any other, they have ‘revealed themselves’ to prefer the former. This theory is quite powerful because it does not require one to understand any underlying motivations. As Robert Sugden (1993) has written, [The] most significant property of the revealed preference approach …is that we do not need to enquire into the reasons why one thing is chosen rather than another. We do not look into the factors that go into the deliberation which leads to a choice; we look only at the results of that process. (1949) What the theory of revealed preferences allows us to do is to rely on the individual to make his or her own utility-maximizing choices. If one goes one other step by assuming that social welfare is simply the sum of all individuals’ welfare (which, as argued above, is one of the key tenets of economic theory), then one can conclude that allowing consumers to make their own choices will lead to the highest level of social welfare. This, of course, is the argument made by proponents of competition, in health care 10
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 and throughout the economy: markets allow people to choose, and this results in the best possible outcome for society.2 The second reason for believing that consumer choice will improve social welfare is more psychological in nature. It is simply this: individuals may very well enjoy the goods and services they consume more if they get to choose them. Although I am unaware of empirical tests of this concept, it does seem plausible that a person would tend to prefer a particular good he or she picked out of a set of alternatives rather than having had it assigned by an outside agent.3 Consider a simple thought experiment. An outside agent such as your employer knows you need a new car to get to work, knows you have a certain amount to spend, and assigns you a particular make, model, and color, withholding its cost from your paycheck. Compare that to a situation where you go and pick your own car. Even if the same choice is made, the latter situation would likely make more people happier because they know it was their choice. When the make and model is assigned to a person, there will often be a nagging suspicion that he or she would have chosen differently if given the choice. As a result, the person might not enjoy the same satisfaction from the purchase of the car. The third key reason for encouraging choice is that the use of markets can lead to better value. Choice, of course, is a characteristic of a competitive market. Having a choice leads to a situation where firms strive to operate efficiently to keep prices low. And to the extent that the goods sold are not homogenous, competition may also take place on the basis of quality.4 One should not underestimate the significance of this argument in favor of choice, as better value through lower prices and better quality has the potential to provide overwhelming advantages to consumers. Problems with consumer choice As convincing as these arguments are, there are several reasons to believe that providing more choice could harm social welfare. They can be divided into two categories: those affecting the individual directly, and those affecting society as a whole. Problems with choice for individual consumers There are at least three instances in which providing choice can make an individual worse off: • When individuals do not know (as well as some other entity does) which choices will make them best off. • When individuals cannot obtain and/or process the necessary information about alternative choices. • When the provision of choice, per se, reduces utility. 11
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 Individuals do not know which choices will make them best off Odd as it may seem, there are many instances in which individuals do not know what choices will make them best off. An obvious one is drug abuse.5 But the problem may be much more widespread, transcending addictions to everyday life. Robert Frank (1985, 1999) argues that people are overly concerned with their status and will make self-destructive decisions to enhance this status. He further argues that spending their time and income on other things would make them much better off. Frank laments how Americans have not used their rising standards of living to increase leisure time, but rather have spent it on consumables that bring almost no extra utility when everyone else ends up making the same purchases. But he also argues that this vanity is mutable. Frank (1999) suggests imposing large, progressive consumption taxes designed to make everyone think twice before earning an extra dollar to be spent on more and more goods that do less and less to make their lives better. Another, less introspective reason to doubt that consumers can always make the best choices for themselves is that they simply are not expert in a particular area. In such a case, someone other than the individual could perhaps make better choices, although to do so it would be necessary for such an agent to have the consumer’s interest at hand. Tibor Scitovsky (1976) illustrates this nicely: The economist’s traditional picture of the economy resembles nothing so much as a Chinese restaurant with its long menu. Customers choose from what is on the menu and are assumed always to have chosen what most pleases them. That assumption is unrealistic, not only of the economy, but of Chinese restaurants. Most of us are unfamiliar with nine-tenths of the entrees listed; we seem invariably to order either the wrong dishes or the same old ones. Only on occasions when an expert does the ordering do we realize how badly we do on our own and what good things we miss. (149–150) Individuals cannot obtain and/or process the necessary information Sometimes people know what they want but they lack the resources— either external information or the internal wherewithal—to make the right choices. The problem could either be that sufficient information is not available to make utility maximizing choices, or alternatively, there is information available but the person is not, for whatever reason, able to properly use the information that is available. Either way, poor choices may result. Because this should be clear enough, further discussion will be postponed until Section IV, where these problems are examined in the context of health care.
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 Provision of choice reduces utility Strangely enough, sometimes people don’t want to have a choice. Richard Thaler (1991) suggests two related ways in which the provision of choice, per se, can reduce utility: (a) when a person has problems of self-control; and (b) when having to make a choice is likely to induce subsequent regret. Thaler introduces the self-control issue by suggesting that a person may exhibit two competing personality traits: at the same time, he or she is both a ‘planner’ and a ‘doer.’6 The planner has a long-run view but the doer is more myopic, focusing just on the short run. If this is true, then the planner side of the brain might wish to reduce the number of choices available down the road so that the doer does not make a rash one. Although this might seem abstract, there are countless examples supporting it: putting money into a ‘Christmas fund’ at a bank to avoid spending it in the meantime; overwithholding on income taxes so there is an ‘unspent’ refund at the end of the year; keeping cookies out of the cupboards to avoid binging; cutting up one’s credit cards so as to avoid their overuse; etc. All of these are designed to increase utility by restricting one’s own choices. The argument that a person will want to limit choice if having to choose will lead to regret may be less familiar. Thaler (1991) writes, ‘Whenever choice can induce regret consumers have an incentive to eliminate the choice. They will do so whenever the expected increase in utility (pleasure) derived from making their own choices is less than the expected psychic costs which the choices will induce’ (16). One set of illustrations involves the entertainment industry: theme parks charge a set entry fee but do not charge for rides once inside the park. Consumers probably prefer this method because having to pay separately for each ride would induce regret at each marginal expenditure, which would make the entire experience less satisfying. Section IV illustrates this in the health care area. There is a third, less complex, and perhaps more compelling reason why more choice can reduce utility: consumers do not have the cognitive ability and/or the interest to face and make such a large array of choices. What American has not faced the numerous choices available concerning, say, selecting a long-distance telephone carrier and not come away with the uneasy feeling that the choice they have made is not the best one? Every year we are faced with more of these choices (e.g. utilities, cable services, internet travel sites—the list goes on and on) and the sheer number of options, let alone the time it takes to wade oneself through them, very often reduces utility.7 Problems with choice for society at large There are also at least three instances in which providing choice can make a society at large worse off:
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 • When allowing some people to have certain choices reduces the utility of others who do not have such a luxury. • When spillovers from the choices one group makes negatively affects others. • When allowing choice results in societal costs that exceed benefits. Each of these is elaborated upon, below. Allowing some people to have choice reduces the welfare of others If people cared only about what goods and services they possessed, and not about how this compared to those possessed by others, then allowing unfettered choice would tend to be in a society’s best interest. As much as one might wish this were the case, however, it is not. People care deeply about how their bundle of possessions compares to others.8 If, for example, you buy a fancy car, it may raise your utility, but it can lower mine because my car—and by analogy, I—no longer seem so special. Traditional economic theory does not operate very well in the presence of so-called ‘negative consumption externalities.’ This is illustrated by a statement of Lord (Lionel) Robbins (1984): If the remaining groups regard their position relatively, they may well argue that the spectacle of such improvement elsewhere is a detriment to their satisfaction. This is not a niggling point: a relative improvement in the position of certain groups pari passu with an absolute improvement in the position of the rest of the community has often been a feature of economic history; and we know that has not been regarded by all as either ethically or politically desirable, (xxiixxiii) Suppose that one accepts the notion that people care about how they compare with others. It could still be argued that even if concern about relative position does exist, it is an irrational and/or flawed character trait that should not be respected by the analyst or policymaker (i.e. even if people are envious of one another, public policy should ignore this fact). But there are two problems with this argument. First, economic theory does not view any individuallyheld preferences pejoratively—and that would include the likes of envy, rank, or status. Second, it is not at all obvious that concern about one’s status compared to others is an irrational or even undesirable character trait. Tibor Scitovsky (1976) makes a strong argument to the contrary: The desire to live up to the Joneses’ is often criticized and its rationality called into question. This is absurd and unfortunate. Status seeking, the wish to belong, the asserting and cementing of one’s membership in the 14
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 group is a deep-seated and very natural drive whose origin and universality go beyond man and are explained by that most basic of drives, the desire to survive. (115) Spillovers from one group’s choices negatively affects others This is a different type of negative externality. It is possible that allowing one group certain choices will negatively affect the choices available to other groups. This will not be discussed further here because some of the main applications are in health care. One concerns selection bias. If sufficiently sensitive risk-adjustment procedures are not undertaken, and if healthier people choose one type of health plan, this will drive up the premiums for less healthy people, resulting, among other things, in more people going uninsured. Choice results in social costs exceeding benefits Finally, allowing more choice can result in large social costs. As in the previous case, some of the best examples are in the health care sector—e.g. higher administrative costs associated with allowing a choice of health plans—so this will also be discussed in detail in the next section. Choice in health care After listing the different choices that can be made available to consumers in health care, this section applies the material presented earlier to these different types of health care choices, to draw inferences about where choice would seem to be both advantageous and problematic in health care. Possible choices available to consumers in health care There are numerous possible choices that we can put into the hands of consumers concerning their health care. Even if one listed them all, it would be overly simplistic because choices made upstream will affect the kinds of choices (if any) available downstream (McLaughlin 1999). If, for example, a person has a choice of health plan and chooses an HMO (health maintenance organization), that reduces his or her choice of physician and hospital when seeking care. Here, I list six key choices that a society can give to its potential consumers of health care. They are: 1 whether to have health insurance 2 particular benefits provided by health insurance 3 particular health plan or insurer 15
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 4 particular physician 5 particular hospital 6 specific medical intervention. Advantages and disadvantages of offering choice Whether to have health insurance The first choice that a society may wish to offer its members is whether or not to have health insurance. Although universal coverage (an example of no choice) is standard in most developed countries, this is not the case in the United States. Individuals can choose to purchase or not to purchase coverage; employers can choose to provide or not to provide it through the workplace; and, with the notable exceptions of people with Medicare and Medicaid coverage, government does not grant health insurance entitlements. There are two related advantages to providing such a choice. First, some people would simply prefer to spend their resources on something other than health insurance, perhaps because they legitimately recognize that their risk of illness or accident is low. Alternatively, they may not believe in formal medical care or may have higher budgeting priorities. In addition, insurance (unless given away rather than paid for) conveys relatively little benefit to those with very high or very low incomes, or those who are risk takers rather than risk averse (Feldstein 1988).9 Second, health insurance may be a poor value to some people because of moral hazard considerations. In his famous essay commenting on Kenneth Arrow’s (1963) seminal article, Mark Pauly (1968) argues that compulsory comprehensive universal health insurance is not necessarily in a country’s best interest. This is because when people are fully insured, they may demand services from which they derive very little benefit—but which are still costly for society to produce, resulting in a social ‘welfare loss.’10 Thus, the total cost of providing such coverage (say, through taxes) can exceed the total benefits derived. There are, nevertheless, several reasons why offering a person the choice of whether to purchase coverage can make the individual and society as a whole worse off. Some people may believe wrongfully that having medical coverage is unnecessary—because they have not considered the fact that they might need care in the future. Although paternalistic in nature, it may be that others do have a better understanding of their well-being than they themselves have. But why would people have such a poor conception of their own welfare? One possibility is that they are engaging in ‘cognitive dissonance.’11 George Akerlof and William Dickens (1992) have used this theory to predict various economic behaviors, including social (old age) insurance, stating that: 16
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 If there are some persons who would simply prefer not to contemplate a time when their earning power is diminished, and if the very fact of saving for old age forces persons into such contemplations, there is an argument for compulsory old age insurance…[They] may find it uncomfortable to contemplate their old age. For that reason they may make the wrong tradeoff, given their own preferences, between current consumption and savings for retirement. (317) A similar argument can be made concerning some people’s unwillingness to consider that they might become seriously ill. Another reason that offering a choice of whether to buy health insurance may not be in an individual’s best interest is that, for some people, the choices are simply not affordable. Uwe Reinhardt (1996) puts it this way: ‘[T]o tell an uninsured single mother of several possibly sickly children that she is henceforth empowered to exercise free choice in health care with her meager budget is not necessarily a form of liberation, nor is it efficient in any meaningful sense of that term. It is rationing by income class’ (1804). When some people can afford insurance and others cannot, it puts a wedge in society between the ‘haves’ and ‘have nots.’ Research evidence is clear that people with health insurance are more likely to get state-of-the-art medical treatment. What has received less attention is how this disparity has affected society as a whole. I would argue that social strife would be minimized and harmony enhanced when there is a societal ethic that results in everyone having health insurance. A final problem with making health insurance voluntary concerns a different sort of societal cost—the need to provide a ‘safety net’ for those who remain uninsured. This includes both the costs of putting together a patchwork system of coverage for some as well as providing the medical services—which are often provided in costly, inappropriate settings such as emergency rooms—to those who remain uncovered. In summary, although there will be some gain to a limited number of individuals if they are allowed to forgo insurance coverage, I would conclude that far more people—and society as a whole—would gain if everyone were covered through a universal health insurance program. Particular benefits provided by health insurance The next issue to be considered is whether people should be able to choose any set of health insurance benefits that they wish, or alternatively, if there should be limits (perhaps severe ones) put on this. The advantages of providing choice are rather straightforward and need little elaboration: different people have different needs and tastes for different kinds of medical care. For example, one person might want coverage for so-called ‘alternative medicine’; another might want paediatric well-care visits covered; still 17
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 another might want health insurance with a liberal policy regarding experimental procedures. If all are required elements of health insurance, that insurance will, in most cases, be more expensive;12 if so, either fewer people will purchase it, or, if there is universal coverage, its costs will be higher. There are, nevertheless, some resulting problems. One will be addressed in the next section when choice of health plans is discussed: the possibility that two tiers of coverage will result based on incomes. Two others will be addressed here: problems in understanding the choices available, and the issue of adverse and favorable selection. Beginning with consumer information, offering a choice is not necessarily good for individuals if they do not understand the alternatives from which to choose. Health insurance benefits are hardly transparent; in fact, it often takes a great deal of effort to even find out what benefits are offered by health insurers. Even with this information, making cost-effective choices is extremely difficult when each insurer offers a different set of benefits. This is why many proponents of managed competition, including Alain Enthoven, have tended to favor the standardization of benefits (Enthoven 1988, 1989). An example of how complicated benefits can be is evident in the market for Medicare HMOs. In an analysis of benefits among just three of the dozen or so Medicare HMO plans in Los Angeles County, Fox et al. (1999), found that: PacifiCare’s prescription drug benefits are unlimited; Kaiser has an annual limit of $2,000; and CareAmerica has no limit on generics but imposes a limit on brand-name drugs of $900 per quarter… Copayments also may vary depending on whether a drug is brandname or generic, if it is obtained through mail order, and what the maximum supply is that can be prescribed without requiring a new copayment…PacifiCare charges $20 for in-area emergency services, Kaiser charges $3, and CareAmerica charges the lesser of $25 or 20 percent of charges. PacifiCare and CareAmerica waive the copayment if the beneficiary is admitted to the hospital; Kaiser apparently does not do so. (45) Benefits available from health plans that are marketed to the working age population are often equally complicated and also tend to lack uniformity. The other problem is that of selection bias. When people have a choice of benefits, they are likely to choose those that they plan to use. This results in higher costs for those people who would like the protection, but who will not necessarily use the services, and might make such a choice prohibitively expensive. If, alternatively, everyone has the same benefits, then the costs of providing the benefit are averaged over everyone and thus become more affordable. 18
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 Thus, there are advantages and disadvantages to allowing choice of benefits. A reasonable compromise might be to have a standardized set of benefits as part of a universal health care program, but with individuals given the opportunity to purchase additional benefits with their own resources. This is consistent with the practices used in most other developed countries. Particular health plan or insurer Giving consumers a choice of health plans is one of the key components of proposals to revamp health care systems through ‘managed competition.’ Although no country has adapted all of its tenets, the US health care system has evolved in a way consistent with a number of facets of managed competition. Rather than examining in isolation the advantages and disadvantages of allowing a choice of health plans, it is more useful to consider choice as part of this sort of broader reform. The final part of the section will consider one other aspect of health plan choice: whether employers can be trusted to act as good agents for their employees. THE THEORY OF MANAGED COMPETITION
 
 Proponents of managed competition contend that it could dramatically improve performance in the health care sector by controlling expenditures, ensuring quality, and enhancing access to care. This is best described in many of Alain Enthoven’s writings (e.g. Enthoven 1978; Enthoven and Kronick 1989). Under managed competition, consumers choose a health plan based on both the quality of the care provided and its cost. By having a sponsor disseminate information on both costs and quality indicators, consumers would have sufficient knowledge of the market to make an informed, intelligent choice. Furthermore, because everyone would have a choice of health plans—none of which would receive a greater subsidy than others from either employers or the tax system—those plans that provided the best product per premium dollar would attract the greatest number of enrollees. In contrast, plans that were relatively expensive but offered little tangible in return, and those that did not deliver a quality product, would eventually go out of business. These pressures on health plans to provide an efficiently priced benefit package would be transferred to providers. In order to compete, plans would look for providers who would not squander resources. Hospitals, physicians, and other providers that could not demonstrate their ability to provide costeffective care would have difficulty finding health plans willing to purchase their services. Enthoven believed that group and staff model HMOs, which were capitated and which had in place an integrated network of care, would operate well in such an environment. 19
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 Managed competition would help control costs for a number of reasons. Consumers would be given a choice of health plans in their area, all of which would provide a minimum specified set of benefits. Alternatively, under some proposals, benefits would be standardized across all plans. Either way, consumers should find it easier to compare the costs and benefits of alternative plans. In addition, there would no longer be a tax subsidy given toward the purchase of more expensive health plans (although actually enacting such a proposal would face a great deal of political opposition). Because plans would compete—partly on the basis of price—to attract enrollees, they would have to find ways to control the amount of premiums they charge. Since choosing a healthier mix of enrollees would be prohibited, the best way to keep premiums down would be to operate more efficiently. They would therefore have a strong incentive to do any of the following things: (a) pick a provider panel that did not waste resources; (b) pay providers in a way that gives them an incentive to conserve resources; and (c) implement programs that control the use of unnecessary and costly services. To ensure high quality, managed competition seeks to force plans to compete on the basis of quality as well as price. For this to occur, it is necessary for consumers to have available to them information on the quality of competing plans. Most managed competition proposals contain a mechanism for requiring each plan to provide such information to sponsors, who in turn would disseminate it to prospective and current enrollees. By comparing not only costs but also quality differences of the many plans in an area, consumers can seek coverage from the plan that provides the most ‘bang for the buck.’ Managed competition could enhance access to care for several reasons. First, all such proposals call for the poor and near-poor to receive subsidies toward purchasing coverage. Second, plans are not able to discriminate against particular people (e.g. the poor and sick) or groups (e.g. small employers that currently find it difficult to purchase affordable coverage) by charging them more than they charge others, nor are they allowed to deny coverage or impose stringent preexisting condition limitations on coverage. Third, more people than is currently the case would be given a choice of health plans. Finally, unlike the current situation where poor people are either given Medicaid coverage, pay out-of-pocket, or seek free care, under managed competition they would be given a choice of plans that are available to the non-poor. CONCERNS ABOUT OFFERING CHOICE THROUGH MANAGED COMPETITION
 
 There are numerous concerns about offering choice through managed competition. To organize the discussion, it will be divided into subsections based on several of the ‘problems of consumer choice’ presented earlier.
 
 20
 
 SHOULD CONSUMER CHOICE BE ENCOURAGED?
 
 Individuals do not know best choice or cannot obtain/process information I have combined the first two problems of choice because in this case it is hard to distinguish whether consumers simply do not know what health choices will make them best off, or alternatively, if the problem is one of obtaining and processing the necessary information. There would seem to be several problems involved in giving individuals a choice of health plans. One is that consumers do not understand what such a choice means. Suppose, as is the case in many areas of the US, health plans have overlapping provider panels (e.g. your doctor is in several different plans), and furthermore, that the benefits offered appear to be about the same (e.g. preventive services, outpatient mental health care, prescription drugs are covered). In such a case, it is not surprising that consumers have shown themselves to be extremely sensitive to premiums (Buchmueller and Feldstein 1997). This, of course, is exactly what would be predicted by economic theory when a product is homogenous. But in this instance, is the product really homogenous? Can consumers understand what they are buying into based on a listing of benefits, premiums, and eligible providers? This is doubtful. Although it appears that many health plans essentially are the same, they can and do differ on a number of levels. A few examples: • Some plans are more liberal than others in defining covered treatments and have a broader drug formulary list. • Some plans are more likely to approve state of the art procedures, while others leave them uncovered because they are ‘experimental.’ • Plans vary in how stringently they apply utilization review techniques. • Different plans have different ways of paying medical groups and providers, which in turn is likely to affect such things as how much time physicians spend with patients as well as their willingness to provide referrals to specialists and hospitals. Most disconcerting in this regard is that consumers usually believe that the health plan they choose is not an important determinant of the quality of care they will receive (Hibbard, Sofaer, and Jewett 1996; Jewett and Hibbard 1996). Such a belief indicates a lack of awareness of the many levers health plans have available to them to affect the types, quantity, and quality of services provided to plan members. An even larger problem than this, however, is that consumers, at least thus far, have shown themselves surprisingly ignorant of the things they need to know to make the right plan choices for themselves. Perhaps the most basic requirement—understanding the rudiments of managed care and the basic health plan types (e.g. fee-for-service, HMO)—is not met (Isaacs 1996). Much emphasis is now being put on Medicare beneficiaries choosing between fee-for-service benefits and HMOs, but researchers Judith Hibbard 21
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 and colleagues have found that only 11 percent have sufficient understanding to make an informed choice (Hibbard et al. 1998). There is also much interest in giving consumers information on health plan quality so that they can make good choices. One important, relatively new area in which consumers will need to be skilled at using information, is for health care ‘report cards.’ People may obtain these report cards from their employer, and then are supposed to choose a health plan by weighing such factors as quality, convenience, flexibility, and costs. There is not any one standard report card format, and in fact, some health plans are no longer providing the information necessary for formulating a report card on their performance. Passage of comprehensive health care reform in the US during the early 1990s would have spurred the development of consistent information of this type. It is not clear, however, that the market will quickly come up with a standard report card. Some of the data items on early iterations of these report cards, such as satisfaction levels, are more easily understood by consumers, but they are not necessarily good barometers of overall quality. Other elements may be even more problematic. Consumers may not be able to know how to effectively use information on utilization rates for alternative services, or understand the relative importance of survival rates from high vs. low incidence procedures. But when plan sponsors summarize this information and rate plans in very aggregate terms such as ‘above vs. below the average level of quality,’ a great deal of information is lost. Most of the current quality measures on report cards are based on the Health Plan Employer Data and Information Set (HEDIS), sponsored by the National Committee on Quality Assurance. HEDIS includes various measures of health plan performance in such areas as provision of preventive care to members, the appropriateness of care for particular problems, as well as patient satisfaction. When asked what they would expect to learn from different HEDIS measures, consumers typically ignore the data elements that they do not understand—which tend to be the ‘objective’ measures of quality such as various utilization rates. Similarly, they over-interpret what can be learned from simple satisfaction data, the one element that they do tend to understand. Hibbard and Jewett (1997) report that consumers perceive that patient ratings of overall quality give more information about the monitoring and follow-up of a condition than do the HEDIS indicators designed specifically for this purpose (such as rates of eye examinations among diabetic members, asthma hospitals, and lowbirthweight infants)…These findings suggest that consumers are unsure of what many indicators are intended to tell them. (224–225) A final issue in this regard is whether HEDIS and related data, which are based on plan self-reports, are really objective. If consumers begin placing 22
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 more emphasis on quality indicators when choosing health plans, the latter will have an enormous incentive to provide HEDIS data that make them look good. In this regard, James Lubalin and Lauren Harris-Kojetin (1999) write, ‘Numerous studies have found that consumers want to know that the plan comparative information reported to them was collected and analyzed by an independent, unbiased, trustworthy third party with expertise in health care quality—which, in operational terms, means that the data are not being collected and reported by the health plans themselves’ (74). It is therefore not surprising that in a study of managed care in 15 representative communities during 1995, it was concluded that although there is much competition on the basis of quality, ‘[i]n general, there was almost no competition on the basis of measured and reported technical quality process or outcome measures’ (Miller 1996:116). Similarly, multivariate findings on how quality ratings affect plan choices show little systematic relationship between the two (Chernew and Scanlon 1998).13 Allowing some to choose reduces the utility of those who cannot A much different problem concerns the negative externalities that can result when some people are given choices that others cannot afford. The concern, of course, is that allowing choice of health plans will result in a situation where well-to-do consumers will be able to afford better choices: e.g. plans with better providers, more liberal benefits and fewer restrictions, easier access to both providers and medical technologies, etc. (Rice, Brown, and Wyn 1993). Allowing different ‘qualities’ of goods and services according to income class is certainly the norm, especially in the US. There is, nevertheless, a potentially important problem when we allow large variations in the quality of health plans. In this regard, Uwe Reinhardt (1992) writes: Suppose [that a] new, high-tech medical intervention [is available] and that more of it could be produced without causing reductions in the output of any other commodity. Suppose next, however, that the associated rearrangement of the economy has been such that only wellto-do patients will have access to the new medical procedure. On these assumptions, can we be sure that [this] would enhance overall social welfare? Would we not have to assume the absence of social envy among the poor and of guilt among the well-to-do? Are these reasonable assumptions? Or should civilized policy analysts refuse to pay heed to base human motives such as envy, prevalent though it may be in any normal society? (311) Reinhardt’s implicit conclusion is that society is made worse off when there are gross disparities in the availability of medical resources to different socioeconomic groups. 23
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 Spillovers from choices of one group negatively affect others Another type of negative externality concerns how health plan choices of one group can affect the quality of the choices available to another. The prime example of this is selection bias. If healthier people tend to choose one type of health plan, it raises the premiums of sicker people who prefer another type. This will either mean that they will pay more, or will have to forgo this preferred choice. The vast majority of evidence accumulated from the US—both among the working age and Medicare populations—indicates favorable selection into HMOs and unfavorable selection into fee-for-service plans (Hellinger 1995). The group of greatest concern are those with expensive chronic illnesses. These individuals are more likely to have ties to providers and therefore are less interested in joining health plans with restrictive provider networks.14 Unless sufficiently sensitive risk-adjustment procedures are developed and implemented to correct for this problem—something about which there is still much doubt—these individuals will increasingly find themselves facing higher and higher premiums. The alternative to all of this—not providing a choice of plans—averts this problem since premiums or costs would be computed based on the entire population rather than a selective, non-random component. Choice results in social costs exceeding benefits As discussed earlier, one of the key advantages of consumer choice is that it can provide for competition that lowers societal costs. There are examples, however, where these savings may be exceeded by so called ‘costs of competition.’ In other papers (Rice 1999a, 1999b) I distinguish between two kinds of regulation: ‘micro’ and ‘macro.’ Micro-regulation is what we normally think of when we hear of regulation: direct control. Macro-regulation, on the other hand, is more indirect: the setting of ground rules to meet particular goals. Other developed countries, much more so than the US, rely on macroregulation. The classic example is the use of regional global budgets, under which health care providers generally are free to practice as they wish. There is little direct oversight of the provision of care, but there are strict controls on unit prices paid out. Another example is tight control over the diffusion of medical technologies. What we are seeing increasingly in the US is more micro-regulation. This, perhaps surprisingly, is the inevitable result of more competition among health plans. Now that health plans compete largely on the basis of price, they need to find ways to control their costs. One way they do this is to closely monitor the services rendered by their providers panels, which involves a great deal of oversight into the doctor-patient interaction. Another is through financial incentives to providers, particularly the use of capitation payment. In order to assure that quality is not compromised, government oversight is necessary. 24
 
 SHOULD CONSUMER CHOICE BE ENCOURAGED?
 
 What we are left with is a situation in which both health care firms and government are forced to engage in expensive and intrusive microregulation: firms, to ensure that they can keep their costs down, and government, to ensure that quality is not compromised in the process. This is the odd result that comes from relying more heavily on market involvement in health care. The key point is that just as competition based on consumer choice of health plan has efficiencies associated with it, there are also these additional costs to society that need to be considered. CAN EMPLOYERS BE TRUSTED TO ACT AS GOOD AGENTS?
 
 One final issue concerning health plan choice—largely unrelated to managed competition—concerns the role of the employer. In the US, most health plan decisions are made by employers rather than employees. The first decision is whether or not to offer a choice of health plans. Among employers offering health coverage, about 80 percent of employees who work for firms with a staff of 200 or more are offered a choice of plans. This is true, however, of only 10 percent in firms with 3–9 employees, 15 percent in firms with 10–24 employees, and 28 percent in firms with 25–199 employees (Rice et al. 1998). When firms offer a choice of plans, they screen available offerings and give their employees a fairly limited menu, with only the largest firms offering more than two or three. This screening process can be viewed in two alternative ways. On the one hand, employee benefits managers often are more skilled and experienced than employees in discerning whether alternative health plan choices provide good value. On the other hand, there are concerns about whether employers can be trusted to be good agents for their employees. In this regard, Ezekiel Emanuel (1999) writes: [T]he fundamental problem with the imagined ideal of the employer as the representative of the consumer, member, or patient is the conflict of interest generated by cost concerns. The dominant theory of business ethics, and the practice of most employers, is based on the need to maximize shareholder value. This objective of employers requires that their primary concern in health care decisions is to minimize costs in order to maximize profit margins, dividends, stock prices, and so on. In direct contrast with physicians, this business ethic mandates that health care of employees be a secondary interest, secondary to stockholder returns. Thus, inherent in the business ethic of employers is to maximize cost savings from health care coverage. (134) That being said, it is also true that employers need to attract and retain good employees, and to do so they often must provide good health benefits. How 25
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 effective an agent the employer is, then, may depend in large measure on the tightness of the particular labor market in which it is competing, and the skill level (substitutability) of employees. In summary, although there are likely to be certain efficiencies associated with allowing competition in health insurance markets, there are costs as well. The key issue that needs to be considered among those responsible for future health policy in the United States is whether consumers really gain very much by being given a choice of health plans, or alternatively, if they prefer that their choices be focused in other areas, such as who will serve as their primary care physicians. Particular physician A hallmark of health policy worldwide is allowing individuals to choose their physicians. Such a choice is considered fundamental—at least for primary care—since the physician acts as a person’s most important personal agent, using his or her expertise to help choose the health care services to be consumed. Although sometimes individuals are more limited in their choice of any physician such as in a closed panel HMO, there is usually still a fairly large choice available. Consumers have repeatedly shown that being given a wide choice of providers is a key attractive trait of any health plan choice. There would seem to be little gained from restricting choice of primary care physician. None of the six concerns about choice listed in the third section would seem to apply, with the possible exception of individuals not knowing how to obtain or process the necessary information—in this case, about quality. I believe that this is better dealt with not by taking away an individual’s right to choose his or her own personal physician, but rather by setting standards that must be met in order for a physician to enter and continue practicing medicine. Society, of course, may wish to set these standards at a higher or lower level than is currently the case. The situation for specialists may be somewhat different, however. Because individuals often have less experience in and understanding of the procedures that specialists perform, they often are not in as good a position to make these choices. In addition, there is evidence to indicate that the specialists chosen often do not provide the best outcomes. Research by Hannan et al. (1991) found that when coronary artery bypass operations are done by high-volume surgeons in high-volume hospitals, mortality rates are 38 percent lower. This hardly means that one should go so far as to say choice of specialist should be curtailed. Rather, it may be that in certain circumstances others besides the consumer (e.g. credentialing boards) could be helpful in narrowing these choices down, perhaps by requiring a certain amount of training, continuing education training, experience, or minimum case load for particular procedures. 26
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 Particular hospital Perhaps an even more intriguing question is whether there should be free choice of hospital. Such a free choice of hospital is characteristic of the feefor-service system in the US, but is less true elsewhere. It may be the case, however, that there has never been truly free choice of hospital in the US. Some years ago Paul Ellwood stated, ‘Hospitals don’t have patients; doctors have patients and hospitals have doctors’ (Fuchs 1983:58). Indeed, it has been found that US doctors treat, on average, 90 percent of their patients in a single hospital (Miller, Welch, and Englert 1995). There are two primary advantages to offering consumers a choice of hospital. First, an individual is usually in the best position to weigh the tradeoffs between convenience, costs, and perceived quality. Second, if the consumer does sufficient research on quality, he or she can insist on going to a hospital with excellent medical outcomes. There are, on the other hand, two reasons that providing free choice of hospital would not be best for individuals and for society as a whole. First, there is considerable research evidence to indicate that medical outcomes are positively correlated with hospital volume. One of the earliest studies of this type found that hospitals that performed over 200 operations per year of a particular type had mortality rates 25 to 41 percent lower than lowervolume hospitals, after controlling for case-mix differences (Luft, Bunker, and Enthoven 1979), a finding that has been largely confirmed with more recent data (e.g. Hannan et al. 1991). Unfortunately, many people unknowingly go to hospitals with a track record of poor outcomes. A study from Maryland for one general high-risk procedure showed that almost half of patients received care from low-volume hospitals with relative mortality risks that were 4.0 to 8.7 times higher than the high-volume regional provider (Gordon et al. 1995). If this is the case, wouldn’t it be better just to give this information to consumers and let them decide? The problem is that evidence to date indicates that consumers do not do a good job in using data on quality to choose hospitals. One study examined how consumers responded to information provided each year by HCFA on hospital mortality rates (Mennemeyer, Morrisey, and Howard 1997). Between 1986 and 1992, for each acute care hospital in the US, HCFA provided information on actual and predicted mortality rates for Medicare beneficiaries. Predicted rates were based on age, sex, comorbidities of cancer, cardiovascular disease, liver disease, or renal disease; and previous hospitalizations. The results show that quality ratings had very little impact on consumer choice of hospitals. A hospital that had twice the expected death rate had less than one fewer discharge per week in the first year, and only 116 fewer discharges over nine years. In contrast, if there is a press report of a single, unexpected death, there is a 9 percent reduction in admissions for the next year.
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 These results are similar to those of another study that examined how cardiac surgery performance reports affected referral practices (Schneider and Epstein 1996). What is significant about the latter study is that it considers the role of physician as the patient’s agent in distilling information on quality. Pennsylvania publishes a consumer guide that provides annual risk-adjusted mortality rates for all hospitals and surgeons in the state. The guide lists, by surgeon and by hospital, the number of coronary-artery bypass graft (CABG) surgeries performed in a calendar year; the actual inhospital mortality rate among patients treated by each surgeon and hospital; and the expected range in in-hospital mortality rates, derived from statistical models that take into account the severity of the patient’s illness and coexisting conditions. Each surgeon and hospital receives a grade indicating whether the actual inhospital mortality rate is significantly lower than the expected range. The Pennsylvania report and a similar report in New York State represent the most sophisticated and widely publicized risk-adjusted data on the performance of hospitals and surgeons. (251–252) In a survey of cardiologists and cardiac surgeons in the state, it was found that very few discussed this information with their patients. Just 10 percent found the information to be ‘very important,’ and fewer than 10 percent discussed the guide with more than 10 percent of their patients who were considering a CABG operation (Schneider and Epstein 1996). In contrast, another recent study, by Mukamel and Mushlin (1998), found that publication of risk-adjusted mortality rates for coronary artery bypass surgery in New York State did affect future volumes of patients for both hospitals and surgeons. They attribute these findings to greater credibility of the New York information to both physicians and patients, and to wider media attention. In an accompanying commentary, however, Chernew and Escarce (1998) note that confounding factors could in part explain the results.15 The alternative to giving consumers such a choice is to regionalize hospitals such that each provides a high volume of particular services. In addition to the argument that such regionalization would enhance quality, there are two other reasons to believe that it could reduce societal costs. First, there are major economies of scale associated with concentrating volumes of particular services in a single hospital (Finkler 1979). Second, if a particular service is concentrated in a single hospital, hospitals do not have to spend resources competing for patients and physicians. This has to be weighed against higher costs that may accrue from giving hospitals more monopoly power. In summary, then, although it would seem desirable to let people choose their own hospitals, it is not clear that—at least up till now—that consumers do indeed make the best choices. They often choose low-volume hospitals 28
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 with poor risk-adjusted outcomes, and most evidence indicates that they do not use information on hospital quality that is available to them. Restricting choices to higher-volume, regionalized hospitals—a policy in place in most other developed countries—could result in both lower societal costs and better patient outcomes. Specific medical intervention The final choice to be considered is whether the consumer should be able to choose the specific medical intervention that they receive. Obviously there are limits on this—services such as surgery, the decision to be admitted to a hospital, the writing of a prescription are determined not by the patient but by the doctor. Within these confines, however, consumers can exercise various degrees of control over the choices of particular medical interventions. On the surface, it would seem that providing consumers with such flexibility would be unambiguously advantageous. Not only is it his or her life and limbs at stake, but the patient is likely to be in the best position to trade off such things as risk vs. disability vs. pain. Indeed, almost all countries worldwide allow a large degree of patient choice. Under what conditions, then, are there disadvantages to providing more choice? One of the individual concerns about choice is relevant here. It involves situations in which the provision of choice, in and of itself, reduces a person’s utility. Richard Thaler (1991) discusses why a society might prefer to give individuals comprehensive insurance with little cost sharing, instead of having high cost sharing which essentially requires patients to make difficult consumption decisions on a treatment-by-treatment basis. Thaler writes, Why do consumers want the first dollar coverage? I believe the reasons involve regret. Most consumers find decisions involving tradeoffs between health care and money very distasteful. This is especially true when the decision is made for someone else, like a child. A high deductible policy would force individuals to make many such decisions, at considerable psychic costs. The costs can occur no matter which way the decision is made. Consider a couple who must decide whether to spend $X for a diagnostic test for their child. There is some small probability p that the child has a serious disease. If the disease can be fatal, then the regret may loom so large that the test will be administered even for very large values of X or very small values of p. Yet once the test is ordered and the likely negative result is obtained, the couple may regret the expenditure, especially if it is large relative to their income. Obviously, these costs are avoided if all health care is prepaid, via either first dollar coverage or a prepaid health organization. (16–17) 29
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 This issue has implications for Medical Savings Accounts (MSAs). Under most MS A proposals, individuals (usually employees) would be able to choose a health plan with a very large annual deductible (often several thousand dollars), but which covers medical expenses above that amount in full. The savings in premiums could be used to make payments toward the deductible or, alternatively, to spend (or save) on anything that the consumer desires. Thaler’s point relates to this: consumers who are put in this sort of position might experience regret in the process of weighing the costs and benefits of seeking additional medical care. Although researchers disagree as to why MSAs have not caught on given their tax advantages, I would posit that this is one of the primary reasons: consumers dislike large deductibles in medical care because it makes them face choices that they would rather not contend with. The alternative to relying on consumer demand (and its associated level of out-of-pocket costs) is to rely instead on supply-side levers to allocate scarce medical resources, an issue discussed more fully in the concluding section. The role of choice in health care policy internationally Different countries have very different health care systems. These differences can be illustrated in various ways, one being the concept of choice. The US allows consumers a large number of key choices with regard to health care. In fact, of the six key choices that were listed earlier, the US allows an unusual degree of choice. Individuals in the US have a choice of whether to purchase health insurance, although, as argued earlier, for some people who cannot afford it this is not a real choice. There is also a choice of health benefits and health plans, though again, choice is somewhat limited since the employer makes many of these decisions. There is also free choice not only of physician but of hospital; HMOs often limit this choice, but usually there are still a number of options. And there tends to be a large amount of choice concerning specific medical interventions. Although it is difficult to generalize about the health care systems in other developed countries, none offers consumers choice in so many realms as does the US. Beginning with the coverage, in most countries there is little or no choice: health insurance is universal and typically is paid for through mandatory payroll assessment or through taxes. Nor is there a choice of health insurance benefits: benefits tend to be standardized in a particular geographic area, although in many countries it is possible to purchase some form of supplemental coverage and in almost all one can purchase services privately rather than go through the national health care system. One of the key differences between the US and other countries concerns choice of health plan or health insurance. The US is unique in giving so many people a choice of health plan. In other countries there tends to be only one 30
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 choice in a particular region, or if there are more, people are assigned to one based on factors such as occupation.16 All countries allow a choice of physician but not of hospital. More common is a system of regionalization, where only one hospital in an area provides a particular procedure, and/or separate hospital-based and office-based physicians so that the latter do not have the privilege of treating inpatients. Finally, all developed countries do allow a large degree of consumer choice with respect to specific medical interventions. Choice is limited outside of the US in certain ways, however. Although rarely done explicitly, services are sometimes rationed through such things as long queues that result from restrictions on the supply of providers or medical technologies. What can we make of these substantial differences across countries in the degree of choice given to consumers? I would contend that they are emblematic of the two major differences between the US health care system and that of most other countries: • There is much more concern about equity in health care services in other countries than in the US. • More so than in other countries, the US seeks efficiency in health care services through markets (although many would argue that it doesn’t succeed in this regard). Equity The relative lack of choices in other countries, as compared to the US, strongly reflects their concerns about equity. Universal coverage implies a lack of individual choice about whether to have coverage (and whether to pay for it through higher taxes), but makes health care services affordable to the entire population. Similarly, for most basic health care services, copayments are low, another way of transferring incomes from the healthy to the sick. The fact that there tend to be uniform health insurance benefits is also symptomatic of less choice, but it results in most of the population having comparable coverage. Finally, the lack of hospital competition in most countries, coupled with strong limits on the diffusion of medical technology, also reduces choice, but in doing so, puts most citizens on a relatively level playing field when seeking health services. Choice is a hallmark of the US system but it has resulted in larger inequities than in other countries. About 18 percent of the population under age 65 is uninsured, and, adjusting for health status, use far fewer services. Furthermore, those without insurance and others who are disadvantaged have less access to state-of-the-art medical care services (Wenneker, Weismann, and Epstein 1990; Braveman et al. 1991). These differences among choice offerings, and the resulting impact on equity, can be illustrated in a number of ways. Research on views about 31
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 equity in several developed countries, conducted by Eddy van Doorslaer, Adam Wagstaff, and their colleagues, shows the importance of equity in the health care systems of many developed countries (van Doorslaer, Wagstaff, and Rutten 1993). They conclude that, There appears to be broad agreement…among policy-makers in at least eight of the nine European countries [studied] that payment towards health care should be related to ability to pay rather than to use of medical facilities. Policymakers in all nine European countries also appear to be committed to the notion that all citizens should have access to health care. In many countries this is taken further, it being made clear that access to and receipt of health care should depend on need, rather than ability to pay. (Wagstaff and van Doorslaer 1992:363) Further differences between the US and other countries in this regard are illustrated through survey results reported on by Robert Blendon and his colleagues. The study found that only 23 percent of Americans agreed with the statement, ‘It is the responsibility of the government to take care of the very poor people who can’t take care of themselves.’ The numbers for other countries were considerably higher: 50 percent of Germans agreed with the statement, as did 56 percent of Poles, 62 percent of British and French, 66 percent of Italians, and 71 percent of Spaniards (Blendon et al. 1995). Although it is always risky to make generalizations across countries, these numbers (and others that could have been cited) graphically illustrate the very different social ethics that exist in the US vs. elsewhere. In a country like the US in which communitarian values are weak and markets are relied upon to distribute so-called ‘merit goods’ like health care, enacting reform like universal coverage is extraordinarily difficult. To do so it probably will be necessary for there to be a change in the prevailing social ethic, or—and this is perhaps the more likely route—to elect officials with this ethic who have the ability to pull the populace along with them. Markets Although a number of countries are experimenting with so called ‘internal markets’ in health care, no developed country has gone as far as the US in relying on markets to bring about economic efficiency in the delivery of health care services. Again, these differences stem, in large part, from the amount of choice offered consumers in different countries. It is also indicative perhaps of a larger degree of paternalism—and the greater sense of social justice—in health care outside of the US. Markets encourage efficiency by relying on consumers to make informed choices. The use of markets goes hand-in-hand with a reliance on so-called 32
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 ‘demand-side’ policies. In the US, demand side policies that rely on consumers making such choices are more common than in other countries. In particular, the choice of health plan is designed to provide strong incentives for plans to keep costs down and quality up; the choice of hospital (which is often limited by the health plan) is also designed to encourage them to act efficiently. Equally important is the reliance on patient cost-sharing in the US, which allows consumers to choose whether or not a particular service is worth the price. Most other developed countries have, in contrast, relied on ‘supply-side’ policies in their health care systems. (This is not to say that the US has eschewed these policies; rather, both demand- and supply-side policies are used simultaneously.) One can only go so far in generalizing about different countries because there are substantial differences among them, but there are some common threads. One commonality is the use of global budgets, which ‘tend to be prospectively set caps on spending for some portion of the health care industry’ (Wolfe and Moran 1993:55). The exact meaning, however, varies country to country. In some countries, such as Canada, hospitals receive an annual global budget to cover their entire operating budget. In Germany, there are regional budgets for different types of physician services. Regardless, global budgets imply a reliance on decisions made by officials other than the ultimate consumer of health care services. Global budgeting has not been used in isolation, however. Most countries employ other supply-side policies. One of the most common is the control of the diffusion of medical technologies, which has limited their availability. This again reduces consumer choice, either directly or indirectly if it results in long queues to receive services. More generally, many countries rely on their monopsony17 power over provider payments and other aspects of the system such as technology diffusion (Evans 1983, 1990). This holds true not only in Canada, but in Europe as well, where Brian Abel-Smith (1992) concluded his analysis of European systems by stating: The main message from the experience of the European Community is that it is technically possible to control health care costs by government regulation of supply rather than demand, particularly by applying budgets to hospitals…The key to Europe’s success is the use of monopsony power whereby one purchaser dominates the market, and not just the hospital market. Where there are many purchasers, as in Germany, they are forced to act together. Because the insurers are not allowed more revenue, either from tax or contributions, and because what they can charge the insured in copayments is centrally determined, they are forced either to confront providers or to ration their allowable resources. In most countries this does not lead to lines of patients waiting for treatment. (414) 33
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 As in the other instances, the use of monopsony indicates that someone other than the consumer is making key choices in health care—although almost never in the choice of primary care provider. Summary Consumers are granted a greater range of choices in the United States than in other countries, although some of their choices—e.g. choosing to be in a closed-panel HMO—may limit subsequent choices such as the hospital to which they go. Generally speaking, individuals in the US can choose whether or not to have health insurance, and often can choose the benefits provided by health insurance and the particular health plan—choices that generally are not offered in other countries. In addition, the US also tends to give more choice of hospital. Other countries have chosen to limit these choices; such a limitation on choice might not only enhance equity but increase efficiency as well. Although most of this paper has focused on problems inherent in allowing consumer choice in health care, one cannot conclude from it that the current level of choice, or even more choice, is undesirable. I have not provided a parallel analysis of the problems inherent in the alternative: that is, allowing another entity, such as government, to make the choices. The reason for my focus is the general belief that choice is nearly always good; I have tried to show that in health care, this is not necessarily the case. It is my hope that a better understanding of where choice in health care is advantageous and where it may not be, as well as how different countries’ health care systems are built around these different conceptions of choice, will help stimulate more thinking on the advisability of alternative ways of reforming health care systems, both in the US and abroad. Acknowledgment Versions of this paper were presented at the session, ‘The value base in health economics,’ at the International Health Economic Association Meetings, Rotterdam, Netherlands, June 1999, and at a seminar in the Department of Health Services, UCLA School of Public Health, Los Angeles, California, USA, February 2000. I am grateful to Robert Valdez for providing extensive comments on a draft. Notes 1 One is that a welfarist approach does not allow us to distinguish between different qualities of utility. If an individual derives utility from something, even if it is as base as the unhappiness of others, that counts as much as more lofty desires. Sen also criticizes this conception as overly materialistic, being based on
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 the goods and services one uses rather than any factors that are perhaps more important in making people’s lives seem worthwhile. This conclusion, of course, relies on many assumptions, some of which are discussed in the next section. For an analysis of a full list of such assumptions and their application to health care, see Rice (1998). Curiously, as plausible as this may seem in many circumstances, it is contrary to the conventional economic theory. Under the theory, it is the goods themselves, rather than how they were obtained, that is the sole determinant of individual welfare (Hahnel and Albert 1990). In this regard, two of the key criticisms of monopolies are they charge more than would be charged in a competitive marketplace, and they have less incentive to be innovative. When firms have competitors they do not have these luxuries. Not all economists agree with this; some, for example, have tried to show that many seemingly self-destructive human behaviors, such as drug addiction and even suicide, are the result of utility maximizing decisions. Using what they call ‘rational addiction’ theory, Becker and Murphy (1988) state that ‘addictions, even strong ones, are usually rational in the sense of involving forward-looking maximization with stable preferences’ (675), and that even though unhappy people often become addicted, ‘they would be even more unhappy if they were prevented from consuming the addictive goods’ (691). Thaler also suggests that this is consistent with current theories of brain functioning: ‘The prefrontal cortex has been called the “executive of the brain” and has been identified as the location of rational thought and planning. The planner in our model represents the prefrontal cortex. The prefrontal cortex continually interfaces with the limbic system, which is responsible for the generation of emotions. The doer in our model represents the limbic system. It is well known that self-control phenomena center on the interaction between the prefrontal cortex and the limbic system’ (93). Thanks to Robert Valdez for suggesting this point. See Rice (1998) for a review of evidence on this. Nyman (1999) points out another important advantage of health insurance: it allows individuals to afford purchasing expensive care that otherwise would be out of reach financially. For a critique of this conception of welfare loss, see Rice (1998:81–93). As explained by Elliot Aronson (1972), ‘cognitive dissonance is a state of tension that occurs when an individual simultaneously holds two cognitions (ideas, attitudes, beliefs, opinions) that are psychologically inconsistent…Because [its] occurrence…is unpleasant, people are motivated to reduce it’ (92–93). There are instances in which additional benefits will not increase overall costs. This can occur when, say, a new insured benefit substitutes for another covered service, or when the use of the new benefit reduces treatment costs in the future. Chernew and Scanlon (1998) write, ‘the experience in one large company indicates that employees do not appear to respond strongly to plan performance measures, even when the labeling and dissemination were intended to facilitate their use’ (19). In addition, there is some evidence to indicate that individuals with chronic conditions fare worse in managed care than in fee-for-service medicine (Ware et al. 1996). They write, ‘using data prior to the release of the report cards, Yip found that the market for CABG surgery in New York State tended to become increasingly concentrated over time (i.e. surgeons with high market shares
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 experienced disproportionate growth in market share). Because CABG surgery volume is likely to be inversely correlated with mortality, baseline market share is a potential confounding factor in Mukamel and Mushlin’s analysis’ (943). 16 Even countries that have embarked on reform using some of the tools of managed competition (e.g. Switzerland and the Netherlands) do not allow individuals to choose among alternative insurers. 17 A monopsony occurs when there is only one buyer of a particular product (here, health care).
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 2 COMMUNITARIANISM AND HEALTH ECONOMICS Gavin Mooney
 
 Victorious in the battles he has fought, man looks on a world depopulated of protective powers, and is astonished at his victory…No voice of those that are no more is prolonged into the life of those still living, and the voice of the living must soon be engulfed by the same eternal silence. What shall man do, without memory, without hope, between the past which abandons him and the future which is closed before him? Benjamin Constant Plant a stake crowned with flowers in the middle of a square; gather the people together there, and you will have a festival. Do better yet; let the spectators become an entertainment to themselves; do it so that each sees and loves himself in the others so that all will be better united. Jean-Jacques Rousseau
 
 Introduction This chapter first mounts a partial critique of certain value aspects of current health economics. Thereafter it proposes some possible routes for developing the value base of health economics with the intention of reassessing the project of health economists, especially in the context of health care services (rather than health more widely). In so far as questions of values, the choosing of values and the eliciting of values underlie much of the emphasis of the paper, it echoes some of the sentiments expressed by Fuchs (1996) in a recent address to the American Economic Association Conference when he reviewed the state of the art of health economics. He suggested that as health economists ‘we must pay more attention to values than we have in the past. Through skilful analysis of the interactions between values and the conclusions of positive research, we will be able to contribute more effectively to public policy debates.’ The point is endorsed by Reinhardt (1992). He writes that ‘to begin an exploration of alternative proposals for the reform of
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 our [US] health system without first setting forth explicitly, and very clearly, the social values to which the reformed system is likely to adhere strikes at least this author as patently inefficient; it is a waste of time’. Reinhardt continues: ‘Would it not be more efficient to explore the relative efficiency of alternative proposals that do conform to widely shared social values?’ There is a recognition by other health economists that there are important unresolved value questions underlying the sub-discipline of health economics as it currently is that are not being aired or investigated adequately. Tom Rice’s book, The Economics of Health Care Reconsidered (1998), provides an excellent critique of neoclassical health economics. In a review of that for Health Economics, I wrote that there was now a need to put something reasonably comprehensive in its place. It is not that there is no alternative available but there is a need for something more cohesive and comprehensive. I suggested that, as Rice had done the critique, it was for others to pitch in and help to undertake the rebuilding. It then struck me that I should at least try to make a contribution. Further, working with my SPHERe (Social and Public Health Economics Research Group) colleagues, Steve Jan and Virginia Wiseman, in Aboriginal health in particular but also in health service priority setting and the eliciting of community values, has made me appreciate better the deficiencies in some of the techniques we as health economists are currently using. It has also allowed me to get some inklings into ways, if not of overcoming, at least perhaps of addressing, some of these deficiencies. Ethics, values and a constitution There is a growing recognition within economics that we cannot continue to ignore the moral or ethical foundations of our discipline. Such recognition is clearly not new; Adam Smith was Professor of Moral Philosophy when he wrote The Wealth of Nations (1776). For much of the time since then, and certainly in most of this century, concerns by economists about moral sentiments and ethics have been at best muted. (The debate started by Titmuss in the 1970s about the nature of altruism in the context of blood donation is something of an exception. See Titmuss 1971.) Outstanding in this context is the work by Hausman and McPherson (1993) who pose such questions as: ‘What is the moral basis of a concern with efficiency? Is it really less controversial than the moral commitments that lie behind notions of equity? What do economists presuppose when they factor questions of economic welfare into questions of efficiency and questions of equity? Can these moral suppositions be sustained?’ There is also a need for economists to consider the questions of the origin and the formulation of preferences. Economists normally take preferences as givens and not the subject of inquiry; for example, as to whether they are 41
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 rational or not. We argue from an assumption of completeness—an issue specifically in formation of health status preferences that Alan Shiell in SPHERe is currently investigating. Notably, preferences over beliefs are typically not investigated by economists (but see the discussion of Akerlof and Dickens 1982, below). It is this lack of concern with the formulation of preferences in general and over beliefs in particular that perhaps more than anything explains the relative lack of interest in moral and ethical matters by economists. As Hausman and McPherson point out: ‘utility theory places no constraints on what individuals may want’ and they argue that it cannot be viewed as a positive theory ‘without further assumptions concerning the extent to which people are rational, and it is not merely a model or definition, because rationality is itself a normative notion’. The need to accept the importance of ethics in economics is also the focus of work by Hurley (1998) when he writes: ‘economists…who conduct evaluative economic analyses must appreciate more deeply that such analyses are inherently exercises in social ethics…The development of methods for such…analyses needs to occur in conversation with the broader literature on social ethics and moral philosophy.’ In principle there are a number of possible ways forward here, all of which result in some questioning of utility theory. For example the work of Sen (1985a) on functionings and capabilities (and as partly reflected in the work of Culyer 1989 on extra-welfarism in health economics) is one. It is also to be noted that one clear potential advantage of utility theory which results in many economists hanging on to it is the measurability that it allows. Yet as Sen has remarked on this front, ‘it is better to be vaguely right than precisely wrong’. The ‘bounded rationality’ of Williamson (1975) and others is another option, as are the multiple utility functions of Margolis (1982). Moving beyond consequentialism and taking account of process utility is also a possibility. Considering a more communitarian rather than an overtly individualistic liberal basis on which to build may prove useful (Mooney 1998a). Questions of rights to, claims over and needs for health care also require to be teased out—as do the links between them. Specifically concerning rights, as Hausman and McPherson (1993) state, ‘On instrumental or consequentialist views, the problem of rights articulation can be formulated as one of selecting rules that maximise good consequences.’ They go on to suggest, however: ‘This is straightforward in principle, although difficult problems of strategic coordination may arise in devising effective rules.’ This issue of devising effective values—what I have called ‘a constitution’ (following Kemp and Asimakopulos 1952)—is discussed in more detail below. Sen’s approach to rights is also potentially useful—that the degree of goodness of a state of affairs varies with the perspective of the evaluator (Sen 1985b). The work of Buchanan (1986) on ‘constitutional’ choices is highly pertinent with consideration of choices about setting the general rules of the 42
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 game. As Brennan and Buchanan (1985) argue: ‘if rules influence outcomes and if some outcomes are “better” than others, it follows that to the extent that rules can be chosen, the study and analysis of comparative rules and institutions become proper objects of our attention’. This notion of a ‘constitution’—which (even if the language has changed) dates back to the ‘laws and institutions’ of Adam Smith (1759)—is central. As Vanberg (1994) describes it, ‘the constitutional paradigm…reverses…the logic of the goal paradigm. Instead of concentrating on the ‘goals that organizational action is supposedly directed at, it draws attention to the procedural foundations that organizational action is based upon’. A somewhat related point is made by Evans (1998): ‘we can set up an analytical framework postulating that consumer behaviour can be represented as the outcome of maximizing some objective function, but the framework tells us nothing at all about the arguments of the objective function’. This chapter is part of a wider programme of work which has the intention of investigating these various ideas (and others) to see what progress can be made in clarifying the value base for health economics. This programme, if not wholly comprehensive, is at least more cohesive and consistent than the body of ideas which currently exist. It is worth recalling the recognition that Adam Smith (1759) gave to the need for rules, essentially social or community rules. Smith wrote: ‘without regard to…general rules…what would become of the duties of justice, of truth, of chastity, of fidelity…?…upon the tolerable observance of these duties, depends the very existence of human society, which would crumble into nothing if mankind were not generally impressed with a reverence for those important rules of conduct’. Building more comprehensively At least two forms of health economics are open to critique: that based on the market and, related to that, the form of health economics that has grown up with an acceptance that the market in health care fails. This latter school of thought can be placed under the umbrella of what is often referred to as ‘extra-welfarism’—but only partly so. A major driving force of this chapter is a recognition that, first, the market fails in health care and, second, there is little systematic building of an alternative paradigm for health economics. This is not to discount the work of health economists but to point to the need to build more comprehensively on the work that has been done. Agency issues Most health economists would probably agree about the centrality of the agency relationship. There is disagreement however as to (a) who the decision maker is and (b) whether there is more than health in the patient’s 43
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 utility function. Indeed agency in health economics seems very much a descriptive technique rather than an analytical tool. It remains (oddly) a black box, recognized as central but analytically largely empty. Certainly it has provided a basis for much of the work by health economists on supplier induced demand (SID). While this is important in the discussion of whether markets fail or not—perhaps the litmus test—there are two problems with SID (Mooney 1994a). First, it is empirically almost impossible to provide proof of its existence; and second, even if that could be done, it is doubtful if such proof would be especially useful in informing policy. This is simply because the question of SID is secondary to that of what incentives more generally are needed to get doctors to behave in ways that the community wants them to behave. It is this which is a major issue. There are two forms of agency present for health care professionals, especially doctors—the individual patient/individual doctor and the doctor on behalf of some wider grouping—the functioning of both of which will depend, at least in part, on the financing arrangements. As Evans (1984) states: ‘Optimal resource allocation requires the physician to act as agent, not only of her patient, but of the wider society as well.’ What is interesting at this wider level is how little concerned health economists have been with what the objective(s) might be that doctors (and other health care professionals) are supposed to be pursuing for that wider society. At the individual agency level there may again be a need to depart from more standard analyses. For example, Akerlof and Dickens (1982) have suggested that the application of cognitive dissonance theory within an economic model may help to explain certain economic behaviour better than standard models. They argue: ‘First, persons not only have preferences over states of the world, but also over beliefs about states of the world. Second, persons have some control over their beliefs.’ In health care the formation of beliefs and perhaps also preferences can almost certainly be influenced by the agent doctor. Cognitive dissonance theory thus raises questions how best to formulate agency in health care. There is a basis here for reappraising agency as it has to date been used in health economics not just at the individual level but (even more so) at the wider level as well, i.e. in terms of preferences for what health care systems are about. Preference issues There has been perhaps too little concern with problems of ‘fuzziness’ in the formulation of the preferences for health. In general there is little recognition of the context in which the agency relationship takes place. There is a need to link agency more formally to issues of need, the problems of ill-formed preferences, the ideas of Frankfurt (1971) of different levels or different orders of preferences (see Mooney 1998a) and how preferences in health care are formed. Just how need relates to such considerations as rights to 44
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 health care and rights to health and to the notion of ‘claims’ (see below) also needs to be teased out. Extra welfarism shares with welfarism the idea that tastes are given. In a more general context, Boulding (1969), in an AEA presidential address, disputes this: ‘personal tastes are learned, in the matrix of a culture or a subculture in which we grow up, by very much the same kind of process by which we learn our common values. Purely personal tastes…can only survive in a culture which tolerates them, that is, which has a common value that private tastes of certain kinds should be allowed.’ He continues: ‘One of the most peculiar illusions of economists is a doctrine that might be called the Immaculate Conception of the Indifference Curve, that is, that tastes are simply given, and that we cannot inquire into the process by which they are formed.’ He suggests also that while too often economics ignores other values, such as ‘the larger issues of malevolence and benevolence, the sense of community and so on’, there is no technical reason why these values could not be embraced. Boulding argues that there is a second criticism of the economic ethic. This one would appear to me to be yet more worrying. He states that, in making decisions, ‘we are faced with two very different frameworks of judgement. The first of these is the economic ethic of total cost benefit analysis. It is an ethic of being sensible, rational, whatever we want to call it. It is an ethic of calculation…an ethic which depends on the development of measurement and numbers.’ He continues: ‘This type of decision making however does not exhaust the immense complexities of the human organisms and we have to recognize that there is in the world another type of decision making in which the decision maker effects something, not because of the effects that it will have, but because of what he “is”, that is, how he perceives his own identity.’ He concludes: ‘The attack on economics is an attack on calculatedness.’ Much legitimate effort has gone into the development of the measurement of health status and in particular quality-adjusted life-years (QALYs). Unfortunately, measuring health seems largely to have precluded measuring almost all other possible outputs or outcomes of health services (although this is beginning to change—see for example Ryan 1998 and Salkeld 1998). QALYs are determined according to individuals’ stated preferences for extensions of life vs. improved quality of life. The finer details of QALYs do not matter in the context of this chapter but two points do need to be made. First, individual preferences are used to elicit such weights. Second, when QALYs are used, then some averaging of the emerging preferences is made and variations in preferences for own health states are not allowed to count. (This is based on some ‘external judgment’ although it is not clear where this ‘external judgment’ comes from.) This means that in most instances it is assumed that a QALY is a QALY is a QALY. Work by Williams (1978), Nord (1994) and Mooney et al. (1999) has begun to question whether the weights 45
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 attached to such QALYs might vary according to social preferences depending on who the recipients are (e.g. rich vs. poor). Underlying such work and assumptions are two key questions: whether individual preferences are to count and, more fundamentally, whether society has a preference for such preferences to count. As Rice (1998) has put at least part of the question here: ‘do people know what is good for them?’, and implicitly asks: ‘isn’t it time we found out?’ Yet more to the point perhaps is the question: do people want their preferences to count? Research by economists on this matter seems overdue. (One of my SPHERe colleagues, Virginia Wiseman, is about to investigate this in various different contexts.) If people as patients do not want their preferences over individual health care choices to count, does that not again pose the question of whether, nonetheless, people as a community might not as a minimum want to be involved in determining the decision rules or constitution which might be used to guide the allocation of health care resource allocation? As Culyer (1989) acknowledges, extra-welfarism is based on some of the ideas from Sen. Culyer’s interpretation of Sen’s work, however, appears somewhat conservative and there is scope for taking yet more facets of Sen’s theories and incorporating them more fundamentally in health economics. These aspects include his concepts of commitment and capabilities; his critique of utilitarianism and of consequentialism more generally; and especially the issue of some individuals’ inability to manage desire adequately. Extra-welfarism also includes the notion of maximization of something. Sen (1992), however, expresses reservations about the attempted all-embracing pursuit of quantification. First, he argues against what he calls ‘over-completeness’, suggesting that ‘ “waiting for toto” may not be a cunning strategy’. Second, it remains consequentialist. Third, there is no agreement (because the question is not asked) as to whose preferences are to count in determining the ‘legitimate’ objectives of any health care system or specific intervention. Originally extra-welfarism appeared ‘monist’ (to use the terminology of Hurley 1998), with only health being considered relevant, but a broader form of extra-welfarism now seems capable of incorporating more into the objective function of both patients and health care systems (Culyer 1998). Fourth, extra-welfarism does not reflect adequately on the social or community or—more fundamentally still—‘communitarian’ (see below) concepts of either health or health care. Fifth, it plays down the question of individuals’ differing preferences and at the same time does not acknowledge the potential problems associated with overruling such individual preferences. (For example, ceteris paribus, people who attend for screening are likely to value their health differently from those who do not.) Health economists have tended to assume or postulate objectives which, while they may seem eminently reasonable, are seldom validated. It is difficult to defend the idea that it is for health economists to set the objectives of the health services which we seek to evaluate. We may want to persuade 46
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 and cajole others to set objectives. To progress far without that is problematical. Also, even if it is accepted that health services are about health—and that seems difficult to argue against!—there is a jump then in moving to argue (a) that they are about health only and (b) that they are about health maximization. While a quantifiable objective for the purposes of monitoring whether progress is occurring is desirable, it is less clear that such an operational goal should take precedence over what might otherwise be seen as the true goal—even if not quantifiable—of health services. There is a danger that the desire for quantification and supposed rigour becomes the thief of truth. Looking forward Communitarian claims A non-consequentialist—it may be better to dub this ‘beyond consequentialist’—approach is needed in reappraising the value base of health economics. Various possibilities are available. In the rest of this chapter I want to concentrate on just one: the notion of a constitution for health services. Leading into this is, I think, best done through ‘communitarian claims’ (Mooney 1998a), although other routes are possible. Communitarians, not surprisingly, place the community at the centre of their analyses and their value system. Community can be defined in various different ways but perhaps most satisfactorily as a group of people with some common life through reciprocal relationships. This can be a physical or geographical community but it can also be a professional one, a particular pressure group and, indeed, many social organizational structures would fit the definition of ‘community’ in communitarianism. Communitarians emphasize the social and community aspects of life, arguing in essence that life, identity and relationships are all communally based. Communitarianism is at odds with the atomism of modern liberalism and its idea of a ‘disembodied’ self. There is a value to the community per se and a value in being a part of—being embodied in—the community. Communitarianism can be both prescriptive and descriptive. It is prescriptive in that it assumes that life will be better if we allow communitarian and public values to guide our lives. It is descriptive in the sense that communitarians believe that this social self is a truer reflection of how individuals actually are. In their understanding of the construction of society, communitarians reject both a bottom-up approach—an aggregation of atomistic discrete individuals—and a top-down one—an imposed authoritarian regime—on the grounds that both fail. Social institutions can be valued for themselves and not just for what they produce as outcomes or consequences. With respect to the notion of claims, Broome (1991) has proposed that a claim to a good involves a duty that a candidate for that good should in fact 47
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 have it. His analysis concentrates on claims as a basis for fairness. I have previously suggested (Mooney 1998a) that this notion can be extended to include concerns for both efficiency and fairness and that the concept of ‘communitarian claims’ may be helpful in deciding how best to allocate society’s scarce resources in the specific context of health care. Such communitarian claims ‘recognise first that the duty is owed by the community of which the candidate is a member and secondly that the carrying out of this duty is not just instrumental but is good in itself’ (Mooney 1998b). Anderson’s expressive theory The expressive theory of Anderson (1993) may also provide a useful base on which to build. She argues: An expressive theory defines rational action as action that adequately expresses our rational attitudes toward people and other intrinsically valuable things. According to the rational attitude theory of value, something is valuable if and only if it is rational for someone to value it, to assume a favorable attitude toward it. And to adequately care about something requires that one express one’s valuations in the world, to embody them in some social reality. This is a demand of self-understanding. Anderson suggests that the social aspect of the expressive theory reflects not a conventionalist but an anti-individualist theory of rationality. It claims that individuals are not self-sufficient bearers of practical reason: they require a context of social norms to express their attitudes adequately and intelligibly in action, to express them in ways others can grasp. In her theory, as compared with consequentialist theories, she states that the latter ‘recognize just one norm for action—that it maximize intrinsic value’ while, by contrast, ‘expressive theories recognize a wide variety of norms, which have several features that are puzzling from a consequentialist point of view: they are intentional, backward looking, distributive, and noninstrumental’. What emerge from this theory are a number of important issues, three of which will be highlighted here as particularly germane to the value base of health economics. First, the idea of an expressive theory understands values in terms of what might be described as the embeddedness of communitarianism and the ‘atmosphere’ of the institutionalists. Second, and related to the first point, the theory is clearly non-consequentialist. Third, it supports the view that a greater element of democratization is needed than currently obtains in economic evaluation in health care (under the banner of 48
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 either CUA—cost-utility analysis—or CBA—cost-benefit analysis). Part of the problem here is that insufficient thought has been given to the value base of CBA when we allow for the presence of an agent in health care; it has been assumed that market failure is based only on information asymmetry and (as discussed earlier) these assumptions do not extend to take account of the problems of preferences—and indeed ill-formed or even unformed or unformulated preferences for health. A wider problem with CBA at present is that while many analysts are prepared to argue that greater democratization in the evaluation process would be ‘a good thing’, so that there could be more participation and also a possibility of extending the value base beyond simply an ‘imposed’ willingness-to-pay model, such an option is often dismissed as being too costly and too time consuming. Institutionalist economics The ‘institutionalise’ economics school appears to provide a basis for allowing Anderson’s theory to be translated into practice. A suitable marriage is possible, as that institutionalist school echoes Anderson’s theory (although it seems that they have not previously been linked in the literature). This is especially true with respect to the importance of process and context (or ‘atmosphere’ as Williamson 1975 calls it), i.e. that the institutions in which economic activity occurs are not to be considered neutral in the evaluative processes. That branch of institutionalist economics which has been called ‘constitutional economies’ is highly pertinent. This is normally seen in the context of organizations where there is, as Vanberg (1994) describes it, ‘an exchange of commitments among the contracting parties to accept certain constraints on their future choice options’. Even more directly relevant is what Vanberg calls the ‘constitutional perspective’. This, he suggests, emphasizes ‘the fact that two different aspects of the issue need to be separated: first, the question of to whom the organization’s constitution assigns rights to take part in organizational decisions, and, second, the question of whose interests are de facto taken into account by those who are authorized to make organizational decisions’. He continues: ‘The first question refers to the procedural rules by which decisions on organizational matters are made, in particular, decisions on how the pooled resources are to be used…The second question refers to the factual constraints faced by those who are entitled…to take part in organizational decisions.’ (It is interesting to note here, given the recent tendency to refer to patients as ‘customers’ or ‘consumers’, that Vanberg argues that, in this context, ‘the customers of a firm typically are not members of the organization and have no constitutional rights to be included in the firm’s decision making process’. Yet, nevertheless, their interests are an obvious major constraint on those to whom the constitution of the firm assigns decision making rights. 49
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 Using communitarian claims accepts that more democracy is ‘a good thing’ but not necessarily concerning the whole value system or the whole set of values to be used. Rather, these claims can be used to allow a democratic setting of the principles of health care (essentially what it is that citizens or the community wants from its health service—as I have previously argued: Mooney 1994b). They can then be used as a guide for the policy makers to pursue the objectives and operational goals of the health service with whatever resources society puts at their disposal. Specifically on this point about the basis of social choice, Bergson (1954), one of the fathers of welfare economics states (a sentiment endorsed by Arrow 1963): ‘the problem is to counsel not citizens generally but public officials…[The official’s] one aim in life is to implement the values of other citizens as given by some rules of collective decision making’ (emphasis added). This does not mean that citizens need to be asked to express their values or preferences for every public service good but, rather, to be involved in setting the rules for collective decision making or what I have described above as a constitution. The key here relates to the question that economists in welfare economics have been grappling with for generations, i.e. the nature of the social welfare function. It would appear too that there is a basis here for a rational consideration of how best to fund health services. This is an issue that ought to be resolved subsequent to sorting out the objectives of health care and not, as seems too often to be the case, in Australia at least, prior to that debate and decision. I do not mean to suggest that there has been no work done in looking at what citizens might want from their health services—for example, in Australia the work of Nord and Richardson on this front is highly relevant (see, for example, Nord et al. 1995). That research is limited and in some other instances not well based. It is also the case that the questions of whether we can get at ‘community’ values, and whether (as, for example, communitarians would tend to argue) these are different from the aggregation of individual citizen values, are very much under-researched. Individualism and community The dominant paradigm in health economics remains individualistic, whether welfarist or extra-welfarist. For the former this needs no explanation, but for the latter it may. The extra-welfarist perspective is individualistic in the sense that individuals are approached in an individual context to indicate how they value different dimensions of health. Aggregation of these individual values does occur but only through some averaging procedure. The nearest one gets to a ‘constitution’ in this context is assumptions about the maximization of health: it is simply the sum of the parts. There is certainly some external notion that it is only health that is in the constitution and then, in turn, that health is to be maximized. It is not clear in extra-welfarism whence this posited ‘constitution’ is derived. 50
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 There can be little doubt that the only possible source of values, or at least of valuing, is people. I make this (possibly rather obvious) point because, since I embarked on critiquing health economics from this standpoint, I have met with puzzlement over some of my ideas. At least some of that puzzlement arises from a concern that I am arguing against the notion of people being the valuers. The issue, however, is not whether people are to be the valuers. They must be. It is which people and, perhaps as important, in what context. The communitarian would argue for individuals being valuers as long as these individuals are allowed to reflect their history and their community (however they define them). Values, in other words, are context specific. (The quotes used at the beginning of this chapter attempt to reflect on this from, first, the perspective of liberal individualism—even atomism— expressed by Constant 1988 and, second, the more communitarian perspective of Rousseau 1968.) Vanberg (1994) distinguishes between three paradigms in studying organizations: the exchange paradigm, the goal paradigm and the constitutional paradigm. The market is the best example of the exchange paradigm. On the goal paradigm (which is one that I have been tending to support in recent years but, I now think, perhaps somewhat inappropriately or unhelpfully), Vanberg makes the following point: What gives the [goal] paradigm its apparent plausibility is probably the fact that it is for us the natural and unquestioned way of interpreting the actions of an individual human actor. Just as we take it for granted that a person’s actions can be understood in terms of his or her goals we are inclined to suppose that organized collective action can equally be understood in terms of goals pursued by such action. Yet, whatever may be said about the fruitfulness of the goal paradigm in the study of individual human behaviour…it is of questionable value when applied to organized collective action…The seemingly solid agreement on the relevance of the concept [in the relevant literature] appears to become meaningless as more serious efforts are made to specify its content… Advocates of the ‘goal paradigm’ seem to face a dilemma: they insist that the concept of an organizational goal is indispensable, but are unable to define clearly the concept without reifying the organization. Of late I have tended to advocate the setting of goals. Increasingly, however, I recognize that such setting is certainly difficult and perhaps almost impossible for health services—at least on an informed and rational basis. The constitutional paradigm takes as its value base the idea of ‘the procedural foundations that organizational action is based upon’. This shifts the emphasis away from the setting of goals, and also allows the community to be involved with a relatively low information base in determining, 51
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 according to their preferences, the social rules on which the policy makers are to run the service. It is worth quoting Buchanan and Vanberg (1994) at length on informational requirements, as it is this essentially empirical matter that is, perhaps, most commonly put forward as a reason for not going down the road of eliciting the values from the community: As one moves from collective choice among alternative constitutions, to collective choice among constitutional experts to, finally, individual choice among alternative constitutional arrangements, not only are the informational requirements for an intelligent choice dramatically reduced, the individual’s incentives for making an informed choice significantly increase. While it may be very difficult to predict reliably the working properties of alternative constitutional rules, and also difficult to assess the true competence of constitutional experts, individuals will have fewer difficulties in assessing the relevant working properties of actually operating constitutional systems. And as they individually and separately choose their own ‘constitutional environment’ they also have much more reason to make an informed choice, compared to their participation in a collective choice among constitutional rules or among constitutional experts. We have here a way out of the dilemma of wanting to bring public preferences into health service decision making without all the complexities and costs of an Athenian-style democracy. We can use the community voice to set the constitution and leave the ‘experts’ to operationalize the constitution. Where the dividing line comes is at best fuzzy. What is covered by the operationalization experts is in a sense the ‘nitty gritty’ of policy. What constitutes the nitty gritty needs to be established in the constitution. It is interesting to note, when set out like this, that so little work has been done by economists in looking at the context of preferences in health care—especially in the area of health status valuation where most work on valuing has been done. There is some, especially in the work of Nord (1994) and in the more general, if limited, research on the relationship between objective and subjective measures of health, where context—especially social context—is brought into the equation. Again, the issue of the context in which individuals might want their values to count is too little researched. The question of when individuals’ or community preferences are to count is best determined by the individuals or the community. In SPHERe we are currently planning a study which will do two things. First, it will examine whether individuals in different contexts want their preferences and the community’s preferences to count. Second, in the light of what these preferences are, the individuals and the community 52
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 will again be asked if and when they want the community’s preferences to count. It is studies like these that will assist in determining what is ‘constitutional’ and what is ‘operational’. There is a ‘fudging’ in what I have said so far in this chapter, with regard to any distinction between community and the aggregation of individuals. It is my hypothesis that, ideally, the community is defined as more than simply the sum of its parts. Yet, while I suspect that many would agree, the question of how to elicit and measure community preferences remains at best unresolved. The worry is that it is unresolvable. There is a prior question. What do we mean by community? It is noteworthy that economists all too seldom address this question. When we do, we restrict our efforts to some rather simplistic ‘economies of one’, or a Benthamite social welfare function which is simply the sum of the parts where each counts as one. If we look at other social sciences and, indeed, other disciplines the situation is different. A central plank of philosophy lies in balancing the claims of the individual with those of society; the raison d’être of sociology seems to lie in the same question. Social work attempts to deal not only with the problems of individual clients but also with the society which creates those problems. Health promotion recognizes the tension between individual risk-factor interventions and risk conditions as they arise in society (Shiell and Hawe 1996). Amir Ahmadi (1999) argues that because of the functional differentiation of social life and the extreme specialization of social roles, it has become more and more difficult for individuals to identify with intermediate groupings (such as communities). He suggests that it may be less apposite to speak of ‘communities of values’ than of ‘communities of causes’. While I believe it is too early to forsake the notion of a ‘community of values’, seeing health services as a cause has a certain appeal to it. In the context in which I seek to use the term ‘community’, the definition—or, more accurately, clarification—of community by Alan Shiell and Penny Hawe (1996) goes a long way towards what I seek, even if not the whole way. Nonetheless this chapter is not the place to dwell overly on the precise definition of community. Shiell and Hawe suggest that there is a need to recognise the communitarian view that community relations are a feature of individual identity and well-being. Community means more than association or shared location. It also means more than the inclusion of interpersonal effects (externalities) in the individuals’ utility function. The intrinsic and not just the instrumental value of social relationships is important. How to capture this wider view of community, to elicit the preferences of such a community and to measure such preferences I will leave for another 53
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 day. I could argue this on grounds of space. The reality, however, is that, as yet, I have no idea how to go about it. There is a potentially helpful body of literature. The question that worries me in this context is, quite simply: how will I or anyone else know when we have captured community preferences? In any analysis of the community and the individual, the question of the position (and protection?) of individual rights is likely to arise. This, in the context of a communitarian value basis for health care, will be the subject of a later paper. Suffice it to say here that, generally, any system of rights restricts the unilateral power of the state or other social institution. To achieve this there is a need for a constitution, an independent judiciary, bicameral legislation or something of that ilk. Health services are strangely devoid of, and even deny, the need for such an institution to protect individual rights. Constitutionalism The implications of a constitutional approach are potentially many. We can see some of this in the work of Stone (1993). She writes of the differences between social and commercial insurance as follows: ‘Social insurance operates by the logic of solidarity. Its purpose is to guarantee that certain agreed-upon individual needs will be paid for by a community or group.’ With private insurance the logic is different. ‘Those who are sick and need care would come forward to purchase it, but among the sick, only those who could afford it would actually receive care…People who could not afford to buy care would not receive any, regardless of their need for it or ability to benefit from it.’ Such a distinction, which readers might take as so obvious as not to require making, nonetheless raises an important question: How do we choose between these two? Which needs are to be insured against in social insurance? How and by whom are they to be ‘agreed upon’? While over the years we have as a sub-discipline argued forcefully (especially Culyer 1995 and Williams 1978) about the meaning and value of the concept of need, beyond the designation of the valuer as a ‘third party’ the who-is-to-agreeupon-need question is not asked and certainly not answered. It would be the job of the constitution to answer these questions and then to help to decide what formulation of health care system and institutions a society might seek to embrace. My SPHERe colleague Stephen Jan (1998) has examined the merits of a more holistic approach to economic evaluation which is in essence constitutionally based. He argues that ‘broader “non-health” factors ultimately alter the social environment of the community in which these programs are set and, in turn, impact on health’. Jan gives the example, taken from Evans and Stoddart (1990), whereby genetic endowment, physical environment and individual response, as well as the social environment, are incorporated as relevant attributes in the evaluation. 54
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 Jan’s work is aimed primarily at the issues involved in attempting to use economic evaluation in a different culture, in this case the culture of Aboriginal Australians. He writes of one study examining a screening programme for otitis media in Aboriginal infants. In addition to the impact on the hearing of children, he claims that ‘two other potential outcomes were the training and employment given to the Aboriginal health worker and the window of access into the health care system provided to the mothers and families affected by the service’. He adds: ‘Importantly such sources of value were defined by the type of existing problems faced by the community rather than being assumed beforehand.’ Shiell, Hawe and Seymour (1997) endorse the views of ‘some health economists, most notably Erik Nord, who [have] suggested that respondents should be told of the policy implications of the answers they give and allowed to revise their answers accordingly’. They go on to argue that ‘the process of values elicitation can be used to help respondents construct their preferences in the first place’. While these authors are dealing with ex post considerations or, at most, concurrent ones, the equivalent ex ante might be seen as a constitution. It is thus possible to see the idea of a constitution as being a form of preference formation and elicitation. All of this makes life messy for health economist researchers, although I doubt that it does for health policy makers who, in my limited experience of exposing such ideas to them, seem to take some comfort from them. We lose some rigour or—more accurately, and not the same thing—some powers of quantification in adopting this constitutional road. Largely, such a loss is due to the decreased neatness of the ‘objective function’ that is then likely to emerge. Of course, health will be there in the health care constitution. That is what society expects. But I suspect they want more than simply health, and the only way—the only legitimate way—to find this out is to ask them. Amir Ahmadi (1999) has suggested that there is a need for citizens to ‘lay siege’ (Habermas 1997) to the existing institutional machinery, not so as to take it over, but in order to influence its decision making criteria and processes. A constitutional context matters. As Jan describes the context for his holistic approach: ‘a number of themes are constructed out of possibly disparate sources of evidence, e.g. previous case studies, survey data, personal observation. Such themes are then meshed into patterns into which the evaluator seeks to build a holistic picture of reality.’ Wilber and Harrison (1978), however, draw attention to the fact that this ‘technique of contextual validation can never produce the rigorous certainty espoused by logical positivists’. There is a sense in which we have allowed quantification to drive our analyses in health economics. There is a need to rethink and ‘to let the question drive the analysis’, as Hurley (1998) has suggested, ‘rather than simply imposing a pre-determined framework and making the question fit the framework in procrustean fashion’. By implication, Hurley is stating that 55
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 we—health economists—have pre-determined the question. This is not to oppose the rigour provided through quantifiability. Nor is it to argue that what has been valued and quantified to date by health economists has been a waste of our time. Rather, it is to make the case for establishing a constitution which then sets up the questions that we as health economists (as well as others) need to address. Preliminary empirical work Within SPHERe we have begun some preliminary work to investigate this notion of a constitution. To date we have mostly looked at policy makers’ interpretation of what the community understands by ‘constitution,’ although in one instance we have looked beyond at community preferences. I would like to report on tentative findings to date. We have attempted to work with health policy makers at various levels in the Australian health care system—at state, area, general practice and hospital levels. At the state level in South Australia (SA) a questionnaire was issued to the senior members of the Health Commission (the state health department). The results of that questionnaire were used as a basis for building, with the same staff, a workshop discussion on the subject of a constitution, or what were described as principles for setting the direction for purchasing health services (given that South Australia was adopting a form of purchaser—provider split). Two key things emerged from these discussions. First, given the opportunity to discuss the idea of a constitution for the SA health services, the participants grabbed it with both hands. There was a stimulating debate. In their evaluation of the process, the participants indicated that just to have the debate was in itself very worthwhile. Second, an agreed set of principles emerged. Leaving aside the details, it was clear from these principles that the group wanted more than some simple health maximization. They wanted equality of access (i.e. equal opportunity to use services), where access was defined in terms of the perceived height of barriers, and they wanted to weight health gains to some recipients above health gains to others. They wanted more than health gains: for example, respect for the autonomy and dignity of patients. They wanted to be seen to be making wise and transparent decisions on behalf of the community. And they wanted, ideally, that the community’s preferences be used to establish the principles of the constitution—perhaps the most fundamental part of the constitution concerns who should establish it. A similar exercise has been used with a committee concerned with the guidance to general practitioner divisions in Australia (where such divisions provide the glue for individual practices and individual practitioners in a geographical area). Results here are not available at the time of writing. In South Australia we have also conducted a community survey using conjoint analysis to elicit individuals’ preferences for health services, both at 56
 
 COMMUNITARIANISM AND HEALTH ECONOMICS
 
 a hospital level and at a general practitioner level (Mooney et al. 1999). Here we distinguished between the preferences of individuals as individuals, and individuals in the role of state planners. As before, we will not focus on the details. There was, however, support for the principle of equity—not only horizontal equity, but also vertical equity. This was to be applied to groups which differed by age, existing health status, socio-economic status, smoking status or Aboriginality. The following was also relevant at the level of principles: the questionnaire which investigated vertical equity indicated that those randomly given information about the very poor health status of Aborigines attributed greater weight to health gains in this group than did those who were not given this information (although the difference was not statistically significant). There is clearly a need to ensure that any use of preferences, for the purpose of establishing principles, is informed. Among other principles that emerged were: keeping costs low at the point of consumption, and targeting those people with greater health problems. We are continuing this process in general practice in Sydney. We are also planning to develop the work in different contexts—including individual hospitals and all the health services for a community of about 25,000. Conclusion The key point of this chapter is that there is a need to build a more comprehensive framework as a value base for health economics. For those who agree that the market fails, bits of that framework are there, but it is somewhat patchy and needs more cohesion. There are holes to be plugged but also a need for some overarching theory. I have concentrated on the idea of a constitution for health services, arguing that the exchange paradigm of the market needs to be replaced with either a goals paradigm or a constitutional paradigm. While defining the goals or objectives of health services is important, it seems that too little progress has been made in that direction. Better, perhaps, to settle initially for the setting of a constitution, out of which operational goals might follow. A constitution has the added advantage that the community can express its preferences for what goes into it. This retains an important element of community involvement or democracy, without getting into the costs and repercussions of an Athenian-style democracy in health care. Much remains to be done, not least in establishing where the constitution ends and the operational concerns begin. Acknowledgements I am grateful to SPHERe colleagues—Amir Ahmadi, Steve Jan, Glenn Salkeld, Alan Shiell and Virginia Wiseman—for comments on an earlier draft of this paper. 57
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 3 SOCIAL CHOICE AS THE SYNTHESIS OF INCOMMENSURABLE CLAIMS The case of health care rationing1 Paul Anand
 
 Introduction: rationing in the UK Economics (and its literature applied to health) is—or used to be— fundamentally consequentialist. As a result, economists, with growing exceptions,2 and support from philosophy, tend to be concerned about states of affairs and less concerned about process issues, except to the extent that free choice is instrumental in bringing about desirable states of affairs. Those who have advocated the use of the QALY (quality-adjusted life-years) maximization rule have, however, been advocates of explicitness as well: their argument was that implicit rationing led to an allocation of health care that was not consistent with normative criteria, a point on which philosophers might be expected to agree. Indeed, one might see QALY proponents as advocates of a more extensive approach to the use of explicit normative criteria—the principle is not new as explicit statistical formulae are already used to establish a measure of geographical equity in the distribution of funds in the UK. The Oregon experiment in explicit rationing with all its pitfalls and subsequent modifications is now (in)famous, but the UK experience is also interesting. Rationing is said not to be explicit in the UK and certainly is not co-ordinated at the national level, but the introduction of the NHS internal market has provided an opportunity for priorities to be set more explicitly. Within the system as it operated until recently, health authorities were given fixed annual budgets which they used to purchase health care on behalf of populations within their geographically specified catchment areas. The move to an explicit purchasing system necessitated that consideration was given to what was purchased and why. Potentially, this was a golden opportunity for advocates of explicit rationing, though an examination of sixty-six health 61
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 Table 3.1 Numbers of health authorities planning to ration by treatment
 
 Note The figures in parentheses indicate the number of health authorities, out of a sample of 66, who were planning to withdraw purchasing support for patients with the conditions mentioned.
 
 authority purchasing plans in Redmayne (1995) suggests that change was limited. In Table 3.1 we summarize the numbers of health authorities indicating that they would not be purchasing certain kinds of treatments. We have excluded a longer list of treatments that were going to be cut by only one health authority on the basis that they are statistical outliers. The evidence shows just how few health authorities were excluding classes of treatment and just how few classes are excluded. On the right hand side of the table, we have postulated some possible justifications for these exclusions. For each case, there is a possible normative justification but the overall picture suggests that treatments have been selected for cutting where there might be least effective ‘political’ support either from the population at large or from within the medical profession. If this interpretation is correct, it may be that the implicit approach to rationing is allowing the wrong sort of preferences to be taken into account—i.e. ones which exist but have inappropriate moral significance (Dolan, Cookson and Ferguson 1999). Some people have argued that implicit rationing would better suit the NHS approach to decision making but the evidence seems to suggest that, without formal criteria, there could be little change and much of that would be ineffective. Even if rationing could be effected in an implicit way, the question needs asking as to how we should evaluate different implicit rationing schemes, or help those operating them. Our argument is based on the idea that rationing does, and should, reflect different types of moral claims which, because resources are scarce, are in competition with each other. The integration of these different kinds of moral claims is the fundamental problem facing those who want to calculate who is entitled to what. However, this observation leads to the view that it is the integrative, some call it synthetic, task of which we need an account. Most theories in economics and philosophy, by contrast, currently provide us with an account of one aspect of this task. 62
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 The structure of the rest of the chapter runs as follows. In the second section we draw on ideas from decision analysis and philosophy of science to make a distinction between the QALY as a measure, and QALY maximization as a decision rule. We develop the idea that objections to the QALY approach are often most naturally thought of as objections to the decision rule (QALY maximization) as well as the consequentialist foundations which underpin it. The third section surveys a shortlist of non-consequentialist claim types which, we argue, specify concerns that should be taken into account when setting health care priorities. We note also that at conceptual and practical levels, the QALY measure can be used to indicate when some of these claims have not been met. In the fourth section we examine the question of description in a formal sense, which is a primary concern to economic theorists. We develop a simple, but new non-linear programming model and show that the kind of non-consequential claims surveyed can indeed be incorporated into a formal model designed to assist in the setting of health care priorities. The fifth section introduces a survey designed to explore voter support for the normative ideas previously discussed. In the sixth section we present the results of a number of statistical analyses of the survey data, while section seven offers some summary remarks. Remarks on the conceptual framework It is common to hear reference to the ‘QALY approach’. Sometimes this is helpful, but it is useful for our purposes to acknowledge that this is an abbreviation which obscures an important distinction. On the one hand, the QALY measure is a measure of health gain. There are different proposals for how this measure should, in practice, be constructed, but these differences are ones that concern only the metric of benefit. There is also a second sense in which the term has come to be associated with the idea that we should set health care priorities so as to maximize the sum of the benefits. This use alludes to a decision rule, as opposed to a measure, and any serious discussion does need to recognize this distinction—the literature appears to be divided into pro- and anti-QALY camps, in which the distinction receives short shrift. It is perfectly possible to advocate the use of the measure and the decision rule at the same time, but this is not necessary. For example, one might think that the measure of benefit was normatively correct but that sum maximization across people was not appropriate because it is blind to the distribution of benefits. Such a move is, for example, part of a standard argument against utilitarianism and it is worth keeping track of the reasons why particular theories are rejected when we are interested in moving on to develop theories that are improvements. There is also a potential source of confusion because it seems acceptable to talk about weighted QALY maximization as if this were just another, more general form of QALY maximization.3 The justification is that the 63
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 weighting process adds little to the mathematical formulation: mathematically the point is correct. However, it is not obvious that one should closely tie theories to their mathematical structure, even in economics. For example, decision theorists do not now say that all violations of subjected expected utility theory can be interpreted within the expected utility framework. Rather they have sought to provide non-expected utility models of violations of expected utility. My preference, and it has to be only that as we are talking about choice between conventions, is to say that weighted QALY maximization, whether it is appealing or not, represents quite a different decision rule, mathematical similarities notwithstanding. To maximize QALYs weighting children under 2 at zero is going to lead to a very different health care system to that suggested by unweighted QALY maximization, for instance. Such a rule is more in keeping with insights generated by quite different, non-utilitarian philosophies. In what follows, we shall find two ways in which the measure-rule distinction is helpful. To anticipate, it is possible to show that the QALY measure is more consistent with non-consequentialist decision rules than has been suggested hitherto. Furthermore, the formal framework of maximization we show to be capable of incorporating a significant range of non-consequentialist issues. The second set of distinctions that needs to be made concerns the link between QALYs, utilitarianism and consequentialism. In the past, some health economists have viewed QALY maximization as the application of utilitarianism in the health field. Clearly a QALY is not a measure of desire satisfaction, so a simple equation is not possible. Utilitarianism and QALY maximization are both sum maximizing social choice rules, but there are differences that show the two doctrines to be more distant relatives than their common maximizing ancestry might indicate. For one thing, it is fundamental to the logic of the utilitarian doctrine that we take account of all preferences when evaluating a state. Typically, and by contrast, the QALY maximization rule depends on a more constrained informational input that derives from the expected health care gain of the patient him- or herself. Furthermore, estimates of QALY potential in a patient are reasonably objective and therefore offer the promise of social agreement between citizens and the state. Utilities, and interpersonal comparisons of utility more so, are inherently subjective and make a poor basis for solving social conflicts over scarce resources, even if one does not accept the extreme position which holds interpersonal comparisons of utility to be impossible. In some senses, the QALY is better off for being the distant cousin of utilitarianism, but it does appear to be a species of consequentialism. However, consequentialism itself is subject to a number of profound inadequacies and these, we suggest, apply in health as they do elsewhere. The fact that QALY maximization fails to deal with issues of equity because it is insensitive to distributive fairness questions has been noted elsewhere and extensively (for example Wagstaff 1991). Being sensitive to distribution does 64
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 not, however, require a rejection of consequentialism. Here, we want to draw attention to a number of issues, beyond distributive equity and related to lacunae in consequentialism which also need to be reflected in the rationing algorithm. What needs to be integrated The main part of our proposal has its roots in Amartya Sen’s critique of conventional welfare economics and his development of an alternative, socalled capability rights theory, in which he offers a theory of social choice that integrates consequences and deontology. However, we want to suggest that the integration of needs in health care priority setting might be even more extensive than Sen’s theory indicates. Specifically, we want to claim that a complete account of the rationing process needs to integrate five types of moral claims: consequences, social contracts, rights, votes and community values. The notion of claim types proposed is close to the discussion of claims in health care prioritization that can be found in Mooney (1998). However, the list proposed here implicitly suggests a role for, and conception of, theoretical discussion about the integrative project which is slightly different to that which has prevailed in the literature up to now. One way of putting this is to say that our proposal suggests that theorists should think not about the arguments for and against theories of particular claim types but more about the way in which these different claim types should be incorporated into the overall rationing scheme. In the discussion that follows, it should be remembered that we are advocating a decision rule which integrates these different claim types but which includes consequences and which provides, as a result, a role for the QALY measure. As we allow— with the QALY camp—that benefits and costs should play a role in the integrative project, we move on to consider the four remaining issues that stand outside consequentialism. Social contracts Within welfare economics and moral philosophy, one of the most interesting, analytical innovations in recent times has been Rawls’ development of the counterfactual social contract. In a sense, the QALY maximization rule depends for its support on a similar distancing from one’s own known needs. If everyone were to pursue their own self-interest they would argue for the profile of health treatments most likely to benefit them directly or otherwise. On the other hand, the QALY maximization rule suggests that some people—the old, and those who are unable to generate many health care benefits for instance—should abstract from their own known position in life and accept the QALY maximization rule. Indeed, it has always been a part of the QALY maximization story that many elderly people would support the 65
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 rule, and that it was possible to drive a wedge between preferences for the design of the health system on the one hand, and personal self-interest on the other. Perhaps the elderly were expected to say to themselves: ‘If we had sat down and talked this through from the start, we would have agreed that a health care system which maximizes health is best.’ Whether this is appealing or not, we should note that there are actual social contracts that have been made by politicians with members of the public, and that these carry considerable weight with those who expect the state to do something for them, as a result. The question of residential-care funding exemplifies this: many of the growing number of elderly people for whom residential care is necessary do not see what grounds there are for making individuals pay, if they can. They remember an actual social contract neatly summarized by the phrase ‘from cradle to grave’ used at the time of NHS’s establishment, some fifty years ago. These people would seem to have a point. They have paid taxes and crucially not invested in private health care insurance on the basis that the system would look after them in old age. Some people say that the general taxation system is not a savings scheme, but it does make intergenerational transfers and no government, up to now, has advocated that people should make provision for such care in old age. Social contracts rarely have explicit termination dates but it is still unrealistic to think of them as never being subject to change. Further, they tend to be difficult to enforce, but this is a general problem that the public sector must address, if it is to survive. If promises made on behalf of the state are not enforceable, the public sector is undermined and this can only be the aim of a state determined to wither away, as Marx or Nozick (1974) have indicated. The basic point is that even if QALYs—or healthy year equivalents (HYEs) for that matter—measure health gain, their maximization must be tempered by an acceptance that some contingent, temporally specific aims are also legitimate. Rights The right of all members of society to adequate health care is one that is recognized almost universally.4 However, even if we accept this fundamental right, experience suggests it does not take us very far in setting priorities within society. It tells us nothing about what proportion of resources should go on health care and little about how those funds should be distributed. The problem with rights is that of chronic under-determination. Allowing that people might have rights to health care—see for instance Buchanan (1984)— doesn’t tell us very much about what precisely it is they are entitled to. The literature has also allowed the suggestion—that rights and QALYs are incompatible—to persist. If we make a clear distinction between the rule and the measure, then it is apparent that this is not necessarily so. For example, we could monitor the expected QALYs different ethnic groups 66
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 achieve for different kinds of treatments: evidence of much lower expected QALYs might indicate that the rights to equal treatment and/or access were being challenged. This is a simple point which undercuts the opposition between consequentialism and deontology at the practical level—the informational basis suggested by one can play a major role in monitoring the success of the other. In practical settings, where social decision making is driven by the information available, it is helpful to run through the impact on information systems that different conceptual frameworks will have. Note also that even though consequentialism and deontology may draw on the same kinds of information, the impact in terms of priority setting could be reversed depending on which conceptual framework one supports. In the consequentialist framework, expected QALYs are used to direct health care resources to those who could generate most benefit. In a deontological framework, expected QALYs can be used to highlight pockets of need and move resources in an opposite direction. We suggest that even most of those in the QALY camp would say that black people should not suffer fewer opportunities to health care for similar conditions because they have a lower life expectancy, which in return results naturally from lower incomes. Many people would find taking the differential QALY benefits an infringement of black and white rights to equal treatment. Votes The study of social choice in economics is centred around issues to do with the aggregation of preferences and the analysis of voting behaviour, and it is easy to show that the QALY maximization rule will not, in general, be consistent with basic rules like majority voting. For example, assume a healthy population in which the life expectancy is the same for all members at some time, t. The population can be partitioned into two groups, a and b (of size n(a) and n(b) where n(b) is greater), depending on the ages at which some life-threatening but completely curable disease strikes its members, y(a) and y(b) respectively. Suppose that y(a) is less than y(b): then QALY maximization will recommend treating all of group a first before moving on to treat group b members. However, majority voting (by rational egoists) yields the opposite result. So QALY maximization is incompatible with majority voting, and in many situations we think that majority voting is the proper way to determine social choices. However, we argue that the choice between votes and QALYs is not dichotomous—it isn’t an either/or kind of problem. For example, some voters might think that there should be less support for gender reassignment because they don’t approve of homosexuals and lesbians and think such operations are somehow part of the deviant approaches to sexuality of which they disapprove. Given the evidence in Redmayne (1995), this is not fanciful, and yet there seems to be a perspective from which we might think 67
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 that such votes should not be counted. Explicit rules and guidelines might well rule the inclusion of prejudice-based voter intentions out of consideration and indeed even voters who held such views might not realistically expect that they would be taken into account. Part of a full account of the rationing process will, therefore, have to say something about when we do, and when we don’t, take votes into account. For that reason, we are not faced with a straight either/or choice—in this sense, we can think of integration as involving, inter alia, a decision about when certain things should be considered, and when they should not. In other words, votes pose a challenge for the designers of a decision rule (or process), not the QALY measure. Increasingly, expectations concerning public consultation and deliberation mediate the relative weight given to expertise, and lay preferences about many social choices. In many areas of science and medicine this is well accepted. For example, work by psychologists on the acceptance of hazards in particular areas has shown that narrow senderreceiver models of risk communication are giving way to more broadly based models of communication in which risks are the subject of public deliberation where experts and policy makers both listen and talk. Complementing this, work by Swiss economists shows that in the location of nuclear waste facilities, negotiation receives support from over 70 per cent of the population, while measurements of economic value (like minimum reservation prices) receive support from only 20 per cent of the population (Oberholzer-Gee et al. 1997). Further, survey evidence suggests that UK voters find the fairest procedures are those that combine technical (economic and scientific) expertise with some form of public consultation. Currently, views about the significance we should attach to expert opinion are changing and this has implications for the social deliberative processes that people find acceptable. When it comes to health care rationing in the UK, the evidence seems to be that many voters still place considerable faith in medical judgment. Perhaps they do not value transparency as highly as the public sector reform rhetoric about transparency suggests they do or should, and perhaps the American public sector experience lends some support to their scepticism. Communitarianism Many of the insights that communitarians pull together might be handled in the building blocks we have tried to identify here. However, their views are sufficiently distinctive, novel and in some sense holistic that it is worth giving attention to them without parcelling those views out. Key to this approach is that individual identity has an important social element and that communities, real social communities, play an important role in social choice (Bell 1993; Etzioni 1995). For example, there are societies in which 68
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 respect for the elderly is an important social value. Such societies might want their health care systems to look after the old, though the QALY maximization rule gives this a rather low priority. Etzioni has memorably said of North American society that, as with whaling, there should be a 10-year moratorium on the creation of new rights. Instead, communitarians point to the responsibilities and duties that people have to the communities and units within which they live. If we have certain duties, they may include forgoing behaviour which recklessly puts our own health or that of others at risk. Smoking, heavy drinking, driving at 35 miles per hour in a built-up area and unsafe sex are everyday examples. Some cases are difficult to deal with, but others are not: the French, for instance, require that skiers take out personal insurance. These duties suggest that some conditions or patients should attract no entitlements even if the patients are not elderly and however fully they might recover if treated. Formulation—a simple non-linear programming example In the previous section, we noted that, conceptually, the QALY could be used as an indicator of performance in terms of equity and rights. In itself the remark seems to suggest a conceptual link between the deontology and consequentialism which are often discussed in such a way that they appear to be completely incompatible. However, economists are drawn to the question of formulation and there is a tendency for issues to be downplayed if we don’t know how to formulate them formally. Nonetheless, researchers have argued that at least some factors mentioned could be incorporated into a super QALY and that the QALY is therefore saved. Given what we have said so far, there is reason to think that such claims reveal a combination of different priorities and some muddled thinking. In this section, we want to discuss how some of the considerations that lie outside the QALY maximization decision rule can be formalized. Specifically, we shall use the tools and example below to formulate a general approach to health care priority setting within a non-linear programming framework. Table 3.2 provides the information for a simple health care rationing problem in which 50 people are divided into four types. Assume that cost of treatment equals 1 unit for all groups and the budget, B, equals 10 units. Everyone treated recovers completely and those who Table 3.2 Example of a simple health care rationing problem
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 aren’t die. In the following discussion, we use a decision rule that requires maximization subject to various constraints.
 
 Using the example and framework above, it is easy to demonstrate how (at least some of) the distributive and non-consequentialist issues described above, and which lie outside the scope of the QALY maximization decision rule, can be operationalized with the constrained maximization framework provided by standard non-linear programming.5 QALY maximization ranks the groups according to the difference between life expectancy and the age affected, which means a priority of A, D followed by BC. With only the budget constraint set and giving equal weight to all groups, 10 people from group A would be treated. However, if we were to say that each of the groups had a right to equal treatment, represented by the addition of constraint (2), then constrained QALY maximization leads to all groups being given equal priority and, depending on how one implements this, 2.5 people from each group being treated. This is a highly egalitarian approach, and from a technical viewpoint it is describable as a form of constrained maximization—however, such a description is somewhat misleading as it is the binding constraints which do the work. If one believes in equal but individually grounded rights, then the crude constraint (2) should be replaced with something like (3) which, in effect, weighs the group members according to group size. This gives individuals in the population an equal probability of being treated, regardless of which group they belong to. QALY maximization subject to (1) and (3) leads to treatment of 4 individuals from B, 3 from A, 2 from C and 1 from D. Again, this is an egalitarian result and the general principles should now be clear. One can use and extend this framework to reflect many of the moral concerns that have been discussed above, as well as others who take a non-monist view. For 70
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 example, if one wants to maximize health care benefits but exclude those responsible for their own conditions (see Anand and Wailoo 1999, for evidence of such preferences), then it is possible to maximize QALYs, using the weighting system given, subject only to the budget constraint. Members of group A would lose any entitlements, so the ranking would be D followed by BC. It is therefore possible to incorporate responsibility (or causes) into the health care priority setting process, as well as rights. Or again, suppose one did not want to penalize group C members compared with group D members—both groups contract the condition at the age of 40 and yet the QALY maximization rule favours D members because they have a longer lifespan. One could replace the actual life expectancies measured by some national average: the argument of the maximand would no longer be and the link between entitlements and final life expectancy would be removed. In any case, and to repeat, these comments are intended to shed light on how certain kinds of phenomena can be incorporated into a formal framework. Survey methods and results Health care entitlements, we have argued, should be functionally dependent on consequences, rights, votes, actual social contracts and community values. The decision rule of health maximization focuses on just one of these, which is why, we contend, the doctrine seems so alien to many. In the following sections we test the validity of our criticisms of health maximization, and the level of support for alternative frameworks which we have advocated, using a self-administered, anonymous questionnaire. It identifies elements of frameworks that the public believe are important and that we believe should be integrated with health outcomes to form an acceptable health care rationing mechanism. Our empirical results relate to a number of the conceptual links between QALY maximization, its problems, and the alternative frameworks we have discussed. First, we shall provide evidence relating to the problem of arbitrary exclusion and people’s concern for equal treatment for those in equal need. Second, we shall provide evidence which shows that many people believe that extending the health care benefit to incorporate various utilities, as utilitarians would want, is inappropriate. Third, we provide evidence which indicates that many people are sensitive to information about causes and duties, as non-consequentialist theories suggest might be appropriate. Fourth, we provide evidence that sheds light on the extent to which people believe health care rationing is a social choice about which vote-related information should be collected. Specific framing issues are dealt with separately in subsequent sections but some general points about the survey design are appropriate here (see also note 6). The survey was piloted using three variations of the questions before arriving at the final version. These pilots were used mainly to address 71
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 individual question wording (see for instance Moser and Kalton 1971, and Dillon 1990) but issues such as the order of questions and response rates were also examined.6 It was decided that none of the questions should mention costs directly but control for this by making it clear that potential patients differ only in terms of the criteria mentioned in the situation descriptions. This approach was decided on in order to avoid overly complex descriptions while still controlling for this obviously crucial component in decision making. Feedback at the pilot stage supported this approach. The final version of the survey was sent out to a sample of Leicestershire residents drawn from the electoral register. This was considered the most reliable and up-to-date sampling frame with postal addresses available. A usable response rate of 31 per cent was achieved (n=144). A covering letter was also sent which introduced the concept of rationing/priority setting. As a result of feedback from the pilot surveys it also explicitly stated that the study was not related to the level of funding for the National Health Service. In addition to this, respondents were asked for a small number of socioeconomic details. Exact, binomial confidence intervals (CIs) are reported where appropriate (Armitage and Berry 1994). Socio-economic characteristics of sample Respondents were asked to report details on four dimensions of socioeconomic status in order for checks to be made on the degree to which respondents were representative of the population (Leicestershire residents). Responses to these questions are reported in Table 3.3. Also included as a means of comparison are results from the 1994/95 General Household Survey (GHS). These calculations were made after excluding all respondents aged under 16. Due to the facts that an individual must be aged 16 or over to appear on the electoral register, and that the list used was compiled in October 1996, nine months previous, there is a slight under-representation of those aged under 18 in our sample. Our sample also shows a lower proportion of respondents in the age range 26–45 years and a higher number in the range 46–64 years, in comparison with the GHS. There is a significant under-representation in our sample of those in the highest income category (over £25,000) while other income categories reflect a relatively close alignment with respondents in the GHS. Notable differences occur within occupational categories, the most prominent of which is the proportion of retired persons, which is lower in the GHS. Differences in other occupational categories do not exceed 5 per cent. Further information included in Table 3.3, for comparative reasons, is from the 1997 general election results for Leicester. Our sample indicates a proportion of 57 per cent of respondents voted for the Labour Party in the last election, while only 11.1 per cent and 10.4 per cent voted for the Conservatives and Liberals respectively. While this would appear to be a major bias in the sample, election results indicate that this is not excessive. 72
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 Table 3.3 Socio-economic details of sample
 
 Labour voters are over-represented only by a 10 per cent margin while the variation between sample results and general election figures does not exceed 5 per cent for the other parties. While the decision to return a usable questionnaire was a self-selected action, the authors believe that there are no major biases in this sample on the four socio-economic dimensions tested. Prioritization issues QALY maximization and arbitrary exclusion In this section of the survey we test the extent to which respondents agree with QALY maximization as a rationing device by using age differences 73
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 between groups of patients as a proxy for health gain. While there is existing evidence to suggest that there is limited support for rationing by age9, questions here explicitly test health maximization by controlling for factors such as prognosis after treatment. Respondents were asked to consider how funds should be allocated between two kinds of disease, if it were not possible to treat all those affected, when patients differ only in age. While uncertainty may be characteristic of medical decision making in practice, it was decided to abstract away from this for reasons of simplicity. QALY issues were further exaggerated in the decision problem by equating treatment with full recovery, including normal life expectancy, and lack of treatment with death. Four options were presented. • ‘QALYMAX’ (QALY maximization) is where all resources are used to treat those in the lower age group first, with those in the older group receiving treatment only if there are funds left over. • ‘FAVYOUNG’ entails allocating more resources to the treatment of the disease which affects the younger group. It gives a degree of preference to the younger group and consequently reflects a concern for health outcomes, but does not necessitate the complete exclusion of a patient group from health care entitlements on grounds of age, which may be seen as somewhat arbitrary, as would occur with a health maximizing approach. • ‘EQUAL’ indicates the option of equal allocation of resources between the two diseases. • ‘DON’T KNOW’ was also included for the undecided. Initially, respondents were asked to choose between groups where age differences were large (80 years vs. 40 years). This differential was gradually reduced until groups differed by just one year (41 years vs. 40 years). We would expect support for health maximization to be more likely where age differences are largest and, given the potential for respondent anchoring, this was the first question presented. If anchoring does prevail in this context, the question format will therefore favour QALY maximization. Results are shown in Table 3.4. Some of the more obvious, or at least commonly used, statistical tests (chi and z) are not strictly applicable in this situation, as responses to questions are not independent. We therefore used a replicated measures test, the Cochran Q test for differences between proportions in k (greater than two) related 1988:171). Using p to denote the proportion of subjects choosing in a way samples with categorical or naturally dichotomous data (Siegel and Castellan that is consistent with QALY maximization, and subscripts in an obvious fashion, we conduct the test, Ho:p =p =…=p vs Ha:Ho false. The test 80 70 41 statistic, Q, has a value of 58.9 and is approximately chi-squared distributed 74
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 with k–1 degrees of freedom when n =4 and nk =24. As n=144 and k=5, these conditions are met. We can, therefore, reject the possibility that the answers to the different versions of the question are drawn from the same population.11 A more approximate approach to our data here would be to note that in all variations, the percentages of those choosing in a manner consistent with QALY maximization, as evidenced by the confidence intervals and as we discuss below, are always closer to 0 per cent than 100 per cent. Those concerned purely with health maximization must choose option one in all situations, irrespective of the size of age differences. The decision problem was described such that even where the age differences may be small, failure to choose this option involves a deliberate sacrifice of QALYs. Results show that support for such an approach is limited. Even in the first scenario, where one would expect support for QALY maximization to be strongest since the age difference between the two groups of patients is largest, 95 per cent confidence intervals indicate that the proportion of those rejecting this approach ranges from 76 to 89 per cent. Furthermore, as age differences are reduced, the proportion of respondents not agreeing with QALYMAX increases. This reaches a maximum range of 96 to 100 per cent at a ten-year age gap. These figures indicate an overwhelming rejection of the health maximizing approach. Respondents generally do not agree that age should be used as a rationing device even when there are large differences between groups and therefore large differences in potential life years saved (or lost). A similar pattern is found when examining the number of respondents opting for the intermediate FAVYOUNG option with a significant level of support (19 per cent) where age differences are largest, falling to zero when ages differ by just one year. While these results indicate a rejection of the health maximizing approach to rationing, they should not be seen as demonstrating a complete lack of concern over health outcomes, particularly when age differences are large. The sample mean, indicating the proportion of respondents rejecting any skewing of resources based on age, is 0.6429 (95 per cent CIs, 0.56—0.72) when the first group are aged 80 years old. Although sample means increase dramatically as the age of the first group of patients is reduced, responses indicate that the proportions of those indicating any concern for health outcomes is also significant. To further understand these data, we conducted a confirmatory cluster analysis12 of the responses to these questions. We hypothesized that there might be three groups of respondents: strict QALY maximizers who preferred to treat the youngest in all cases; strict ‘equal righters’ who preferred to allocate funds equally between diseases affecting younger and older groups; and ‘trade-offers’ who would increasingly prefer QALY maximization to equal priority setting as the QALY difference got larger. The results of this analysis appear in Figures 3.1 to 3.5. What we find is that the largest of these three groups is in fact one that looks like our postulated ‘equal righters’ group. Two smaller clusters can also be identified, 76
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 Figure 3.1 80 vs 40 years
 
 Figure 3.2 70 vs 40 years
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 Figure 3.3 60 vs 40 years
 
 Figure 3.4 50 vs 40 years
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 Figure 3.5 41 vs 40 years
 
 although these two groups only depart significantly in their choices from equal priority when the QALY difference is large. Cluster 1 comprises a distribution of people, though the modal choice is to allocate resources to both diseases but more to that which affects the younger patients. Cluster 3, which is slightly smaller and more homogenous than cluster 1, comprises mainly people who support QALY maximization when the QALY difference is great. However, notice that this cluster is not equivalent to our postulated QALY maximization group, as members of it switch to equal priority as the QALY differences between the groups diminish. Using a non-parametric (chi-squared, contingency table) test, we also examined whether there were any socio-economic differences (age, sex, employment status, income category and voting behaviour) between these three clusters, but were unable to find any of statistical significance. Limited appeal of forms of consequentialism The decision rule of QALY maximization is a variant of consequentialism, since alternatives are judged only in terms of the health outcomes produced. There has been a tendency to use the term in a positive prescriptive sense, despite the fact that there is not the same philosophical tradition of argument for health maximization as there is for utilitarianism, upon which traditional economic tools are based. This section tests four competing types of 79
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 consequentialism that are derived from utilitarianism in that they widen concern away from the individual’s health (which is the concern of QALY maximization) towards a more utilitarian metric, which would include the welfare of all actors affected by a medical procedure, rather than the individual patient. As noted earlier, potential confounding influences were controlled by an explicit instruction to subjects to treat patients as being equal in all respects other than those which appeared in the question. However, included from the beginning of this section was the general statement that patients are similar in all aspects other than those specified. This served as a security measure against response bias without making the questions excessively repetitive or lengthening the survey. Results are shown in Table 3.5. The first question in this section asks whether a broader measure of outcome than the health or utility of an individual patient should be used in determining entitlements to health care. Results indicate a sample mean of the proportion of people disagreeing with personal utilitarianism of 0.88 (95 per cent CI, 0.81–0.93). Despite the magnitude of responses favouring equality of access for patients irrespective of the effect on personal utility, there is still a greater degree of support for this type of consequentialism than the other more inclusive types tested in this section. The three other questions included in this section were concerned with consequences outside the individual sphere. Choices were offered between patients who differ only in marital status (spouse utility), whether they have children (family utility), or income (economic utilitarianism). Options presented corresponded with a consequentialist ideology, an anticonsequentialist view, and an egalitarian view. First, when faced with a choice between a married and an unmarried person, the proportion of those who disagree with giving priority for treatment to the married person, as indicated by the sample mean, is 0.97 (95 per cent CI, 0.92–0.99), indicating an overwhelming rejection of this type of consequentialism. Another criticism of the health maximizing approach to prioritizing health services is that it does not incorporate the effects on a patient’s dependants. Respondents were therefore presented with a choice between patients with and without children. A proportion of over 0.93 of respondents disagreed with the view that those with children should be given a higher priority than childless patients (95 per cent CI, 0.88–0.97), opposing the choice advocated by a consequentialist decision rule. Economic welfare was the broadest consequence respondents were asked to consider. In this question, a choice between high- and low-wage patients was presented. In the absence of market failures, economic consequentialism advocates prioritizing services for high-wage earners, yet our estimates show confidence intervals of the proportions rejecting this approach between 96 per cent and 100 per cent. Interestingly, the option to give priority to lowwage earners received a significant degree of support (10 per cent). Not only 80
 
 Notes * Though our main interest is in the fact that mean proportions, as indicated by the confidence intervals, are nowhere near 0, as they would have to be if ‘consequence maximization’ held, we also test Ho:ppu=psu=…=pEU vs Ha:Ho false using the Q test previously discussed. In this case, Q=15.47 with 3 degrees of freedom, which is highly significant (i.e. p					    
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