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on any state failing to have a fully designated state agency by the required data 
would involve any "allotment, grant, loan and loan guarantee made to and each 
contract entered into with an individual or entity in cuch State ... under this 
Act (Public Health Service Act), the Ccnmunity Mental rie&lth Centers Act, the 
Conprehansive Alcohol Abuse & Alcoholism Prevention Treatment and Rehabilitation 
Act of 1970 and the Drug Abuse Office & Treatment Act of 1972."

If a final designation agreement is not in effect during the first year after the 
applicable expiration date, the Secretary of HEW must reduce the above mentioned 
funds by 25 percent; in the third year by 75 percent; and all funds under these 
acts are to be withheld after three years have elapsed.

The penalties in the new amendments are more stringent and comprehensive than 
those contained, in the original Health Planning Act, P.L. 93-641, Section 1521 (d). 
The new amendments add funds under the Drug Abuse Office & Treatment Act of 1972 
to the list of sanctions. More importantly, the amendments include all funds 
under the stated acts, not just those for "the development, expansion and support 
of health resources" as stated in the original act.

NCSL requested the Bureau of Health Planning to compute for each state the total 
dollars involved if the penalties were imposed. They have done this based on FY 1973 
figures. States should be able to obtain these dollar figures through their 
regional HEW office of by contacting NCSL directly.

Federal Regulations Pursuant to the New Amendmei ;:s

Federal law requires HEW to promulgate rules and regulations to implement the new 
amendments within six months of enactment. The Bureau of Health Planning intends 
to publish a Notice of Proposed Rulemaking ujpRfl) in .he Federal Register in mid- 
January, 1930. The NPRM will outline the issues on whicn further regulatory guid­
ance is necessary. Inrerested parties will be given a period of time, probably sixty 
days, to review .and cavment on these issues before the final i. agulations are published 
in April, 1980.

NCSL m i l  insure that everyone receiving this mailing will also receive the January 
NPRM. Legislative response to the proposed rules can be addressed directly to DHEW 
or channeled through NCSL. The Human Resources Committee of NCSL's State Federal 
Assembly will be actively involved in the review of the regulations and would 
appreciate receiving at least copies of the comments or concerns of state legislators 
and their staffs.

SFA Resolution Supporting a Timetable Extention for States

During the NCSL seminars on the health planning amendments, it became apparent that 
the timetable for compliance with the new amendments presents a 1 lordship on those 
states which will have to amend CON statutes in the 1980 legislative sessions, ?lany 
states have to enact legislation even before the final federal regulations are 
published in April.

In response to this problem., the State-Federal Assembly of NCSL, the body which gives 
policy guidance to the organization in areas of state-federal relations, adopted the 
enclosed policy resolution at its Decsnber 7, 1979 meeting. The resolution urges
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passage of an amendment to the recent Congressional amendments (P.L. 96-79) which 
would give states until the close of the first regular session after the promulgation 
of the HEW regulations to enact complying CON legislation.

Because Congress was near recess at the time of passage of the SFA resolution, it was 
impossible to find a Congressional sponsor for such an amendment before the holiday 
recess. However, efforts will continue to find a sponsor as scon as Congress 
reconvenes in January.

For additional information regarding the status of this amendment, contact: Dick 
flerritt, Human Resources Staff Director, NCSL Washington, (202) 524=5413.
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Certificate-of-Need—No Panacea but 
Not without Merit

J O H N  T .  T I E R N E Y ,  W I L L I A M  J .  W A T E R S ,  and  

W I L L I A M  H .  R O S E N B E R G

I T H  the cu rren t  A dm in is tra tion  in  W a sh in g to n  p r o m o t -  
“  ingcom pcti t io n ,th ecc r t iG ca tc -o f-n ced  ( C O N )  p ro g ra m  

is experienc ing  critical scrutinv. T h e  N a tiona l  H ea lth  
^  P lann ing  and  Resources D e v e lo p m e n t  A c t o f  1974, P u b ­

lic L aw  93- 641 , requ ired  all states to  establish certificatc- 
o f -need  p ro g ram s to  con tro l  m a jo r  hospital and  nurs ing  

h o m e  construction , renova tion , and  d e v e lo p m e n t  proposals. H o w ev e r ,  
m a n y  states h a d  ccrtificate-of-nccd p ro g ram s lo n g  before  Pub lic  L a w  93-  
641 w as  enacted, and m a n y  are  likely to  m ain ta in  ccrtif icate-of-nccd p r o ­
g ram s for  m a n y  years to  com e.

A n  extensive l iterature  has deve loped  o v e r  the  past few  years regard ing  
the  effectiveness o f  ccrtificate-of-necd (1). W h i le  the  em pirical evidence is 
m ixed , the cu rren t  academ ic perspective appears to  be  largely negative  on  
ccrtificatc-of-nced. E v iden tly ,  ce .t if ica te-of-nccd  has en joyed  som e  success 
in  restraining the n u m b e r  o f  hospital beds, b u t  m a n y  researchers indicate 
th a t  ccrtificatc-of-nced has n o t  been g reatly  successful in contro ll ing  health  
care costs. A pparen tly ,  in  those areas w h e re  beds have  been  con tro lled , hos­
pitals have shifted inves tm en t to  service-intensifying expenditures. M a n y  
analyses p o in t  o u t  the  fact tha t  a h igh  percen tage  o f  all ccrtificate-of-nced 
applications are app roved .  H o w e v e r ,  m os t  ccrtificatc-of-nced analyses g ive 
little a t ten tion  to  th ree  o f  its m o s t  im p o r ta n t  features: deterrence, guidance, 
a n d  institutional planning.

T h e  v e ry  existence o f  ccrtif icatc-of-nced acts as a d e te rren t to frivolous 
o r  obviously  m isdirected projects. F ew  institutions arc likely to  ex p en d  the 
tim e, energy , a n d  m o n e y  to  traverse the c o m p le x  ccrtif icatc-of-necd p ro ­
cess fo r  a p ro jec t tha t canno t w iths tand  the test o f  public  scrutiny. Th is  is a 
pow erfu l  d e te r ren t  to  unnecessary and inappropria te  dev e lo p m en t  in the 
health  carc industry .
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T h e  de te rren t  effect appears to  b e  w o r k in g  in  R h o d e  Island w h e re  the 
physician supply  has been  ex p an d in g  m o re  rap id ly  th an  the  acu te  hospital 
bed supply . I11 the  absence o fcc r t if ica tc -o f-necd , o n e  w o u ld  have  expec ted  
the hospital bed supply  to  ex p an d  in  accordance  w i th  an  exp an d in g  supp ly  
o f  practicing physicians. F ro m  1956 to  1971, th e  n u m b e r  o f  licensed physi­
cians in  R h o d e  Island increased b y  49% ,  a n d  the  n u m b e r  o f  c o m m u n i ty  
hospital beds d u r ing  th e  pe r io d  1958 to  1973 (assuming a  tw o -y e a r  lag pe­
r iod) increased b y  31% .  T h a t  is, fo r  e v e ry  n e w  physician, .63 beds w ere  
added. .After ccrtificatc-of-nced w as  opera t iona l  in  R h o d e  Island, th a t  is, 
f ro m  1971 to  1980, the  n u m b e r  o f  licensed physicians in  R h o d e  Island in­
creased b y  13% , b u t  d u r in g  the  p e r io d  1973 to  1980, th e  c o m m u n i ty  hos­
pital bed supp ly  actually  decreased b y  2 .3% . H a d  the  t ren d  o f  the prev ious 
fifteen years con tinued  after certificatc-of-nccd, R h o d e  Island w o u ld  h ave  
300 m o re  hospital beds today  (see T a b le  1).

T A B L E  1

Hospita l B e d 1 a n d  Physician  Supp ly2 
in  R h o d e  Island, 1956- 19S0

Resource 1956 1958 1P713 1973 1981
P H Y S I C I A N  S U P P L Y

N um ber 12 64 1889 21i'.0
Rate per 100,000 population 152 197 22 6

H O SP IT A L  BED  S U P P L Y
N um ber 2707 3550 3420
Rate per 1,000 population 3.2 3-7 3.6

Beds per physician4 2.1 1-9 1 5

1 Short-te rm , acute, com m un ity  hospital beds. Source: A H A  Annual Su rvey .
2 Licensed physicians. Source: D iv is ion  o f  Professional Regu lation , R 1D H . 
s Rhode Island ccrtificate-of-necd p rog ram  was i nstituted in  1968 bu t did not

become fu lly  operational un til a round  1971 
4 Beds in year X  +  physicians in  year X - 2 . F o r 1978, the num ber o f  licensed 

physicians was 2238 .

Further, one can n o t  m in im ize  d ie  potentia l  o f  certif icatc-of-need in 
term s o f  gu id ing  institutional actions. W h i le  ccrtif icatc-of-nced m a y  n o t  
have  had  the effect o f  reduc ing  overall hospital inves tm en t,  it  m a y  ve ry  
well  have had a positive im p ac t  011 the types o f  investm ents  w h ic h  hospitals 
have  been m aking . Certa in ly , the  desire 011 the p a r t  o f  hospitals fo r  success-
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ful ccrtificate-of-nced applications w o u ld  te n d  to  gu ide  d ie m  in to  areas 
w h ic h  arc co m p a tib le  w i t h  the  goals and po licy  positions o f  ccrrificate-of- 
nccd  bodies and  agencies. F o r  exam ple ,  the  certif icate-of-nccd p r o g r a m  in 
R h o d e  Island has p ro m o te d  a n u m b e r  o f  im p o r ta n t  policies: d ie  utilization 
o f  ta x -ex em p t b o n d s  w h e re  appropria te ,  the  p u rsu i t  o f  c o m m u n i ty  fu n d  
drives as a source o f  financing  capital e xpenditures, the e m p lo y m e n t  o f  
d eb t  I equ ity  ra tio  l im ita tions  to  moderate: c o m m u n i ty  d e b t  b u rden ,  th e  use 
o f  insolvency insurance as a substitu te  fo r  large capital reserves fo r  devel­
o p in g  hea lth  m a in tenance  organizations (H M O s) ,  and  the  gradua l  and  
th o ugh tfu l  in t ro d u c t io n  o f  C A T  scanners. T h e  ap p ro p r ia te  funne ling  o f  
p ro v id e r  ac tiv ity  is an  obv iously  critical b u t  la rgely  uncva lua ted  area o f  
certif icate-of-need im pac t .
. T h ird ly ,  ccrtif ica te -o f-need tends to  p ro m o te  b e tte r  institu tional p lan -  
n ing . This  is especially tru e  m  states w h e re  hospitals arc requ ired  to  su b m it  
annual lo n g -  a n d  sh o r t- range  plans as p a r t  o f  the  ccrtif icate-of-need p r o ­
cess. T h is  is the case in  R h o d e  Island, h i  R h o d e  Island, institu tional plans
serve as the  noriccs-of-in ten t fo r  ccrtif icate-of-nccd purposes. T h a t  is, n o
certificatc-of-necd proposals w ill  be  accepted  unless they  have  prev iously  

^ : appeared  in  d ie  in s t i tu t io n ’s d o c u m e n te d  p lan  fo r  the  fu ture .  In fo rm al r e -
, \  po r ts  seem  to indicate  th a t  hospitals themselves agree th a t  cerrificate-of-

necd  requ irem ents  have en co u rag ed  th e m  to u pg rade  dic ir  institutional 
p lann ing  processes. In add ition , the  R h o d e  Island experience  indicates d ia t  
the  certificatc-of-necd process can  p r o m o te  g rea te r  in ter- insti tu tional p lan­
n ing . In  fact, o v e r  the  last ten  years the certificate-of-necd process in  R h o d e  
Island has en co u rag ed  o r  requ ired  significant increases in  in ter- insti tu tional 
p lan n in g  affecting nine  hospitals, a lm ost  h a l f  d ie  hospitals in  d ie  n a t io n ’s 
smallest state.

T h u s  existing em pirica l evaluations o f  ccr t if icatr-cf-nccd  do  n o t  tell the  
w h o le  story . T h e re  m ay  be  certa in  beneficial aspects o f  ccrtif icatc-of-nced 
w h ic h  are difficult to  measure. In  fact, effective ins t i tu t iona l/sys tem  p lan­
n in g  encouraged  b y  a credible  ccrtif icatc-of-nced process shou ld  result in  
v e ry  few  ccrtif icate-of-nccd  denials, h i  this con tex t ,  happiness in  ccrtifi­
cate-of-need  is saying yes. T h a t  is, effective, u p f ro n t  p lann ing  a n d  d ialogue 
be tw een  the  institutional a n d  sys tem w ide  levels shou ld  m in im ize  the n u m ­
b er  o fcer t if ica te -o f-need  denials. In  a n y  event, con tro l l ing  to tal hea lth  ex ­
penditures  is n o t  the  o n ly  policy  objec tive  o f  ccrtif icatc-of-nced. In  fact, 
ccrtif icate-of-need b y  itself is n o t  well su ited  to  con tro ll ing  total hea lth  ex ­
penditures. Nevertheless, ccrtif icate-of-need can  be ?.n effective m ech an ism  
fo r  restraining hea lth  care costs, affecting the supp ly  o f  heal di care resources,



an d  g u id ing  health  po licy  an d  p lann ing  a t  b o th  the  institu tional and  sys tem  
levels. T herefo re ,  certif icate-of-need p ro g ram s  sh o u ld  n o t  be  ab an d o n ed  
w i th o u t  careful consideration  o f  all the  foreclosed opportun it ies  w h ic h  
ab a n d o n m e n t  implies.

Finally, ccrtificate-of-need w o u ld  be  a m o re  effective cos t-con tro l  de­
vice i f  there  w e re  a capital e x p en d itu re  l im it  associated w i t h the  ccrtificate- 
o f -need  process. As th ings stand n o w ,  there  arc n o  financial boundaries 
c o n d it ion ing  the  n u m b e r  o f  certif icate-of-need proposals  w h ic h  can be  ap­
p ro v e d  in  a g iven tim e-fram e. T his  is unrealistic and  cripples the  cost-con­
tro l potentia l  o f  the  certif icate-of-need process. N o  indu s try  can afford to  
opera te  fo rever w i th o u t  som e fo rm  o f  capital bud g e t .  Ccrtif ica te-of-need  
capital limits w o u ld  n o t  o n ly  serve to  restrain costs, th ey  w o u ld  also in d u ce  
a  healthy  pr io r ity -se tt ing  process w i th in  ccrtif icate-of-need. Perhaps  w e  
shou ld  d irec t o u r  energies to w a rd  im p ro v in g  th e  certif icate-of-need p ro ­
cess ra th e r  than  d ism antling  it.

In  conclusion, ccrtificatc-o f-nced  w as designed to  a v o id  unnecessary d u ­
plication  w h ic h  rcsultTTrTunderutilization an d  m lla ted  costs iiTaTargcly  
cost-based re im b u rsem en t  system. F r o m  this perspective, certificatc-of- 
necd  has been successful in R h o d e  Island and  elsewhere. R h o d e  Island’s 
h ig h  overall c o m m u n i ty  hospital occupancy  rate  (85.6% )  and  the absence 
o f  pa ten tly  wasteful developm ents  attest to  tliis. A t  the  sam e time, i t  is rec­
ognized  in  R h o d e  Island and  elsewhere th a t  effective overall cost c o n tro l  
also requires use o f  a com bina tion  o f  o th e r  m echanism s such as prospective  
re im bursem ent,  utilization rev iew , co n su m er  choice, and  health  m a in te ­
nance  o rganiza tion  (H M O )  d eve lopm en t.

TIER NE Y ET AL.  • C E R T I F I C A T E - O F - N E E D  l8l
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1. Steinwald, 13. and F. A. Sloan. Regulatory Approaches to Hospital Cost Contain­
ment: A  Synthesis o f the Empirical Evidence, Nashville, Tcnn.: Vanderbilt Uni­
versity, August 1980.
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Original Article an Health Economics

T H E  SOCIAL CON SEQ U EN CES O F  F R E E  T R A D E  IN  
HEALTH CA RE: A PUBLIC H EA LTH  RESPO N SE T O  

O R T H O D O X  ECONOMICS

Milton I. Roemer and John E. Roemer

In  recent yean, difficulties in U .S . health service* have been ascribed to excessive 
government intervention and regulation: high costs and other problems would be 
solved, it is argued, by "return to the tree market and competition." Kxamination o f 
the past operations ill tree trade and competition in health care, however, shows 
that in this market not one o l'a l least live conditions necessary tor effective competi­
tion exists. Numerous adjustment* made by society reflect strikingly the problems 
caused by these market deficiencies (such as seriously inadequate information or the 
presence o f  major social '•externalities"), f  urthermore, even these adjustments-sueh 
as medical ethics or health insurance have generated serious secondary problems.
Many types o f waste and sucial inequity also persist, in spite o f  all the attempts to 
compensate for market failure. In effect, the so-called free market in health care 
has survived only because o f  the extensive regulations and other actions taken to 
patch it up. Abandoning these adjustments would further aggravate current problems.
Only replacement o f  free trade by systematic social planning could hope to achieve 
a health care system that allocates resources and distributes services both efficiently 
and equitably.

In recent years it h is  become increasingly fashionable to  attribute the many serious 
problems o f  the American health care system to "excessive government regulation." 
It is argued that a deliberate return to the classical entrepreneurial model o f free 
trade and competition would solve or greatly reduce our problems o f spiraling health 
care costs and inaccessibility o f  needed services. From this viewpoint, then: follow 
many political actions to minimise the entire role o f  governntent-w ith respect to 
both regulation and planning-and to  enhance the private sector in health care ( I) . 
Under the Reagan Administration, such strategies have become explicitly dominant.

INTRODUCTION: THE BA^IC ISSUE

The question o f whether free Uade with com petition, or social planning with 
regulation, is the most effective mechanism for governance o f the health care system, 
has very complex ramifications. Comprehensive analysis o f these issues would require 
a lengthy book. In this paper, we shall offer only an introductory statement o f  our

This paper is based on an address on “ Cumpelilion in the Health Cate System" presented by 
D r. M illon I. Koemcr to the Third Annual Michigan Statewide Health Planning Conference, held 
in Dctruit on May 21, 1980.

I l l

I n te rn a t iona l  Jou rn a l  o '  Hea l th  Se rv ices , V o lu m e  1 2 ,  N um be r  1 , 1 9 0 2  
O  1 9 8 2 ,  D a yw ood  Publishing C o . ,  Ine.
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nrcument (hat a policy o r  greater free trade and lesser public regulation o f  health 
services would not reduce but would increase the problems o f  the U.S. health care 
system.

We contend that the current health care systems in the United States and other 
capitalist nations have survived to  the present day only because they have been con­
tinuously modified by planning and regulation. W ithout those modifications, the 
efTeds o f  free market dynamics in the health care sector would have been so dis­
astrous, so unacceptable politically, that these systems would have collapsed long ago, 
and beer 'placed by completely planned and regulated health care systems. In order 
to  solve .ie still persistent liealtn care problcms-involving costs, accessibility, quality, 
and other features-Am erica requires not greater free trade and com petition, but 
rather much more planning and regulation.

The Wrtues o f free trade and com petition have long been acclaimed in the m odem , 
parliamentary, and capitalist world. From early childhood, we become so deeply 
convinced o f  the wisdom o f free com petition as the best incentive for diligence-in 
the classroom, on the athletic field, evcryw here-that in later life it becomes naturally 
accepted as the obvious path to  sound social policy.

As well summarised by Anne Somers (2 . p. 468). in the wind-up o f  a 1977 national 
conference o f  economists on Com petition in the Health Care Sector:

Competition ii generally the m o il desirable method o f  quality contro l, price- 
setting, ar.J resource allocation. In theory, at least, the consumer has the final say, 
while ptoducers ot providers compete for his favor in terms o f  quality as well as 
price, thus maximizing the incentive to efficiency.

Continuing with her statem ent o f  this ideal. Professor Somers states further:

Interference by Government or any other third party in the consumer provider 
relationship is non-existent o r m in im al.. . .  Lvcn in the heal'h care economy, with 
all its idiosyncrasies, nty philosophical bus is in the same direction.

Most Americans probably share this notion o f  the virtues o f  free trade and com pe­
tition in all sectors o f  society, including the health field; the basic trouble, many 
think, is tlia. the concept has not really been faitly tested. Some regard ‘‘government 
interference" as the major obstiuction. While most would acknowledge problems 
caused by monopolistic producers (i.e . health care providers) and by the non-soplusti- 
cation o f  consumers (i.e . patients), these characteristics o f  the health care industry are 
viewed as only minor disturbances that do not nullify the basic soundness o f  a free 
market policy—perhaps modified in small ways

Examining the actual dynamics and experience o f free trade and com petition in 
the health care systems of the United States and other countries, however, one 
becomes increasingly skeptical o f the whole idea. With respect to a goal o f social 
justice, one finds not only the inadequacy o f the free com petition model for governing 
the complex processes o f  a modern health econom y, but even its ultim ate perversity. 
In countless ways, free trade and com petition have operated and still operate to  thwart 
the attainm ent o f social justice in the health sector. Regulation, controls, and numer­
ous other instruments o f public policy have been necessary to overcome or neutralize 
the harmful social consequences o f unbridled com petition. These “ interventions" 
have been gradually replacing free com petition with a strategy that may be epitomized 
in the phrase “ systematic social planning."
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It b  relevant to recall the origins o f  the concept o r  Tree trade and the theoretical 
rationale o f  competition as its regulatory mechanism. After this, some o f  the major 
consequences o f this mechanism in the health sector can be better understood.

ORIGINS OF FREE TRADE AND COMPETITION

Theoretical formulation o f  the principles o f  free enterprise-w ith  com petition, 
its reguiator-as the best path to a just and efficient social order, we all know, came 
from a Scottish economist. Adam Sm ith. His classic Inquiry In to  the Nam rc and 
Causes o f  the Wealth i>/ A'ations was published in 1776, the same year, interestingly, 
that another kind o f freedom was formulated by American revolutionaries in their 
Declaration o f  independence. In light o f the restrictions o f free trade and various 
other vestiges o f  feudalism, one can welt appreciate how principles o f oisscz-faire 
economics and unlettered competition were a great step forward at the time.

In spite o f his eloquent call for a free market, Adam Smith recognized the need, 
even in the 18th century, for a certain am ount o f  government regulation. He saw 
.this as necessary to  prevent monopolies, and he accepted tariffs (trade barriers) as 
justified to protect young industries in a nation. This was before the Industrial 
Revolution was far along, with its urban slums, sweat shops, 12-14 hour workdays, 
and child labor. As against monarchistic and feudal despotism, economic and political 
freedom seemed a far preferable general policy.

Adam Smith's 1776 model was also formulated before the great llowering o f 
science in the 19th century. The monarchy and the chur-.h were being rejected as 
the guides to truth Mid justice, but science had not yet acquired the stature to replace 
them. Electricity, bacteriology, and other instruments to  achieve control over natuic 
for the sake or human welfare were to  come later. Likewise, rational or scientific 
social planning, by which societies could be effectively controlled for the sake of 
human welfare, were also to come later. L ab o r laws, public health legislation, and 
social security were products o f  the 19th century (3).

Thus, the notion o f letting each individual be free to pursue his own self-interest 
seemed a sounder path to social justice than royal or religious dogma. Unreasonable 
or improper outcomes o f this freedom would be averted, or at least minimized, by 
the “ invisible hand" of com petition in a free market. The scientific method had 
not yet won recognition as a better strategy. It has been the development o f science, 
and its application both to nature and to  society, that makes possible the replacement 
o f  com petition by systematic social planning, particularly to meet essentia! neeo such 
as health care.

Bef" reporting some o f the health consequences o f  free enterprise and com peti­
tion ic last two centuries or so, the relationship between free trade (laissez-
faire) kj.u competitive market dynamics should be clarified. These considerations 
are, o f course, not limited to the health sector.

FREE TRADE MARKET STRUCTURES

Free trade is the umbrella concept encompassing many types o f market mechanisms 
which may arise as each individual pursues his own self-interest, unrestrained by 
regulation from any source, such as the state. A competitive market is one structure



which, under certain circumstances, may emerge in a laissez-faire environment. O ther 
economic structures may also emerge, as often occurs in the health sector.

Thus, as schematized in Figure 1, a t least four market structures may evolve under 
free trade capitalism. M onopoly or oligopoly can result i f  one or a few o f  tire com­
peting producers beat out the others in the competitive struggle. As noted later, this 
often occurs in the health sector when technology can yield huge economies o f  scale, 
so that many atomized producers cannot remain viable. A second possible outcom e is 
long-term contractual arrangements, as when producers and consumers decide to  
handle their tram actions through a "health maintenance organization.”  The third and 
fourth outcomes i.i Figure 1 require elaboration.

The process o f competition under free trade may also yield a more complex 
dynamics. Before reaching an outcome o f competitive equilibrium, the market 
typically passes through a stage we describe as turbulent com petitive disequilibrium. 
In this stage, consumers are shopping around (usually with very limited inform ation) 
and providers are offering diverse sorts and qualities o f  product at various prices. The 
idealized description of the free market assumes this period o f  disequilibrium to be 
transient, leading rapidly to  com petitive equilibrium, in which the faulty products 
are eliminated from the market. Due, however, to  the nature o f  the doctor-patient 
relationship, seriously inadequate consumer inform ation, and other features o f  the 
health sector discussed below, the period o f  turbulent competitive disequilibrium is 
typically protracted. Competitive equilibrium is probably the rarest outcom e o f  free 
trade dynamics in the health sector. But even if  such an equilibrium is attained, it 
may be inefficient, as well as inequitable, in the allocation o f  health resources (hence 
the representation in Figure I o f  two types o f  competitive equilibrium).
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Figure I . Free trade dynamics: tome alternative outcomes.
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The frequent outcomes o f  monopoly/oligopoly or turbulent competitive dis­
equilibrium, unless averted by regulation, may be very deleterious to  consumers. 
Occasionally the outcome of a free market is a long-term contract, which can be 
beneficial for consumers (although, as we shall see, even such contracts may require 
substantial regulation to  protect consumers). In a sense, systematic social planning 
aims to extend this contracting phenomenon to  a universal one, under specified 
conditions.

To understand why the invisible hand o f Adam Sm ith’s free trade seldom leads to 
a balanced market structure, with its famous property for efficient allocation of 
resources, one may identify at least five necessary conditions for achievement o f that 
outcom e (4):

1. Many buyers and sellers freely interacting. If there are few seller/, a t often 
characterizes the health sector, com petition can hardly operate.

2. N o substantial economies o f  scale. If such economies are possible, a competitive 
solution is not efficient. It is often more efficient to have one large producer (a 
"natural m onopoly") than many small ones. Price and quality, however, must then 
be regulated to protect consumers, in place o f  com petition.

3. Low  transaction costs. If arranging the pm-'hasc o f a com modity or service is, 
itself, a complex transaction, then the use o f  the market can be very costly and ineffi­
cient. The commonest solution in industry is the firm, which avoids these costs by 
internal planning and authority. The hospital is an obvious analogue.

4. Adequate information. If buyers are to exercise reasonable choices in a market 
o f  competing sellers, they must have knowledge about the product being sold. Adver­
tising is intended theoretically to enlighten consumers on the merits o f various com­
peting products (although it has been found necessary to  regulate to  reduce biased 
or misleading information). Without clear and reliable inform ation, how' can “con­
sumer sovereignty" be exercised to lead to selections o f  the "best"  product?

5. Absence o f  externalities. A transaction entails "externalities" if people beyond 
the buyer and seller are directly affected by it. (With significant externalities, even 
pure competitive markets arc seldom efficient.) Immunization Is an obvious example; 
if  one person is not immunized, many others may be harmed. Even if all the other 
conditions necessary for a competitive equilibrium hold, with significant externalities 
it will not be efficient.

These five conditions are not the only ones necessary for static efficiency o f a 
competitive market, but they are sufficient to  show the inapplicability o f the concept 
to  the health sector. On the other hand, free com petition is often heralded for its 
dynamic efficiency, in leading to technological innovation. Adam Sm ith’s invisible 
hand, some argue, is more important in this dynamic sensc-tha t is, com petition as 
the m other o f  invention, the stimulus to technological innovations and advances. 
However valid this may have been in the past, how true is it today? By far, the lion’s 
share o f  scientific research is funded by government and philanthropy, not by com­
peting entrepreneurs. In 1978, private industry supported 28 percent o f  the cost of 
health-related research, compared to 72 percent from government and philanthropy 
(5). The contribution to  basic scientific knowledge from entrepreneurial research ts 
doubtless smaller than 28 percent.



Before proceeding to  empirical facts on free com petition in the health sector, 
•n e th e r word is necessary on the process schematized in Figure 1. By what mechanism 
docs laissez-faire dynamics lead to competitive market equilibrium? In theory, with 
many buyers and sellers, those with a poor product o r too  high a price lose out and 
disappear. Competition supposedly weeds out the inferior sellers, until only those 
r/ith  an optimal combination o f price and quality (for the consumer) remain. Nc 
one claims any harmonious efficiency during this period o f  disequilibrium, but it is 
commonly assumed to  lead rapidly to  efficient competitive equilibrium.

We have noted five conditions necessary for that outcom e; if  any one o f  these is 
absent, an efficient market equilibrium will not be reached. Instead,, the injurious 
instability wD! persist, monopoly will emerge, a long-term contract may result, o r an 
inefficient equilibrium may occur which misallocates health resources (each with its 
own persistent problems, fis discussed below). Even i f  an efficient competitive 
equilibrium is attained, social equity still cannot be as'.ured.

What, in fact, are the workings o f  free trade and com petition in the medical 
market-: To what extent do the operations o f  the market result either in the long run 
o r the shOit run, in “ quality control, price-setting, and resource allocation" that is 
“desirable" or optimal for achieving the best results for the individual and for society? 
What is the empirical evidence on the consequences o f  the free trade and com petition 
model in the health sector?

The harmful effects o f  a social or socioeconomic idea can be reflected in two ways: 
first, by identification o f  actions taken by society to  reduce those effects, and second, 
by recognition o f problems that persist and have not yet been fully corrected. Below 
we offer evidence o f  the first type: adjustments found necessary to  com pensate for the 
ill effects o f  the free market over the past century.

ADJUSTMENTS FOR THE IL L EFFECTS 
OF FREE TRADE AND COMPETITION

One might offer scores r f  examples o f  social programs launched to intervene in 
the free market, insofar a> its normal operations have yielded significant social 
problems. Many of these problems are perceived as failures to  achieve social justice,^ 
or more specifically equitable response to  the personal health needs o f people. Some 
o f the problems, as we will see, relate to  economic waste; still others involve explicit 
herm to people.

Exposition o f  these social adjustments may be offered in accordance w ith the five 
conditions necessary for the effective operation o f a free competitive market, as 
explained earlier.

The Need fo r  Many Buy cm and Sellers Freely Interacting

The ordinary medical cate process is L /.illy conducive to  comparative shopping 
by patients among many sellers o f medical care. An essential requirement for effective 
doctor-patient relationships is long-term continuity in the linkage o f the patient with 
a particular doctor; the very act o f consulting another physician jeopardizes this 
relationship. Yet the initial choice o f a doctor is often based on happenstanccs such 
as geographic location or a chance recommendation.
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Little has been done deliberately to  assure free interaction o f  many buyers and 
sellers o f  primary health care. An u n p in n e d  or spontaneous social adjustment, 
however, has been the great expansion o f  hospital “emergency" services, in response 
to  the difficulties o f patient access to  ordinary primary care (6). In effect, the spiraling 
utilization o f  hospital emergency departments for non-urgent primary care has been 
an adjustment to  the lack o f  adequate numbers o f  primary care d o c to n  in American 
communities.

Perhaps a more deliberate adjustment to  the sparsity o f  sellers o f  primary medical 
care has been the U.S. movement o f the 1960s and 1970s to train substitutes for the 
general practitioner, in the form o f physician assistants and nurse practitioners. It is 
noteworthy that other affluent nations with adequate supplies o f geneulists have not 
employed such a strategy (7). Many types of federally subsidized com munity health 
centers in poverty areas have been another American adjustment.

With respect to secondary care, specifically surgical operations, intervention to 
permit comparisons between sellers has been deliberate. Health insurance plans have 
introduced procedures for “ second surgical op in io n s"-n o t to  determine (he lowest 
price bid. but to permit the patient to decide whether the surgery is truly necessary 
in the first place (8). Yet even this process has been opposed by medical societies as 
“ interference in the doctor-patient relationship."

N o Substantial Economics o f  Scale

The social adjustments induced by the clear existence o f economies o f  scale and 
the associated “ natural monopolies" have been numerous.

After discovery o f  the Salk vaccine against poliomyelitis, the restricted licensing 
o f  a few large pharmaceutical firms to produce ihe vaccine was done in obvious 
recognition of the economics, as well as quality controls, in such restriction of com­
petition. The same policy is pursued with respect to production o f  all vaccines in 
many capitalist countries, not to  mention the socialist countries.

In organized health care settings, the irrationality o f  the competitive free market 
model has long been evident. Hospitals, for example, continue to  make exclusive 
contracts with radiologists and pathologists, even though this bars competition in 
these specialties (9). Without such contracts, hospital care would be less efficient end 
even more expensive than it is. The same basic concept o f structured “closed sta ff"  
hospitals has been found to  promote efficiency and quality for ail specialty services 
in general hospitals throughout most o f the industrialized world (capitalist and 
socialist) (10).

In normal comprehensive health planning, the implementation o f  “certificate of 
need" legislation to authorize new hospital construction is an obvious recognition of 
the value o f  restricting com petition due to the benefits o f natural monopoly ( I I ) .  
Quite aside from the wastefulness o f superfluous hospital beds generating unjustified 
utilization (sec below), multiple small facilities in a community are moie costly and 
less effective than a larger integrated facility. Similar policies govern the authorization 
o f new pharmacies in an area, even in an entrepreneurial nation like Belgium (12).

L ow  Transaction Costs

The bewildering complexities o f  the medical care system have induced all sorts 
o f adjustments to  the high costs o f the whole transaction process.
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Group medical practice is one such adjustment (1?). Over the last 40  years it has 
grown rapidly, as an adjustment to the complexities caused for the patient by speciali­
zation in medicine, and in spite o f  its reduction o f  com petition. Thus, a reduced 
choice o f specialists is traded o ff for the benefits o f  professional teamwork and greater 
convenience for the patient. The elaborate integrated mechanism o f  the general 
hospital is also, o f course, an adjustment to  the economic and logistical monstrosity 
that would result if each o f the hospital's hundreds o f  services were to  be sold as a 
separate market transaction.

The operations of virtually all programs o f organized health care delivery are 
further demonstrations of the high cost and inefficiencies o f  multiple separate 
transactions. Tliis may be illustrated by governmental health programs from the 
magnitude o f the Veterans Administration 175-hospitaJ network down to a Health 
Department prenatal clinic in cne small town.

Consider the transaction costs involved in the rehabilitation o f  a patient with 3 
serious disability. His needs for physician services, drugs, hospitalization, physical and 
occupational therapy, perhaps prosthetic appliances, occupational retraining, job 
placement, and much more are bewildering. The process is so complex that highly 
directive vocational rehabilitation programs have had to  bo organized in all states, 
under which “ vocational rehabilitation counsellors" cut through the complexities 
xnd make decisions for the patient, rejecting the competitive process with its high 
transaction costs.

Adequate Information

The (u ficicncies o f information available to  the consumer are perhaps the most 
widespread obstacles to the efficient operation o f  a free health care market. A catalog 
o f  fill the social adjustments stimulated to  cope with this problem would be very 
lengthy, i.idced, and only a few can be cited.

f  te  com petition gave rise to  countless numbers and types o f  unqualified practi­
tioner., particularly with the growth o f cities in 19th-century Europe and America. 
How could the average consumer be expected to distinguish the knowledgeable 
physician from the imposter? Licensure in medicir.e (and later other professions) was 
the solution adopted throughout the world, even though it dearly  reduced com peti­
tion (14). Such restriction o f the free m arket was preferable tc the tragic consequences 
o f  treatment by chafi.'ans.

But even licensure h is been an irnperfert solution in the United States, as state 
legislatures, clinging to free market concepts, have licensed chiropractors in almost 
every state; this is not merely to  treat vertebral disorders (lo r which there may be 
limited justification), but to handle every type o f disease (IS ). Moreover, medical 
licensure laws have been widely misused, to protect the “competitive pos>'.,on" of 
existing practitioners rather than to safeguard consumers. Yet no state has been 
willing Jo risk the disasters that might follow from revoking licensure legislation. 
Instead, licensure boards are being reconstituted to  include consumers as spokesmen 
for the public interest (16).

Some have looked upon professional licensure and similar forms o f  regulation 
as a strategy for prohibiting innovation that might be sound. They point to the lung 
history o f opposition to new ideas by orthodox medicine—o" isition to  smallpox
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vaccination, to  the infectious cause o f "childbed fever”  and even to  the pasteurization 
o f  milk (17). The negative American attitudes today about the use o f  trained midwives 

'fo r  norma] obstetrical deliveries or o f New Zealand-type "dental nurses" for the care 
c f  children are put in th r  same class. But the latter types o f health personnel are, In 
fact, productively used in dozens o f  countries. Their non-acccptance in the United 
States is not caused by regulation but by the political effectiveness o f  the medical and 
dental professions in suppressing com petition. When and if public pressures are 
mounted to change the licensure laws, these reasonable types of health personnel 
will be licensed in t‘ e United States, as they are elsev here.

The countless tragedies from m isiufom iation-oftcn deliberately false claim s-about 
drugs make a long and distressing saga. In the United States at the end o f the !9th 
century , the unfettered free market was particularly adventurist; among other things, 
drugs were manufactured, labelled, and sold with complete abandon. The result was 
enormous deception o f people by grossly false claims on packaged medications, with 
resultant waste o f  millions o f  dollars and doubtless thousands o f  lives, in  response, 
the U.S. Congress passed the tin t Food and Drug Control Act in 1906, greatly restrict­
ing the free market in drug production and sales. It took additional tragedies in 1939 
(scores o f infant deaths from a lethal "elixir" o f sulfanilamide) and in 1962 (hundreds 
o f  limbless babies born to mothers taking "thalidom ide") to  bring further lightening 
o f  drug control legislation against the abuses o f competitive free enterprise in the 
U.S. pharmaceutical industry (18). .

The workings of hospitals have long been far too complex to be evaluated by the 
average patient, even by the average community physician. Many facilities lacked 
proper laboratories, surgical equipment, or nursing staffs, but how was the outsider 
to  know? In response, non-governmental action was taken first in 1919; this evolved 
in to  the Joint Commission on Accreditation o f  Hospitals in 19S2 (19). Thus, infor­
m ation about hospitals is provided to  potential users (or buyers o f hospital service) 
through an emblem of appraval, in spite o f this indirect interference with free com ­
petition for the patient’s p e o n a g e . Even so. an emblem o f quality may not protect 
the consumer, since the hospital is ordinarily chosen not by him but by the d o c io r- 
who may (and often docs) have his own reasons for selecting a non-acctediled facility.

Absence o f  Externalities

In the health sector, externalities abound with particular force. Each person’s 
health status affects the health and welfare of everyone else. As a practical matter, 
therefore, nations at all stages o f capitalist development have taken actions to assure 
the distribution of health care quite outside the mechanism o f a free competitive 
market. One may not always appreciate the abandonment o f laissez-faire dynamics 
that these actions constitute.

The rise o f insurance for health care-first voluntary, later m andatory-w as an early 
response to  recognition of the societal importance o f assured medical care at times of 
need. In the 19th century , as medical care became a market commodity (available only 
from charitable sources for the very poor and destitute), mutual insurance societies 
grew up in Europe to  pay doctor bills for low-wage workers. Eventually in the 18S0s, 
Germany enacted a law mandating "sickness insurance" for low-wage workers, and 
launching the concept o f social security. Both the private and public forms o f health
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care insurance spread to  many other countries (20). Not until 1965 did the United 
States enact any social insurance for general medical care, limiting it to  th e  aged. 
Mandatory or social insurance constitutes a major adjustm ent to the problems of the 
free market ideology (21). To a lesser extent, the same is true o f  voluntary health 
insurance. By spreading sickness risks over many people and over periods o f  tim e, the 
constraints o f  price on individual demai.d, when sickne...' strikes, are greatly reduced; 
the degree, o f  course, depends on the nature o f  copayments, deductibles, and other 
“ cost-sharing” requirements that may be imposed (22). Prevention o f  insurance 
“abuse”  by either patient or d o c to r- th e  so-called “ moral hazard" o f  insurance-en- 
gendcrs all sorts o f  surveillance and policing in any insurance program. With all their 
weaknesses and faults, which are m any, both voluntary health insurance and Medicare 
for the aged mollify the worst effects o f the classical market mechanism in the dis­
tribution o f  medical care (albeit through introduction o f  another m arket for insur­
ance).

To provide medical care for the p o o r-fo r  those w ithout even, the low b u t stable 
incomes adequate for insurance-other adjustments have long been made. General 
revenue support o f  the U.S. Medicaid program is only the latest in a long saga o f 
social measures to finance needed medical care that poor people were unable to  
purchase in the free market (23). Parliamentary governments could ignore the brutali­
ties o f  a market price for all care o f  the sick only at the risk o f  deaths in the street, 
mass rebellion, and social revolution. Compromising the free medical m arket, with 
tax-supported health care for the poor, was a much more prudent solution taken 
throughout the world, if  only to maintain social order. The introduction o f social 
security under Bismarck was mot designed to  extend democratic rights and liber­
ties, but rather to  weaken the risir.' socialist movement among European workers 
(24).

The entire field o f preventive medicine and public health has developed out o f 
recognition o f the crucial “externality" that each person’s health care affects the 
well-being o f all others. This has long been obvious for immunizations and other 
measures o f  communicable disease control; compulsory vaccinations, isolation, and 
quarantine have been implemented for centuries. Although less obvious, the same 
principle applies to  health education on behavior to reduce the risk o f  chronic non- 
communicable disease. We need not fall into the trap o f  blaming the victim for Ids 
“life style" in recognizing the Importance o f  social measures (e.g. bans on cigarette 
advertising) to  discourage harmful habits (25). Such social measures must operate 
not only outside the arena o f free trade, but even as a frontal assault upon it.

These specific adjustments to the ill effects o f  a free market in the health sector 
m ay constitute enough empirical evidence o f  its grave inadequacies as a means for 
reasonable allocation o f  resources in society. All five o f  the conditions necessary for 
the market to  serve as an efficient distributive mechanism are seriously lacking.

But the ill effects o f free trade and competition in the health sector are shown 
in other ways. Returning to the process modeled in Figure 1, one must recognize 
the development o f  mono|K)ly/oligopoly on the one hand, and semi-market con­
tractual arrangements on the othcr-channcls of development 'hat do not even lead 
theoretically to  competitive market equilibrium.
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OTHER OUTCOMES OF FREE TRADE IN HEALTH CARE

The obstructive and anti-social rise o f  monopoly in the health sector has occurrt.d 
again and again. Actions taken in response to  this problem have led, in  tu rn , to  
injurious secondary effects.

The U.S. pharmaceutical industry has engaged repeatedly in collusive price-fixing 
in restraint o f  trade. Convictions, such as that achieved for pegging the price o f  anti­
biotics to yield superprofits to several major firms after World War II, were widely 
publicized (26). But such exposure o f monopolistic practices is probably only the 
iceberg seen above the water. Is it not significant that the U.S. phannaceutical 
industry has long had the highest rate o f profit o f  any type o f  enterprise (27 )-h igher 
than the steel industry or the manufacture of romputers?

Medical societies have long used “ethics” as a constraint against development o f 
innovative patterns o f medical care delivery. Their strategy has been essentially 
monopolistic. Agreements among producers to stifle innovation sabotaged the ability 
o f  competition to  regulate the whole free enterprise system.

There were other more subtle ways, however, that private physicans could block 
the development o f competitive new patterns o f health care delivery, designed to 
give consumers a better deal. Consumer cooperatives getting their medical care through 
group practice clinics constituted one such pattern; doctors in these clinics could 
be barred from adm itting their patients to  community hospitals, dom inated by private 
solo practitioners. Exactly such a tactic was used by the Medical Society o f the 
District o f  Columbia, along with the American Medical Association, in an attem pt 
to  destroy the Croup Health Association o f Washington, D.C., in the 1930s. It took 
legal action in the courts to stop this assault on com petition from new health care 
ideas, resulting in the 1943 conviction of the AMA for criminal conspiracy in 
restraint of trade.” (28) In spite o f this watershed dcci.-ioii, medical societies continue 
to  apply social ostracism and other subtle stra n-ies against physicians who would 
deviate from the status quo ufprivate fec-for-service medical practice.

The development o f long-term contractual arrangements under free trade in the 
health sector has taken several forms. While constituting partial departures from 
conventional market arrangements, each o f these mechanisms has generated secondary 
problems, which in turn require regulatory controls.

Recognition o f broadly accessible health care as sound social policy led to  the rise 
o f  health insurance-first voluntary and then m andatory-as discussed earlier. Insur­
ance overcame the obstacles to accessibility erected by market prices for medical care; 
but, in the absence of regulation, it generated much unnecessary service to enhance 
the earnings o f  doctors and hospitals.

In reaction to this abusc-that is, a serious flaw in the very mechanism (health 
insurance)-designed to  adjust for the inequities caused by the free m arket-num erous 
corrective adjustments have become necessary. In most countries official fcc-schedules 
for medical services have been established, freezing price com petition, and in the U.S. 
Medicare program various constraints have been put on the determination o f  “ reason­
able, customary, and prevailing" doctor fees. Under 1972 law, PSROs (professional 
standards review organizations) were set \ p  throughout the nation to  monitor the 
propriety o f  all services in hospitals financed by both Medicare and Medicaid (29).



It has also been found necessary to  establish a federal Office o f  Fraud and Abuse, 
to  cope with professional misconduct. Thus, socially planned insurance, organized 
to  assure accessibility to health care, generates secondary problems, unless the 
economic freedom o f vendors is regulated.

Health maintenance organizations (HMOs) are the most recent striking expression 
o f  a diversion to long-term contractual arrangements, in response to  free market 
problems. The HMO is basically a strategy for com plete removal from the orbit o f  the 
market o f  a population o f patients and he-; 1th care providers. Buyers and sellers make 
an agreement, a fixed-price contract, fo' future delivery (usually for one year) of 
needed medical care. This mechanism hai been found to  be so effective in controlling 
the cost escalations o f the free medical market, that in 19.73 federal legislation was 
enacted to  promote it (30). The growth o f  HMOs has been slower than some had 
hoped; the reasons are many, but a major one is doubtless the opposition o f  private 
medical entrepreneurs precisely because the HMO constitutes such a departure from 
free market dynamics. It greatly modifies the profit incentives to maximize sales. 
Moreover, the HMO is regarded as an incursion on physician freedom and a first step 
in a broader assault on the medical market.

At the same tim e, HMOs have not been an unmixed blessing; they have given rise 
to  new forms o f abuse. In the early 1970s, to reduce medical care expenditures for 
the poor, California and certain other states actively encouraged the establishment of 
HMOs for Medicaid-eligibies. But these “prepaid health plans” (PHPs) were allowed 
to  operate w ithout any official standards; as a result dozens o f  unscrupulous organi­
zations were formed, giving seriously deficient services (31). With fixed m onthly 
payments from the state government assured, the PHPs gave grossly inadequate ambu­
lator}1 as well as hospital care; an indigent patient would have to be at death 's door 
before he was adm itted to a hospital. It took widely publicized evidence o f  scandalous 
medical neglect or fiscal abuses to  lead to  new state regulation o f  these Medicaid 
HMOs. Only after this corrective action were the corrupt HMOs eliminated (32).

Others have spoken glowingly o f the HMO as the crucial strategy for achieving the 
benefits Oi free com petition in the U.S. health care system (33). The fundamental 
merit o f  the HMO concept is, in fact, its modification o f  the usual profit motive o f 
maximizing the sale o f medical services, toward an opposite motive o f  minimizing 
serviccs-prcsumably through “maintenance of health ." But the dynamic is far more 
complicated than this, and the potential for abuse is enormous, as shown in the 
California experience.

The allegedly effective com petition among several HMOs in one midwest m etro­
politan area has been widely acclaimed (34). Its replication elsewhere or, indeed, its 
continued integrity in Minneapolis may be reasonably expected only if  cautious state 
regulation and painstaking consumer education prevent the abuses experienced in 
California in the 1970s. (I t is relevant that Minnesota’s current statu tory  regulation of 
HMOs is especially rigorous.) Regulatory safeguards would be needed against still 
other potential abuses in “ selection o f risks" or “ preferential pricing," which have 
long caused inequities in the commercial insurance industry (35). Whether the burden 
o f  public regulation necessary to assure equity and efficiency-under a system o f 
HMOs competing with each other and also with other health insurance program s- 
would be less than under a wholly planned health care system, is very doubtful.
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UNSOLVED PROBLEMS OF THE FREE MARKET

Beyond all the evidence of free market failure, reflected by the many adjustments 
I . stimulated in response, there are a host o f  persistent problems on which little action

has been taken or the attem pted corrections have been ineffective. Only some of the 
' most prom inent o f these unsolved problems need be briefly noted:

, High and endlessly rising costs o f medical care are probably the most prominent
unsolved problem in the whole contemporary health sector (36). Several o f the adjust­
ments just reviewed have been directed to cost controls, but expenditures continue 
to  m ount. Some traditional economists argue that the regulatory constraints on com­
petition are the cause o f  cost escalations-as though the many inherent obstacles to  a 

; free competitive market in health services, reviewed above, did not exist. The numer­
ous imperfections of the competitive process in the health sector have not been 

' sufficiently corrected by regulation, on the one hand, nor replaced by systematic
i _ planning, on the other. Prospective global budgeting o f  hospital operation, for example
; (no t to  be confused with prospective per diem  reimbursement), is not implementable

in the current pluralistic American health economy, ft is these realities o f halfway 
regulation, combined with hallway com petition, that yield inflation o f health care 
costs.

While professional licensure has eliminated the worst chicanery from the medical 
care m arket, it has not gone far enough. Disciplinary actions taken against even grossly 
incompetent doctors are notoriously weak. The beginnings o f mandatory continuing 
education, enforced by requirements for periodic icliccnsure o f  pharmacists, 
physicians, nurses, and others in a few states, point up the need for great extension o f 

i such policies (37).
Excessive medical, and particularly surgical, specialization in America has led to 

i ■ ' many difficulties, most prominently a serious shortage of primary care doctors.
Under the Health Professions Educational Assistance Act o f 1976, training grants 

: have been designed to favor residencies in primary fields of medicine. Much more
is needed, however, to assure the appropriate access o f everyone to a continuing and 
reliable source o f primary health care (38).

! Geographic maldistribution o f physicians and other health personnel-causing
serious handicaps for rural populations-is a problem plaguing the health care system 
o f  every capitalist nation. Vvi.ilc many factors account for this problem, the operation 
o f  the free market is important among them ;m ost rural people are relatively poor and 

j lack the purchasing power for proper medical care. Many countries have coped with
this by scrapping market mechanisms, and requiring a period of rural service from all 

i • new medical graduates. Norway has its highly developed “ district doctor" system,
i and the United States has its modest “ National Health Service Corps." (39) Far more

powerful measures arc needed, if this major inequity of the free medical m arket is 
i * to  be corrected.

Permeating the American free market in health services is the paradoxical problem 
o f "supply creating dcm and’’-fundam cntally because the seller (doctor) rather than 
the buyer (patient) makes most o f the decisions on the health services to  be obtained 
and paid for (40). The problem has been most conspicuous with respect to hospitali­
zation and its spiraling costs, and yet one wonders why it took untd the late 1950s 
to  recognize the dynamics.



As the rise o f  U.S. hospital costs accelerated in the 19S0s, attention became 
focused on possible "ovcrutilization." It was charged that, because insurance had 
eliminated the constraints o f  price, patients were "abusing" it and consuming more 
hospital days than needed. One would have thought patients could check into a 
hospital, as into a hotel. Studies at Cornell's Institute o f  Hospital Administration, 
however, showed th z t-w ith  almost any ratio o f hospital beds in a com munity, high 
or low -doctors managed to  keep those beds filled at about the same occupancy level 
(41). As a result, New York State enacted in 1964 the first "certificate o f  need" law 
to  control hospital bed supply. Soon many other states did the same, and federal law 
in 1974 made such regulation virtually nationwide ( 1 1). What a strange commentary 
on the operations o f the free market model o f supply, dem and, com petition, and 
price! Excess supply did not bring down the price, but caused greater overall 
expenditure^

Indeed, excess hospital, beds have resulted not only in higher rates o f  patient-day 
utilization, but even higher costs per day, as competing hospitals acquire superfluous 
technology in order to  attract doctors. How can more CT (computerized tomography) 
scanners be justified in Los Angeles County (some 65 units for a population of 
7 ,000,000) than in all o f  Great Britain (population of 55,000,000) where the machine 
was invented? (42). The low point in hospital enticements to doctors may have been 
reached in May 198C , when evidence was disclosed that a supposedly prestigious 
institution, with low aed occupancy, was operating a “call girl service" for doctors, 
to  induce them to ac'mit patients (43). Legal prosecution, o f  course, was necessary. 
With respect to  CT scanners or excess hospital beds, planning agency dccisions-hardly 
distinguishable from regulaiicn-are necessary to control the extravagances o f the free 
market in hospital care. Not many states, however, have been as forthright as 
Michigan, in passing legislation to deliberately reduce excess hospital capacity (44).

Evidence that supply creates demand has now accumulated for every component 
o f  the health care industry, not only for the use of hospital beds (45). Surgeons create 
"dem and" for surgical operations, the benefits o f which arc far from established (46). 
In Canada, the in-migration o f foreign medical graduates was stopped a fcwyc«rs ago 
when h was learned that each new physician meant an expenditure of some S300.000 
-a b o u t 40 percent for his own gross income and 60 percent for the hospital and other 
secondary services that he generated. Similarly, a steady increase in the U.S. doctor- 
population ratio has led not to any decline in prices, but to a rise in aggregate 
expenditures.

Partial or half-way planning leaves many problems unsolved. Thus collectivized 
financing along with entrepreneurial delivery o f  service creates enormous problems in 
surveillance of quality and expenditures For reasons explored earlier, insurance, 
taxation, and other third-party sources of finance have been mobilized everywhere 
to  help achieve health care equity. At the same time, everyone agrees that third-party 
payment inevitably dulls or eliminates both the doctor's and the patient's sensitivity 
to  price. Such social financing, nevertheless, is quite properly designed to facilitate 
the seeking of health service in the first place. Thus, for the lion’s share o f total 
health care costs now supported by third parties, the free market has already been 
largely abandoned (47). Yet, monitoring medical care fee claims under third-party 
financing programs is enormously difficult and seldom effective.

Within the field o f health insurance, insofar as competition operates among carriers.
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Its effects have promoted inequity. The commercial insurance practice o f  "experience- 
rating"-decreasing premiums for the young and healthy, and increasing them for the 
aged and disabled-has forced the non-profit insurance plans to  follow suit o r lose their 
enrollment (48). The only solution to this perverse dynamics would be a system of 
universal social financing, within a framework o f  cither enormously regulated com pe­
tition or systematic social planning.

Zealous devotion to concepts o f the free market and competition has led to the 
rejection o f  “ ethical" bans on medical advertising (49). The importance o f  consumer 
accessibility to  complete objective information is one thing; freedom o f  advertising 
is another. Even with the utmost scientific effort, evaluation o f cither the “ process" 
or “ outcom e" of health services is extremely difficult to  carry ou t, let alone to  report 
lucidly. Take note o f the limited impact o f the U.S. Federal Trade Commission on 
the advertising of so-called “ethical drugs"-as revealed each month in the highly 
authoritative Medical Letter on Drugs and Therapeutics-in  spite o f the relatively 
broad powers vested in government by the Food, Drug, and Cosmetic Act. Objective 
information should be broadcast by government or some neutral body, not by parties 
obviously trying to sell their own particular products. Are we to welcome to the health 
care industry the skillful distortions with which advertising has glamorized cigarette 
smoking, liquor consumption, and other garden paths to  disease and death?

Inadequate consumer information persists in plaguing a free market health care 
model, despite the most earnest efforts, to ameliorate it through education. To the 
extent that a patient may have an impact on the doctor's decisions, he must be in­
ordinately knowledgeable. Even if he or she is. it is rare for the patient to  prevail over 
the judgment o f the doctor. Not many patients are as sophisticated as Norman 
Cousins who, aided by a physician of exceptional humility, cured himself o f  an 
incurable disease (50). For every Mr. Cousins, (here are thousands o f other patients 
whose non-compliance with (heir doctor’s prescription o f anti-hypertensive drugs, 
for example, leads to  fatal strokes.

The problems arising from the complexity o f medical inform ation, beyond the 
understanding o f the vast majority o f consumers, can be tragic. The choice o f a faulty 
product (e.g. an incompetent doctor) may be prolonged disability or death. Rapid 
technological change creates new information requirements almost daily. If new 
drugs could freely enter the market each week, there could be endless human tragedy 
and waste as consumers tested each product. (Regulation, o f  couise, has been neces­
sary to bar this.) Even alter a product has been purchased and consumed, how can the 
consumer judge its value? Health outcomes depend on many environmental, genetic, 
and other factors outside o f  medical care.

Market mechanisms may achieve reasonable distribution of some luxury goods 
and services, such as fancy clothing or night-club entertainm ent, but they cannot be 
expected to work soundly for health care. Regarding services accounting for 80-90 
percent o f  health care costs, decisions in the last analysis are made by the doctor, not 
the patient. How can one expect consumer preferences to govern the flow o f products 
in the medical market ( 5 1)?

Finally, one need only take note of the magnitude o f "unfinished business” faced 
by the nation’s 212 local health planning agencies, to recognize the enorm ity o f  health 
deficiencies remaining in the Irec market o f  health care. It has not been excessive 
regulation, but the consequences of the free market that led to establishment o f 
Health Systems Agencies as mechanisms to cope with excess general hospital beds,
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health carc cost-containm ent, emergency medical services, environmental health 
protection, perinatal intensive care, and rehabilitation scrvices-to name only some o f 
the problems recently identified in the planning o f  one local HSA (52).

Health pi. nning (national and local) constitutes, after aU, a series o f interventions > 
in the free market o f health care, designed to  correct its many failures.

IN CONCLUSION-SYSTEMATIC SOCIAL PLANNING 
OF THE HEALTH SECTOR

We trust this is enough o f  a recitation o f the failures, distortions, wastages, and 
human inequities of the free market in health carc to  clarify our reasons for rejecting 
it. and preferring a strategy o f systematic social planning. The failures o f a free market 
in health carc to  achieve effective allocation o f resources for meeting the needs o f 
populations have been gigantic. Some entrepreneurial voices even reject as “ naive”  the 
very concent o f needs, and wish only to  consider "effective dem and” in a market.
Yet, the market has not been completely abandoned in capitalist nations, only because 
countless corrective measures have kept patching it up.

Entitlement to health care, unlike most other goods and services, has come to oe 
recognized throughout the world as a “ universal human right.”  (53) The rationale is 
both humane and pragmatic. To implement its distribution, one cannot be satisfied 
with a free market mechanism that treats health carc fundamentally as a commodity 
to  be produced for profit and sold. A pig trough philosophy o f access has been 
rejected. The incompatibdities between these two concepts o f health care-as a com ­
modity for sale versus a basic rig lu-arc overwhelming.

In broad terms, an agenda for a systematically planned health care system is not 
difficult to summarize: (a) universal population coverage;(b) comprehensive services, 
based solely on nced;(c) emphasis on prevention through integration with treatm ent;
(d) health personnel trained at public expense to serve in coordinated teams; (e) health 
facilities public and regionalized; (f)  quality regulated through built-in organizational 
structure (rather than external surveillance); and (g) fully collectivized financing (54).
In a word, a planned social system would replace the vagaries o f  the competitive 
medical market. Consumer choice would not disappear (e.g. for Doctor A rather than 
Doctor B), but it would be constrained by conditions under which one person’s choice 
does not thwart reasonable response to another person’s need.

The way o f  science, which matured only after the days o f Adam Sm ith, has far 
more effective strategies to offer, both along the biological and the social dimensions 
o f health carc. Health services can be effectively distributed not by the tools of price 
or non-price com petition, not on the basis o f personal affluence, gcograpliical location, 
social position, educational sophistication, or any other o f the features on which free 
market dynamics depend. The production and distribution of health services can be 
based on their scientifically demonstrated value and on the differential needs o f  each 
human being (55).

The strategics required to construct a soundly planned health carc system are not 
simple, nor free from the possibilities o f error. Each of the above seven attributes o f 
such a system requires vast information and sophisticated judgment in the arena of
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both  economics and politics. If  one prefers an option o f  modifying the ftee market, 
however, the requirements for regulatory intervention are no le ss-if  efficiency and 
social justice are to  be attained. Programs o f this sort, formulated by AUin Enthoven 
(33) and others, would require elaborate administration and constant regulation. 
These complex issues and options must be discussed, but the issue before us is the 
past and present medical markets. We believe it can be dem onstrated that deliberate 
and systematic social planning o f  the health services can be more effective, less subject 
to  the evils o f  corruption and inequity, than the most judiciously regulated model o f 
the free competitive market. The lessons o f history on the perverse social conse­
quences o f the pursuit of individual self-interest in the health sector are abundant. 
The human and social benefits o f  rational scientific health planning are demonstrable 
throughout the modern world.

In this paper, we have addressed the ascending wave o f opinion in the United States 
that current difficulties in the health sector arise from “ too m uch" regulation, and 
that the path to efficiency and justice lies in uninhibited competition and free trade. 
An objective assessment o f  past experience, we believe, points to  a path in exactly 
the opposite direction.
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re c e n t  f in d in g s  re lev an t  to  im m e d ia te  p ro b le m s  in  h e a l th  serv­
ices.

Abstract

T h i s  s tudy  e x a m in e s  h o sp ita l  c a p i ta l  inves tm en t a m o n g  M assa­
ch u se t ts  sh o r t  t e rm  g e n e ra l  v o lu n ta ry  hosp ita ls  be tw een  1907 a n d  
1976, a n d  assessVs th e  im p a c t  o f  C e r t i f ic a te  o f  N eed  (C O N )  r e g u ­
la t io n .  A pro f i le  o f  c a p i ta l  e x p e n d i tu re s  for fiscal years 
1967 1976 was d e v e lo p ed  f ro m  M assachuse tts  R a te  S e t t in g  C o m ­
mission d a t a  for 26 s a m p le  hosp ita ls ,  s tra t if ied  by te a c h in g  s ta tu s  
a n d  B oston versus no n -B o s to n  loca tion .  C ase  s tud ies  were c o n ­
d u c te d  in n ine  s a m p le  h o sp ita ls  to  e x p lo re  th e  d e te rm in a n ts  a n d  
c o n seq u en ces  o f  m a jo r  c a p i ta l  p rojet ts u n d e r ta k e n  by the  in s t i tu ­
t io n .  K no rm o u s  c a p i ta l  e x p a n s io n  took p lace  from  1967 76. 
H osp ita ls  in a re a s  o f  r a p id  p o p u la t io n  g ro w th  s ign if ican tly  i n ­
c rea sed  th e ir  bed size; o th e r  hosp ita ls  rep laced  or m o d e rn ized  in ­
p a t ie n t  facilities, a n d  e x p a n d e d  a m b u la to ry  c a re  cap ac i ty .  All 
h o sp ita ls  s ign if ican tly  e x p a n d e d  the ir  a n c i l la ry  service capac ity .  
W i th  respect to t h e  im p a c t  o f  C O N  re g u la t io n ,  the  ev idence  re ­
v ea led  th a t  by 1976 a n d  b ey o n d ,  C O N  review h a d  re d u c e d  all 
d im en s io n s  o f  p ro jec t  sca le  a n d  cost by as m u c h  as tw o - th ird s  o f  
11 q i i ; do  -II | "  i |"  • ei|
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B road ly  sp eak in g ,  c e r t i f ic a te  o f  n eed  laws a re  g r o u n d e d  o n  the  
a s su m p t io n  th a t  a p r im a r y  reason  for  sp ira l l ing  h e a l th  c a re  costs 
lies in th e  existence o f  d u p l ic a t iv e  a n d  in a p p r o p r ia te  facilities 
a n d  services. T o  avoid  p e r p e tu a t in g  this p ro b le m ,  it is necessary 
to  c u r ta i l  th e  co n s t ru c t io n  o f  new facilities a n d  th e  p rovis ion  o f  
new  services unless they  c a n  be show n to be n e e d e d .  T h e  r a ­
t io n a le  for  ce r t i f ic a te  o f  n eed  is co m p e l l in g .  H ow ever, t h e r e  a re  
m a n y  who d o u b t  th a t  th e  su b s t i tu t io n  o f  a re g u la to ry  m e c h a n is m  
for an  a d m i t te d ly  im p e rfec t  m a rk e t  m e c h a n ism  will im p ro v e  the  
s i tu a t io n .  O n  th e  o th e r  h a n d ,  it is the  fa i lu re  o f  th e  m a r k e t  sys­
te m .  e m b o d ie d  in the  so -called  “ R o e m e r  e ffec t"  w h ich  posits t h a t  
th e  ex istence o f  hosp ita l  beds  c rea tes  a d e m a n d  for th e m ,  th a t  
ce r t i f ic a te  o f  n eed  p ro g ra m s  a r c  designed  to  co r rec t .  H ow  well 
these  p ro g ra m s  work is still a n  o p e n  ques t ion .

T h i s  rep o r t  p resen ts  a s u m m a ry  o f  P h .D .  d is se r ta t io n  re search  
s u p p o r te d  by th e  N a t io n a l  C e n te r  for H ea l th  Services R esea rch .  
T h e  s tudy  ex am in es  in d e ta i l  hosp ita l  c ap i ta l  in v es tm en t  u n d e r ­
tak en  by M assachuse tts  sho r t  te rm  gen e ra l  hosp ita ls  be tw een  
1967 a n d  1976. P a t te rn s  o f  c ap i ta l  ex p an s io n  a r c  c o m p a r e d  for 
te a c h in g  versus n o n te a c h in g ,  a n d  for Boston versus n o n B o s to n  
hosp ita ls ,  a n d  special e m p h a s is  is p laced  u p o n  assessing th e  
im p a c t  o f  c e r t i f ic a te  o f  need  legisla tion . It is h o p e d  th a t  th is  
r e p o r t  will c o n t r ib u te  to o u r  u n d e r s ta n d in g  o f  th e  re g u la to ry  
process a n d  th e  reac t io n s  o f  those who a re  involved.

G e ra ld  R osen tha l .  P h .D .

M arch  1981
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D u r in g  th e  past d e c a d e  th e  r a p id  a n d  co n t in u in g  in c rea se  in  th e  
costs o f  m ed ica l  c a re  has  e m e rg e d  as a m a jo r  h e a l th  policy issue 
a t  all levels o f  g o v e rn m e n t .  L e a d in g  th e  h ea l th  c a r e  cost sp ira l  
h a s  been  th e  a c u te  c a re  h osp ita l  sector; e x p e n d i tu re s  for h o sp ita l  
services co n s t i tu te  th e  la rgest  p o r t io n  o f  total h e a l th  c a re  s p e n d ­
in g ,  40 p e rc e n t  in recen t  years, a c c o u n t  for m o re  th a n  h a l f  o f  the  
g o v e rn m e n t  sh a re ,  a n d  s ince  th e  e n a c tm e n t  o f  M e d ic a re  a n d  
M e d ic a id  in 1965 have  risen a lm os t  twice as fast as o u tlays  for 
o t h e r  ca tego r ie s  o f  m ed ica l  ca re .  Most efforts  to  c u r b  th e  i n ­
crease  in h e a l th  c a re  costs h av e  th e re fo re  been  focused  on  a c u te  
c a re  hospita ls .

Analyses by several d i f fe re n t  investigators have  now  es tab l ish ed  
th a t  a p p ro x im a te ly  h a l f  o f  th e  to ta l  increase in h o sp i ta l  costs 
s ince  1960 has b een  a t t r i b u t a b l e  s im ply  to in f la t io n  — th a t  is, to  |
t h e  inc rease  in th e  wages a n d  prices in the  ho sp i ta l  sec to r  th a t  
w o u ld  h ave  been  re q u ire d  s im ply  to  p ro d u ce  th e  s a m e  level o f  
service over t im e . T h e  r e m a in d e r  o f  th e  increase, how ever ,  s tem s 
f ro m  th e  in ex o rab le  g ro w th  in th e  soph is t ica t ion  o f  la b o r  a n d  
n o n - la b o r  in p u ts  r e q u ire d  to  p ro d u c e  the ever m o r e  co m p lex  
services th a t  now c o m p r ise  a hosp ita l  adm iss ion  o r  “ p a t ie n t  
d a y " .  C a p i ta l  ex p an s io n  — th e  co n s tru c t io n  o f  new  facilities , the  
a d d i t io n  o f  new beds a n d  services, a n d  the  in v es tm en t  in new 
" e q u ip m e n t - e m b o d ie d  techno logy"  — has long been  reco g n ized  as 
o n e  o f  th e  m a jo r  vehicles th ro u g h  w hich  the  in tensity  o f  h o sp i ta l  
c a r e  is inc reased .  As a result,  th e  c re a t io n  o f  m e c h a n ism s  to  lim it 
c a p i ta l  inves tm en t by hosp ita ls ,  a n d  p a r t icu la r ly  th e  e n a c tm e n t  
o f  C e r t i f ic a te  o f  N eed  (C O N )  re g u la t io n ,  have rece ived  ear ly  a n d  
c o n t in u in g  p ro m in e n c e  ;n s ta te  and. federal g o v e rn m e n t  s t r a t ­
egies to  c o n ta in  r is ing  h e a l th  e a r <• costs. \

Despite  th e  im p o r ta n c e  o f  hosp ita l  cap ita l  e x p a n s io n  a n d  of 
C e r t i f ic a te  o f  N eed ,  n e i th e r  the  fac to rs  in f lu e n c in g  hosp ita l  
c a p i ta l  inves tm ent n o r  th e  im p a c ts  o f  C O N  u p o n  th e m  have b een  
e x a m in e d  in d e ta i l .  N o t  even th e  a c tu a l  c o m p o s i t io n  a n d  p a t ­
te rn s  o f  hosp ita l  c ap i ta l  e x p e n d i tu re s  over l im e  h av e  b een  tie-
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t e r m in e d  b e c a u se  th e  sources  o f  read ily  a v a i la b le  d a t a  a re  too  a g ­
g re g a te d  to  reveal a n y  b u t  th e  most obvious c h a n g e s  in to ta l  beds 
a n d  to ta l  in v es tm en t .  Y et a n  u n d e r s ta n d in g  o f  th e  n a tu r e  a n d  d e ­
t e r m in a n t s  o f  ho sp i ta l  c a p i ta l  expansion  is essentia l  to  th e  ev a lu ­
a t io n  o f  th e  im p a c ts  o f  c u r r e n t  regu la to ry  m e c h a n is m s  a n d  to  the  
des ign  o f  m o re  e f fec t iv t  s tra teg ies  to sh a p e  fu tu re  in ves tm en t.

T h is  s tu d y  was c o n d u c te d  to  Fill som e  o f  th e  g a p s  in c u r r e n t  
k n o w le d g e  a b o u t  ho sp i ta l  inves tm ent b e h a v io r  a n d  its response  to 
r e g u la t io n .  P rev ious  investiga tions e i th e r  e x a m in e d  hosp ita l  
c a p i t a l  e x p a n s io n  o r  a t t e m p te d  to e v a lu a te  th e  process a n d  o u t ­
c o m e  o f  C e r t i f ic a te  o f  N e e d .  By con tras t ,  th is  s tudy  em ployed  a 
d es ign  t h a t  c o m b in e d  a n  in -d e p th  analysis  o f  th e  a m o u n t  a n d  
co m p o s i t io n  o f  c a p i ta l  in ves tm en t across th e  w ho le  v o lu n ta ry  
h o sp i ta l  in d u s t ry  in o n e  s ta te ,  b o th  befo re  a n d  a f te r  th e  in t r o d u c ­
t io n  o f  C O N  re g u la t io n ,  w ith  an  e x a m in a t io n  o f  th e  im p le m e n ta ­
t io n  o f  th e  C O N  p r o g r a m  itself a n d  o f  th e  c h a n g e s  in th e  n a tu re  
o f  h o sp i ta l  in v es tm en t  r e su l t in g  from  th e  p re se n c e  o f  C O N .  S tudy  
f ind in g s ,  th e re fo re ,  o f fe r  insights  in to  th e  d y n a m ic s  o f  hosp ita l  
c a p i ta l  e x p a n s io n  a n d  th e  im p ac ts  of  C O N  th a t  p rev ious  work 
c o u ld  n o t  p rov ide .

T h e  s tu d y  focused  o n  sh o r t - te rm  genera l  n o n -g o v e rn m e n t  n o n ­
p ro f i t  ( i .e .  v o lu n ta ry )  h o .p i ta ls  in M assachuse tts  over th e  pe r iod  
Fiscal Y ears  1 9 6 7 -7 6 ,  five years  p r io r  to  th e  e n a c tm e n t  o f  C O N  
r e g u la t io n  in t h e  C o m m o n w e a l th  on  N o v e m b e r  15, 1971, a n d  
five years fo llow ing  C O N  im p le m e n ta t io n ,  a n d  add ressed  th e  fo l­
lo w ing  m a jo r  sets o f  ques tions :

•  Is th e re  a bas ic  p a t t e r n  o f  investm ent fo llow ed  b y  all hosp ita ls  
o r  by c e r ta in  c a teg o r ie s  o f  hospita ls ,  such as te a c h in g  versus n o n ­
t e a c h in g  ins t i tu t ions?  In  p a r t ic u la r ,  how f re q u e n t ly  does invest­
m e n t  in  beds  o c c u r  a n d  is th e re  a r e la t io n sh ip  be tw een  invest­
m e n t  in  beds  a n d  in v es tm en t  in  ancilla ry  services?

•  W h a t  a re  th e  incentives , o p p o r tu n i t ie s ,  a n d  c o n s t ra in ts  th a t  
h av e  g o v e rn ed  a h o s p i ta l ’s choice  o f  in v es tm en t  projects?  H ave  
these  d e te r m in a n t s  v a r ie d  by type o f  ho sp i ta l  a n d / o r  time- 
p e r io d ?

•  H ow  m u c h  o f  ho sp i ta l  c a p i ta l  e x p e n d i tu re  falls u n d e r  th e  aegis 
o f  C O N  review a n d  w h a t ,  the re fo re ,  is th e  p o te n t ia l  o f  th is m e c h ­
a n ism  to  l im it  f u tu r e  c a p i ta l  ex p end itu re?

•  W h a t  is th e  lag  be tw een  th e  im ro d u c t io n  o f  C O N  reg u la t io n  
a n d  th e  t im e  th a t  c a p i ta l  e x p e n d i tu re s  reviewed by C O N  first 
a p p e a r  in  a hosp ita l 's  asset base? W h e n ,  th e re fo re ,  c a n  C O N  im ­
p a c ts  b e  a p p r o p r ia te ly  e x a m in e d  using  " u l t im a te "  o u tc o m e
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m e a su re s  focused on  the  a m o u n t  a n d  c o m p o s i t io n  o f  h osp ita l  in ­
ves tm en t?  W h a t  m easu re s  o f  m o re  " in te rm e d ia te "  o u tc o m e s  can  
b e  used to  e v a lu a te  C O N  p e r fo rm a n c e  in  th e  in te r im ?

• H ow  h a v e  th e  C e r t i f ic a te  of  N e e d  p ro g ra m ,  th e  p rospec tive  re ­
im b u r s e m e n t  p ro g ra m s  o l  the  R a te  S e t t in g  C om m iss ion ,  a n d  the  
b r o a d e r  p la n n in g  efforts  u n d e r  P .L .  93 -641  a f fec ted  hosp ita l  in ­
ves tm en t  b e h a v io r  in M assachusetts?  W h a t  chrm ges in c u r r e n t  
r e g u la to ry  policies a n d  p ro c e d u re s  m ig h t  es tab lish  m o r e  b in d in g  
c o n s t ra in ts  o n  hosp ita l  c a p i ta l  expansion?
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TABLE 1: Sample composition and its determination using optimal allocation

S tra tum  S tra tum  S tra tum  S am p le
site s tan d a rd  s i t e
IN  hi d ev ia tion  * (o n )

tin T ho u san d s I
tshl

M ajo r t e a c h in g .............................., ............................  10 5
B o s t o n   7 S 7 .100  3
N on B o s t o n ........................................................... 3  6 ,2 0 0  2

L e s s e r  te ach in g .............................................................  7 4
B o s t o n   5  8 ,9 0 0  3
Non B o s t o n   2  6 ,7 0 0  1

L im ited  te a c h in g ........................................................... 5  2
N on B o s t o n ........................................................... 5  6 ,8 0 0  2

N o n te a c h in g ..................................................................  73 15
B o s t o n .....................................................................  18 4

± 1 0 0  B e d s   6 130 2
> 1 0 0  B e d s   12 1 ,240  2

N on B o s t o n ........................................................... 55  11
± 1 0 0  B e d s   14 1 ,600  2
1 0 1 -2 0 0  B e d s   18 1 ,900  2
> 2 0 0  B e d s   23  5 ,9 0 0  7

T o t a l .....................................................................................  9 5  26
1 S tan d a rd  d ev ia t ion  o f  C o r t if ic a te -o f N e e d  ap p rov ed  ca p ita l e x p en d itu re s  1 3 7 2 -7 6  a e  e s t im a te d  from  

M a s s a c h u s e t t s  D e te rm in a tion  o f  N eed  P rog ram  In fo rm ation  S y s tem  
O p tim a l A llo ca t ion  F orm u la  (w ith e o u a l c o s t  o f  sam p lin g  for t a c h  stra tum ):

n N p S h  n =  t o l a ' s a m p l e  s l / e
nn a  • •* n h  =  s a m p l e s i z e l n t h e h t h s t r a t u m

L  N h  =* p o p u l a t i o n s t h o h l h s t r a t u m
I  N h  9 h  5 h  =  s t andard  d ev ia t ion  in th e  h th  s t ra tum
I a 1

F ro m  pu b l ic  in fo rm a t io n  av a ilab le  in the  files o f  th e  C o m m o n ­
w e a l th  o f  M assachuse tts  R a te  S e t t in g  C o m m iss ion ,  d a ta  were co l­
lec ted  on  th e  a n n u a l  ca p i ta l  e x p e n d i tu re s  over  th e  p e r io d  FY 
1 9 6 7 -7 6  m a d e  by each  sa m p le  hospita l  in to ta l  a n d  in th e  follow­
in g  c a e g o r ic s :  l a n d ,  " p la n t "  ( in c lu d in g  b u i ld in g ,  b u i ld in g  im- 
p rovem ee. 's ,  a n d  fixed e q u ip m e n t ) ,  a n d  m a jo r  m o v a b le  e q u ip ­
m e n t  (M M E ). D a ta  on asset values a t  h is to rica l cost a n d  a c c u m u ­
la te d  d e p re c ia t io n  were also collected  for Fiscal Y ears 1966, 1971 
a n d  1976.

F or  all "p ro jec ts"  th a t  involved to ta l  e x p e n d i tu re s  o f  $100 
th o u s a n d  o r  m o re  ( c u r re n t  do llars) , th e  in t ro d u c t io n  o f  a m a jo r  
new  a n c i l la ry  service, o r  th e  a d d i t io n  o f  4 o r  m o re  beds, i n f o r m a ­
t io n  was th en  o b ta in e d  on  th e  specific  ch an g es  in hosp ita l  f a ­
cilities a n d  services th a t  resu lted  from  these investment's: n u m b e r  
a n d  types o f  beds  a d d e d  o r  re n o v a te d ,  n u m b e r  o f  s q u a re  feet 
a d d e d  o r  ren o v a te d ,  an c i l la ry  service changes ,  e tc . D a ta  front the  
R a te  S e t t in g  C om m iss ion ,  th e  M assachusetts  D e p a r tm e n t  o f  P u b ­
lic H e a l th ,  the  M assachuse tts  D e te rm in a t io n  o f  N eed  P ro g ra m  
(as  C e r t i f ic a te  o f  N eed  is officially know n in M assachuse tts ) ,  a n d  
th e  s a m p le  h o sp ita l  itself were  c o m b in e d  to  p rov ide  th<- necessary



Methodology

T h is  s tu d y  was des igned  to  c o m b in e  a s ta tis tically  valid  q u a n t i ­
ta t ive  e x a m in a t io n  o f  c ap i ta l  inves tm en t a m o n g  M assachusetts  
v o lu n ta ry  hosp ita ls  w ith  a m o re  q u a l i ta t iv e  case-s tudy investiga­
t io n  o f  th e  fac to rs  th a t  sh a p e d  th e  a m o u n t  a n d  c o m p o s i t io n  o f  
th is  inv es tm en t .  T h e  design was deve loped  because  th e  c o m b in a ­
t io n  o f  q u a n t i ta t iv e  a n d  q u a l i ta t iv e  analyses co u ld  yield c o m p le ­
m e n ta ry  insigh ts  in to  hospita l  c ap i ta l  inves tm en t a n d  th e  im p ac t  
o f  C e r t i f ic a te  o f  N e e d  u p o n  it th a t  n e i th e r  a p p ro a c h  a lo n e  cou ld  
p rov ide .  T h e  q u a n t i ta t iv e  analyses cou ld  offer a basic pro f i le  on 
th e  a m o u n t  a n d  com p o s i t io n  o f  c ao i ta l  e x p e n d i tu re  over t im e  
a n d  on  v a r ia t io n s  in  the  p a t t e r n  o f  investm ent a m o n g  hospita ls  o f  
d i f fe re n t  te a c h in g  s ta tu s  a n d  g e o g ra p h ic  loca tion .  A gainst  this 
b a c k g r o u n d ,  case-s tudy  analysis o f  selected in s t i tu t ions  a n d  sp e ­
cific inves tm en t p ro jec ts  cou ld  th en  offer in fo rm a t io n  on  the  
m o t iv a t io n s  u n d e r ly in g  a h o sp i ta l ’s cap i ta l  p ro g ra m ,  th e  d e c i ­
s io n -m a k in g  process su r ro u n d in g  ca p i ta l  ex p an s io n ,  a n d  th e  c o n ­
sequences  re su l t in g  fron t it. T h e  co n d u c t  o f  case studies  cou ld  
also p ro v id e  a n  o p p o r tu n i ty  to  ex p lo re  p e rcep tions  o f  C O N  a n d  
its effects he ld  by in d iv idua ls  involved with hospita ls  in a varie ty  
o f  d i f fe re n t  capac it ies .

Development o! the capital expenditure profile

T h e  9!> sh o r t - te rm  g en e ra l  v o lu n ta ry  hosp ita ls  in M assachusetts  
w ere  s tra t i f ied  by Boston versus n o n -B os ton  location  (with 
" B o s to n ” d e f in ed  by th e  b o u n d a r ie s  o f  H e a l th  Services A rea  4) 
a n d  by te a c h in g  s ta tus:  m a jo r  teach in g ,  lesser te ach in g ,  l im ited  
te a c h in g ,  a n d  n o n te a c h in g .  N o n te a c h in g  hospita ls  w ere  fu r th e r  
s t ra t i f ied  by b ed  sire in to  those with 100 o r  fewer beds ,  101 to 200 
beds, a n d  m o re  th a n  200 beds. All te a c h in g  hosp ita ls  h a d  at least 
200  beds  a n d  th e re fo re  d id  not have  to  be  fu r th e r  classified a c ­
c o rd in g  to  to ta l  bed  c o m p le m e n t .  A r a n d o m  sa m p le  o f  20 h o sp i­
ta ls  was th e n  se lec ted , using  th e  te c h n iq u e  of  o p t im a l  a l lo ca t io n  
to  d e te r m in e  th e  n u m b e r  of  ins t i tu t ions  to be  d ra w n  from  ea c h  
cell ( T a b le  1).
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d e ta i l .  F or  pro jec ts  ap p ro v e d  by  th e  D e te rm in a t io n  o f  N e e d  P r o ­
g r a m ,  in fo rm a t io n  was also o b ta in e d  o n  changes  in  design, 
scope, a n d  e s t im a te d  cost th a t  resu lted  f rom  the  process o f  C O N  
review.

D a ta  on  th e  a m o u n t  o f  c ap i ta l  ex p e n d i tu re s ,  in to ta l  a n d  for  
“ p la n t "  a n d  M M E  conside red  sepa ra te ly ,  were used to  e x a m in e  
g e n e ra l  d ifferences  in c ap i ta l  inves tm ent by te a c h in g  s ta tus ,  g e o ­
g r a p h ic  loca t io n ,  a n d  t im e  period . Because  hospita l  a c c o u n t in g  
conven tions  recognize a c ap i ta l  e x p e n d i tu re  only at  th e  t im e  th e  
asset is first p u t  in to  service, a h o sp i ta l ’s c ap i ta l  e x p e n d i tu re  p r o ­
file is q u i te  " lu m p y "  if  ex a m in e d  on an  a n n u a l  basis. T h e re fo re ,  
to ta l  a n d  ave rag e  a n n u a l  ex p e n d i tu re s  over th e  "p re -C O N "  
p e r io d  o f  1967-71 versus the  “ p o s t-C O N " per io d  1 9 7 2 -7 6  were 
a n a ly zed  ins tead . In  o rd e r  to e l im in a te  th e  effects o f  th e  co n s id ­
e ra b le  in f la t io n  in  ca p i ta l  costs th a t  o c c u r re d  d u r in g  th e  s tudy  
p e r io d ,  all e x p e n d i tu re s  were conver ted  to co n s tan t  1967 dollars  
u s ing  d e f la to rs  derived  from  two indices em p lo y ed  by th e  R a te  
S e t t in g  C om m iss ion  (RSC) to d e te rm in e  price-level d e p re c ia t io n :  
th e  M arsha ll  a n d  Stevens Class B E aste rn  Index  for p la n t  a n d  an  
index  fo r  m a jo r  m o v ab le  e q u ip m e n t  deve loped  specifically  for  
M assachuse tts  hospita ls  by A m e r ic a n  A p p ra isa l  C o m p a n y  at th e  
reques t  o f  th e  RSC.

W ith in  th e  basic  " p ic tu re ” o f  hosp ita l  c a p i ta l  inves tm en t es­
tab l ish ed  by th e  e x p e n d i tu re  d a ta ,  " p ro je c t"  d a t a  were th en  used 
to  d e te rm in e  m o re  specifically th e  n a tu r e  a n d  com p o s i t io n  o f  i n ­
ves tm en t.  E ight p ro jec t ca tegories  were de f ined ,  a n d  p a r t ic u la r  
a t te n t io n  was focused on  e x p lo r in g  var ia t io n s  across t im e  a n d  
hosp ita l  type  for " m a jo r  bed p ro jec ts"  (i.e. new b u i ld in g s  o r  
wings co n s tru c te d  by hospita ls  th a t  in c lu d ed  at least 20 in p a t ie n t  
beds) , p ro jec ts  devoied  to  anc il la ry  services a n d / o r  a m b u la to ry  
ca re ,  a n d  p ro jec ts  devoied  to research . T h e s e  p ro jec t ca tegories  
p roved  most im p o r ta n t  in in s t i tu t iona l  d e v e lo p m e n t  s tra tegy  over 
th e  s tu d y  pe r iod  for all types o f  hospita ls  e x a m in e d .

Conduct of case studies

C ase  studies  were designed  to elicit in fo rm a t io n  on  the  course  o f  
in s t i tu t io n a l  d ev e lo p m en t  a m o n g  d if fe ren t  types o f  M assa­
ch u se t ts  vo lu n ta ry  hosp ita ls  by using a specific c ap i ta l  p ro jec t  o r  
g r o u p  o f  p ro jec ts  co m p le ted  by an  in s t i tu t io n  to  focus discussion. 
T h is  a p p r o a c h  was chosen  to assure  th a t  th e  sam e  set o f  decisions 
a n d  o u tc o m e s  would  be  discussed w ith  d if fe ren t  "ac to rs"  in  a hos­
p ita l  a n d  ?o allow interviews to p ro b e  c o n c re te  de ta i ls  s u r r o u n d ­
ing  an  a c tu a l  ca p i ta l  investm ent as well as m o re  genera l  issues o f
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in s t i tu t io n a l  d e v e lo p m e n t .  All b u t  3 of  th e  26 sa m p le  in s t i tu t ions  
h a d  e i th e r  c o m p le te d  m a jo r  ca p i ta l  p ro jec ts  d u r in g  th e  s tudy  
p e r io d  o r  h a d  s u b m i t te d  a p p l ic a t io n s  for  such  p ro jec ts  for  C O N  
review d u r in g  th is  t im e  a n d .  the re fo re ,  were  con s id e red  c a n d i ­
d a te s  for  case-s tudy . U lt im a te ly ,  9 in s t i tu t ions  w ere  se lected  r e p ­
re se n t in g  th e  ra n g e  of  te a c h in g  s ta tus  b o th  in B oston a n d  th e  rest 
o f  M assachuse tts .  In  e a c h  case-s tudy h o sp i ta l ,  ex tensive i n t e r ­
views w ere  c o n d u c te d  w ith  the  d ire c to r  o r  associa te  d irec to r ,  th e  
ch ie f  f in an c ia l  o fficer o r  one  o f  his p r in c ip a l  assistants, a sen ior 
m e m b e r  o f  th e  b o a rd  o f  trustees, the  c u r r e n t  o r  p a s t  p re s id en t  o f  
t h e  m e d ic a l  staff,  a n d  e i th e r  th e  C h ie f  o f  R ad io lo g y  o r  C h ie f  o f  
P a th o lo g y .  Selec ted  o th e r  m e m b e rs  o f  a h o sp i ta l ’s a d m in i s t r a ­
t io n ,  b o a r d ,  a n d  m e d ic a l  s ta f f  w ho h a d  p layed  p a r t ic u la r ly  i m ­
p o r t a n t  roles in th e  in s t i tu t io n ’s d e v e lo p m e n t  a n d  w ho  w ere  id e n ­
t if ied  d u r in g  th e  course  o f  discussion w ith  th e  hosp ita l  d i re c to r  
w ere  in te rv iew ed  as well. I r  o rd e r  to g a in  som e  insigh t in to  th e  
d e v e lo p m e n t  o f  th e  th ree  sa m p le  in s t i tu t ions  th a t  h a d  m a d e  only 
l im ite d  ca p i ta l  inves tm ents  d u r in g  the  s tudy  p e r io d ,  t h e  d i re c to r  
o r  associa te  d i re c to r  o f  two o f  these  hosp ita ls  was in terv iew ed as 
well.

Extensive interviews were also c o n d u c te d  w ith  var ious  m e m ­
bers  o f  th e  s ta ff  o f  th e  M assachusetts  D e p a r tm e n t  o f  P u b l ic  
H e a l th  to o b ta in  in fo rm a t io n  on  th e  s t ru c tu re ,  fu n c t io n ,  a n d  
ev o lu tion  over t im e  o f th e  D e te rm in a t io n  o f  N eed  P ro g ra m  a n d  
w ith  s ta f f  o f  the  R a te  S e t t in g  C om m iss ion  to  c larify  de ta i ls  o f  the  
p rospec tive  r e im b u rs e m e n t  system the  C om m iss ion  is deve lop ing  
fo r  M assachuse tts  hospita ls .



Findings

B o th  th e  ca p i ta l  e x p e n d i tu re  analyses a n d  case  s tudy  f ind ings r e ­
vea led  th a t  M assachuse tts  v o lu n ta ry  hosp ita ls  ex p e r ie n c ed  d r a ­
m a t ic  ch an g es  in  th e  scale a n d  scope o f  th e ir  o p e ra t io n s  d u r in g  
th e  p e r io d  u n d e r  study . F u r th e r ,  an  a p p re c ia t io n  o f  these 
c h a n g e s  a n d  th e  forces u n d e r ly in g  th e m  p roved  essential to  c o r ­
rec t ly  in te r p r e t in g  th e  effects o f  C e r t i f ic a te  o f  N eed  re g u la t io n  
u p o n  hosp ita l  e x p a n s io n .  T h e re fo re ,  th e  basic  p a t te rn s  o f  invest­
m e n t  t h a t  have  been  c h a ra c te r is t ic  o f  d if fe ren t  types o f  M assa ­
ch u se t ts  hosp ita ls  a re  first su m m a r iz e d  be fo re  th e  p re se n ta t io n  of  
f ind in g s  o n  th e  p o te n t ia l  a n d  a c tu a l  im p a c ts  o f  C O N .

Capital investment among Massachusetts voluntary hospitals

T h e  p e r io d  1967-76  was o n e  o f  e n o rm o u s  ca p i ta l  ex p ans ion  
a m o n g  v o lu n ta ry  hosp ita ls  in  M assachuse tts .  N et to ta l  c ap i ta l  
asset values p e r  b ed  o f  to ta l  c o m p le m e n t  a t  least d o u b le d  for all 
c a teg o r ie s  o f  insti tu tions.  Yet, ave rage  to ta l  b ed  c o m p le m e n ts  in ­
c reased  by no  m o re  th a n  20 p e rcen t  a m o n g  any type  o f  hosp ita l  
(ex cep t  n o n te a c h in g  in s t i tu t ions  w ith  less th a n  100 beds) a n d  a c ­
tu a l ly  dec l in ed  slightly  a m o n g  n o n B o s to n  m a jo r  te a c h in g  h osp i­
ta ls  a n d  a m o n g  lim ited  te a c h in g  hospita ls .  M a jo r  t e a c h in g  h o sp i­
ta ls  in  B oston led all o th e r  types o f  in s t i tu t ions  in to ta l  c a p i ta l  i n ­
v es tm en t ,  sp e n d in g  o n  average  $23 m ill ion  p e r  hosp ita l  (co n s tan t  
1967 dollars) ,  $60 th o u sa n d  p e r  bed  o f  to ta l  c o m p le m e n t .  Lesser 
te a c h in g  hosp ita ls ,  b o th  in Boston a n d  e lsew here  in th e  C o m ­
m o n w e a l th ,  show ed th e  g rea tes t  c h a n g e  in asset values over th e  
s tu d y  p e r io d ,  in c rea s in g  th e i r  net to ta l  c ap i ta l  assets a lm ost  400 
p e rc e n t  th ro u g h  av e rag e  c ap i ta l  e x p e n d i tu re s  p e r  hosp ita l  o f  $14 
m il l io n  (c o n s ta n t  1967 dollars) ,  $44 th o u s a n d  p e r  bed . N o n ­
te a c h in g  hospita ls ,  o n  average , sp en t  S4 m illion  p e r  ins t i tu t ion , 
$25 th o u s a n d  p e r  bed .

D espite  th is  un iversa l ex p a n s io n a ry  beh av io r ,  th e  p a t t e r n  o f  
c a p i ta l  e x p e n d i tu re s  d u r in g  th e  " p re -C e r t i f ic a te  o f  N e e d "  per iod  
1967 71 versus th e  " p o s t -C O N "  p e r io d  1972-76  p roved  dis tinc tly
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d if fe re n t  as a fu n c t io n  o f  hosp ita l  t e a c h in g  s ta tu s  a n d  b e d  size 
( T a b le  2). A m o n g  m a jo r ,  lesser, a n d  l im i te d  te a c h in g  hosp ita ls  
a n d  hosp ita ls  w ith  g r e a te r  th a n  200  beds in  g e n e ra l ,  to ta l  c ap i ta l  
e x p e n d i tu re s  d u r in g  1 9 7 2 -7 6  in c o n s ta n t  1967 d o l la rs  w ere, on  
ave rag e ,  a lm ost  twice those  d u r in g  1 9 6 7 -7 1 ;  a m o n g  n o n te a c h in g  
in s t i tu t ions ,  p a r t ic u la r ly  those w ith  few er t h a n  200  beds lo ca ted  
o u ts id e  o f  Boston, these  p a t te rn s  w ere  reversed a n d  e x p e n d i tu re s  
" p r e - C O N "  exceed ed  those  “ p o s t -C O N "  by a t  least two-fold . 
W h e n  e x p e n d i tu re s  for physical p la n t  versus m a jo r  m o v ab le  
e q u ip m e n t  were e x a m in e d  sep ara te ly ,  those  for p la n t  ex h ib i ted  
th e  s a m e  p a t te rn s  across t im e  fo u n d  for  to ta l  e x p e n d i tu re s .  By 
c o n tra s t ,  e x p e n d i tu re s  for  m a jo r  m o v a b le  e q u ip m e n t ,  th e  c a te ­
go ry  m ost  read ily  iden t i f ied  w ith  h o sp ita l  in v es tm en t  in " t e c h ­
no logy” , w ere  essentially  c o n s ta n t  across t im e , ex cep t  a m o n g  
lesser te a c h in g  hosp ita ls  w hich  show ed a tw o-fo ld  inc rease  d u r in g  
1972-76 .

T h e se  p a t te rn s  in to ta l  a n d  p la n t  e x p e n d i tu re s ,  a p p a re n t ly  
a ssoc ia ted  with th e  presence  o f  C O N  re g u la t io n ,  p ro v ed  ins tead  
to  be a fu n c t io n  p r im a r i ly  o f  th e  c o m p le t io n  d a te s  o f  “ m a jo r  bed 
p ro jec ts"  a n d  th e  synch rony  in th e  c o n s t ru c t io n  o f  such  facilities 
a m o n g  s im ila r  hosp ita ls  ( T a b le  3). T h u s ,  th e  h ig h e r  e x p e n d i ­
tu re s  in 1972 -7 6  a m o n g  var ious  ca tego ries  o f  te a c h in g  hosp ita ls  
la rge ly  resu lted  from  the  fact t h a t  these  hosp ita ls  c o m p le te d  the ir  
m a jo r  b e d  pro jec ts  in 1972 o r  la te r .  T h e  h ig h e r  e x p e n d i tu re s  in 
th e  " p r e - C O N ” e ra  a m o n g  non te r .ch in g  hosp ita ls  a ro se  because  
m ost  o f  these in s t i tu t io n s  c o m p le te d  th e i r  m a jo r  b ed  pro jec ts  
d u r i n g  1967 - 71.

D ifferences in th e  co m p le t io n  d a te s  of  m a jo r  b e d  p ro jec ts  r e ­
f lec ted  d u r in g  th e  s tudy  pe r io d  w ere  fo u n d  to  have b een  presen t 
th r o u g h o u t  the  years since th e  conc lus ion  o f  W o r ld  W a r  II .  O n  
ave rag e ,  M assachusetts  v o lu n ta ry  hosp ita ls  c o n s t ru c te d  new  in ­
p a t i e n t  facilities o n ce  every 14 years d u r in g  th is  t im e .  In  gen e ra l ,  
c o n s t ru c t io n  p eak ed  at d if fe ren t  t im es for d if fe ren t  types o f  insti­
tu t ions ,  la rgely  as a fu n c t io n  o f  p a r t i c u la r  e n v i ro n m e n ta l  in f lu ­
ences  such  as th e  re a d y  ava ilab il i ty  o f  H i l l -B u r to n  fu n d in g  to 
c o m m u n i ty  hospita ls  d u r in g  th e  ear ly  1950's a n d  th e  im p a c t  on 
te a c h in g  hosp ita ls  o f  th e  M ed ica re  re g u la t io n s  r e q u i r in g  th e  re ­
p la c e m e n t  of  w a rd  ca re  w ith  sem i-p r iv a te  a c c o m m o d a t io n s .

A m o n g  v ir tua l ly  all types o f  M assachuse tts  hospita ls ,  a lm os t  
h a l f  o f  to ta l  c ap i ta l  e x p e n d i tu re s  d u r in g  th e  e n t i r e  s tudy  pe r iod  
was devo ted  to m a jo r  bed  projects , a n d  case s tud ies  revea led  th a t  
th e  25 such  pro jec ts  co m p le ted  by sa m p ic  in s t i tu t ions  p layed  the  
p ivo ta l  roles in hosp ita l  d e v e lo p m e n t  s t ra teg y  a n d  response  to
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TABLE 2: Average cap ita l e xp end itu re s  p e r h o sp ita l 1 9 6 7 -7 1  and  1 9 7 2 -7 6  by teach ing  s ta tu s  
and g eog rap h ic  lo c a t io n — 5-year sum s , c on s ta n t 1967  d o lla r s  in th ou san d s

Total
1 9 6 7 -7 1  1 9 7 2 -7 6

To ta ll B e d  
1 9 6 7 -7 1  1 9 7 2 -7 6

P lan t 
1 9 6 7 -7 1  1 9 7 2 -7 6

P lan t/B ed  
1 9 6 7 -7 1  1 9 7 2 -7 6

M M E  
196  7 -7 1  1 9 7 2 - 76 1 9 6 7 -

M ME/Berf 
71 1 9 7 2 -7 6

M ajo r t e a c h in g ........... .SC,624 $11 ,8 33 $18 .2 $28 .8 $3 ,898 $8 ,0 06 $ 10.6 $19 .2 $ 2 ,5 58 $3 ,231 $7 .0 $8.1
B o s t o n ................... . 0 .42 5 14 ,7 66 24.1 37 .3 5 ,04 8 9 ,856 14.4 24 .7 3 ,20 3 4 ,140 9 .2 10.6
Non B o s t o n . . . . . 2 ,42 0 4 ,987 4 .6 9 .0 1.215 3 ,687 2 .3 6 .3 1 ,053 1,110 2.0 2 .3

L e s se r t e a c h in g ____ . 4,831 9 ,4 4 8 14 .7 28 .9 3 ,55 3 6 ,788 10.7 20.8 987 1,721 3 .0 5 .2
B o s t o n ................... . 4 ,024 9 ,834 13.4 30 .9 2 ,756 6 .770 9 .2 21 .4 885 1 ,789 2 .9 5 .5
Non B o s t o n _____ . 6 ,84 7 8 ,484 18.2 23 .9 5 ,546 6 ,835 14.7 19.3 1,209 1,552 3 .3 4 .3

L im ited  te a ch in g .......... . 2 .758 3 ,383 9 .2 10.8 1,991 1,799 6 .7 5 .7 730 960 2.4 3.1
N o n te a c h in g .................. . 2 ,513 1,688 15.8 9 .4 2 ,068 1,078 13.C 5 .8 416 455 2.6 2 .5

B o s t o n ..................... . 2 ,236 1.314 13.8 10.4 1,758 824 11.1 7.6 437 442 2 .5 2 .5
< 100 B ed s  . . 7 4 ’ 1 .493 11.6 19.0 662 1,334 10.2 16.9 86 143 1.4 1.9
> 100 B e d s ____ . 2 .9 8 0 1.224 14 .9 6.1 2 ,306 568 11.5 3 .0 6 12 593 3.1 2.9

Non B o s t o n ........... . 2 ,604 1 ,810 16 .5 9.1 2 ,170 1,161 13.6 5 .2 410 460 2 .7 2 .5
< 100 B ed s  . . . . 1 ,229 357 15 .5 3 .9 1,029 62 12.6 0.7 200 144 2 .9 1.7
101-2 0 0B e d s . . . 3 ,9 8 0 1.551 26.1 9.8 3 ,522 814 22 .7 4.5 419 516 3 .0 3 .2
> 200  Bed s 2 ,364 2,897 9 .5 11.8 1,807 2 ,099 7.1 8.6 530 609 2 .3 2 .5

A ll h o s p i t a l s ................... $ 3 ,1 2 9 $3 ,2 73 $15 .6 $ 13 .0 $2 ,3 65 $2 ,2 66 $ 12.2 S 8 .3 $ 700 S 867 $3.1 $3 .3

S ta t is t ic a lly  
S ign ifican t 
D if le re n c o s  ’

p s .  .01 TEACH N one N one N one TEACH 
TEACH x  
LOCATION

TEACH 
TEACH x  
LOCATION

p <  .0 5 N one TIME x  
LOCATION 
x  B E D S IZ E

TEACH TIME x  
LOCATION 
x  B E D S IZ E

LOCATION
B E D S IZ E

LOCATION

1 F ou r W ay  A na ly s is o f  V n ilnn co by T im e P e r iod  (T IM E). T o a rh ln o  S ln lu s  (T EA C H I, G n o o r a p h ic  L o c a l io n  (LO C A T IO N l. a n d  9 E D  S IZ E .



*

TABLE 3 : T o ta l c ap ita l e xp e n d itu re s  (in  c on s ta n t 1 9 6 7  d o l la r s ) " P r e  CO N ”  
1 9 6 7 -7 1  v e rsu s  "P o s t -C O N " 1 9 7 2 -7 6  am ong  sam p le  h o sp ita ls  and trac tion  

ot to ta l a ttr ib u tab le  to  m a jo r bed p ro je c ts
T o ta l c a p i t a l  ex p en d itu re s F ra c tio n  o t  to ta l

tin m illion s ) a ttr ib u ta b le  to m a to r
• P r e C O t r " P o s t C O N ' b e d  p ro te c ts

H o sp it a lc a t e g o ry T 9 6 7 -7 I 1 9 7 2 -7 6 1 9 6 7 -7 1 1 9 7 2 -7 6

M ajo r te a ch in g ................... .............  S18.1 $32 .4 0 .50
L e s se r te a c h in g ................ .............  9 .3 18.1 .57 .49
L im ited te a c h in g .............. .............. 3 .8 4 .6 0 .29
N o n te a c h in g ..................... .............  50 .2 33 .7 .76 .38
A ll h o s p ita ls ........................ S81 .4 $88.8 .54 .44

c h a n g in g  m a rk e t  co n d it ions .  F o r  all ca tego ries  o f  v o lu n ta ry  
hosp ita ls ,  b o th  b e fo re  a n d  a f te r  th e  in t ro d u c t io n  o f  C O N ,  these  
p ro jec ts  p rov ided  th e  o p p o r tu n i ty  to  g rea t ly  e x p a n d  a n c i l la ry  
service “cap a c i ty "  necess i ta ted  by  r a p id  tech n o lo g ica l  ch a n g e  
a n d  g ro w in g  n u m b e r s  o f  physic ians  e n te r in g  p ra c t ic e  w ith  s p e ­
c ia l ty  a n d  subspec ia l ty  t r a in in g .  A m o n g  n o n te a c h in g  hospita ls , 
in  p a r t ic u la r ,  th e  in c rease  in th e  so p h is t ica t ion  o f  th e  in s t i tu t ion 's  
p r o d u c t  th a t  re su lted  f ro m  th e  anc il la ry  service ex p an s io n  a c ­
c o m p a n y in g  m a jo r  b ed  p ro jec t  c o m p le t io n  in th e  la te  1960's r e p ­
re sen ted  a s ig n if ican t  c h a n g e  in th e  hosp ita l 's  c a p a b i l i ty  to d ia g ­
n ose  a n d  m a n a g e  c o m p l ic a te d  m ed ica l  p ro b lem s .  Such  pro jec ts  
p ro v id e d  th e  o p p o r tu n i ty  to  in t ro d u c e  intensive c a re  un its ,  to  i n ­
a u g u r a t e  h ig h - tech n o lo g y  a n c i l la ry  services, su ch  as r a d ia t io n  
th e ra p y ,  a n d  to g rea t ly  e x p a n d  th e  scope  o f  basic  an c i l la ry  serv­
ices su ch  as rad io logy  a n d  la b o ra to ry .  As a result,  th e  necessity 
fo r  c o m m u n i ty  hosp ita ls  to  t ra n s fe r  d if f icu lt  cases to  te a c h in g  
c en te rs  was co n s id e rab ly  d im in ish e d  a n d  a m a rk e d  c h a n g e  in the  
s t ru c tu re  o f  th e  hosp ita l  services m a rk e t  o c c u r re d .

W ith  th e  d ec rease  in re fe r ra ls  from  c o m m u n i ty  hospita ls ,  
t e a c h in g  cen te rs  h a d  to  t u r n  increasing ly  to  th e i r  s u r r o u n d in g  
n e ig h b o rh o o d s  as a sou rce  o f  pa t ie n ts  a n d  red e f in ed  th e i r  mission 
to  inc lu d e  provision o f  th e  full r a n g e  o f  m e d ic a l  services as well as 
te r t ia ry  ca re .  T h e  m a jo r  bed  p ro jec ts  c o m p le te d  by m a jo r  a n d  
lesser te a c h in g  hosp ita ls  were, the re fo re ,  la rgely  m o t iv a te d  by th e  
necessity to  c re a te  th e  c o m m a n d in g  in s t i tu t io n a l  p resence  a n d  to 
e x p a n d  th e  p r im a ry  c a re  services co ns ide red  essential to c o m ­
p e t in g  successfully for p a t ie n ts .  T h e  im p le m e n ta t io n  o f  M ed ica re  
a n d  M ed ica id  c o n t r ib u te d  g re a t ly  to th e  success ot these  efforts  
by  p ro v id in g  th i rd -p a r ty  coverage  to  p o te n t ia l  p a t ie n t  p o p u l a ­
t io n s  th a t  previously h a d  lacked  th e  f inanc ia l m e a n s  to  seek ca re  
in  th e  p r iv a te  sec tor .  W h ile  te a c h in g  hosp ita ls  also used such  
pro jec ts  to  m a rg in a l ly  in c rease  to ta l  bed  c o m p le m e n t ,  only n o n ­
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t e a c h in g  hospita ls  in  a rea s  o f  r a p id  p o p u la t io n  g ro w th  s ign if i­
ca n t ly  increased  th e i r  bed  size d u r in g  th e  s tu d y  pe r io d .  T h e  25 
m a jo r  bed  pro jec ts  c o m p le te d  by sa m p le  hospita ls  resu lted  in the  
co n s tru c t io n  o f  m o re  th a n  2200  new  beds ,  b u t  a lm o s t  tw o-th ird s  
o f  these beds re p laced  ex is ting  o ld  ones. H en ce ,  to ta l  b e d  c o m ­
p le m e n t  increased  by less t h a n  800 beds.

B ecause  m ost hosp ita ls  ex p e r ien ced  only  m in im a l  increases  in 
th e i r  to ta l  bed c o m p le m e n ts  b u t  g rea t ly  e x p a n d e d  th e  size a n d  
v a lue  o f  th e i r  physical p la n t ,  th e i r  re sou rce  “ in tens ity"  p e r  bed 
inc reased  considerab ly . T h e  inc reased  intensity , how ever, was 
f o u n d  b o th  p r io r  to a n d  fo llowing th e  in t ro d u c t io n  o f  C e r t i f ic a te  
o f  N eed  a n d  s im ply  reflec ted  th a t  fact th a t  by th e  la te  1960’s a n d  
b e y o n d ,  th e  provision o f  "s ta te  o f  the  a r t "  an c i l la ry  services a n d  
a m b u la to r y  c a re  h a d  b eco m e  as necessary  a p a r t  o f  a h o sp i ta l ’s 
basic  "c a p a c i ty "  as th e  hosp ita l  b e d  itself. A hosp ita l  la ck in g  such 
services cou ld  no t fill its beds  because  it c o u ld  a t t r a c t  n e i th e r  th e  
necessary  m ed ica l  s ta f f  n o r  th e  requ is i te  p a t ie n t  p o p u la t io n .

D u r in g  th e  s tudy  pe r io d ,  all types o f  v o lu n ta ry  hosp ita ls  c o n ­
s t ru c te d  new in p a t ie n t  facilities. M a jo r  a n d  lesser te a c h in g  h o s­
p ita ls  in a d d i t io n  s ign if ican tly  e x p a n d e d  th e i r  facilities dev o ted  
exclusively to anc il la ry  services a n d  re sea rch  as these  in s t i tu t ions  
e n la rg e d  th e i r  t e a c h in g  a n d  resea rch  c o m m itm e n ts  in  response  to  
g re a t ly  inc reased  m ed ica l  school e n ro l lm e n ts  a n d  federa l  su p p o r t  
fo r  m e d ic a l  e d u c a t io n  a n d  resea rch .

W h ile  m u c h  o f  hospita l  c ap i ta l  in v es tm en t  d u r in g  th e  s tudy  
p e r io d  was m o tiv a ted  by th e  desire  o f  hosp ita l  d e c is io n m ak e rs  to 
be  responsive to th e  increased  tech n o lo g ica l  soph is t ica t io n  o f  c u r ­
re n t  a n d  p o te n t ia l  s ta f f  physicians, decis ions on  th e  t im in g  a n d  
scope o f  m a jo r  inves tm en ts  were still p r im a r i ly  th e  p rov ince  of  
hosp ita l  a d m in is t r a to r s  a n d  trustees .  E xcep t in te a c h in g  hosp ita ls  
w here  m a jo r  chiefs o f  service, such  as th e  C h ie f  o f  M edic ine , 
p layed  p a r t ic u la r ly  in f luen tia l  roles in sh a p in g  in s t i tu t io n a l  
d e v e lo p m e n t ,  s ta f f  physic ians w ere  no t th e  p r im a ry  influences 
d e te rm in in g  the  a m o u n t  o r  com p o s i t io n  o f  a h o sp i ta l ’s ca p i ta l  i n ­
ves tm en t.

D u r in g  th e  la te  1960's  a n d  ear ly  1970’s, because  th i rd -p a r ty  
re im b u rs e m e n t  a s su m ed  m ost o f  b o th  the  c a p i ta l  a n d  o p e ra t in g  
costs associa ted  w ith  such inves tm ent,  hosp ita ls  were  largely  u n ­
c o n s t ra in e d  in th e i r  abili ty  to  e x p a n d .  S om e l im ited  c o n s t ra in t  
o n  th e  overall scale a n d  cost o f  m a jo r  c o n s tru c t io n ,  however, was 
im p o sed  for  m ost hosp ita ls  by c o n ce rn s  over m a in ta in in g  p e r-  
d ie m  ra tes  rough ly  c o m p a r a b le  to  those  o f  o th e r  in s t i tu t ions  in  
th e i r  m a rk e t .  H ospita ls ,  the re fo re ,  h a d  to  exercise  som e  c a u t io n



in  th e  a m o u n t  o f  d e b t  they  assum ed . By th e  m :d -1 9 7 0 ’s, th e  p r e ­
sence  o f  th e  D e te rm in a t io n  o f  N eed  P ro g ra m  a n d  c h a rg e  con tro l  
policies o f  th e  R a te  S e t t in g  C om m iss ion ,  c o u p le d  with m o re  re ­
s tr ic tive  r e im b u r s e m e n t  policies in t ro d u c e d  by M ed ica re ,  beg an  
to  in t ro d u c e  som e  fu r th e r  con s tra in ts ,  th o u g h  no t  b e fo re  m ost 
h o sp ita ls  in  M assachuse tts  h a d  a t  least in a u g u r a te d  if n o t  c o m ­
p le te d  c a p i ta l  e x p a n s io n  on  a tru ly  massive scale.

The extent of Certificate of Need coverage

D u r in g  th e  p e r io d  1967 -  76, on  av erag e  th re e - fo u r th s  o r  m o re  of  
a h o sp i ta l ’s to ta l  c a p i ta l  e x p e n d i tu re s  e i th e r  w ere  o r  w ould  have  
b e e n  sub jec t  to  C O N  review ( T a b le  4). O f  th e  e x p e n d i tu re s  d e ­
vo ted  specifically  to  an  in s t i tu t io n ’s in p a t ie n t  facilities. 80 p e r ­
c e n t  o r  m o re  w ou ld  have o r  d id  re q u ire  C O N  a p p ro v a l ;  by c o n ­
tra s t ,  on ly  37 p e rc e n t  o f  hosp ita l  e x p e n d i tu re s  for  m a jo r  m o v ab le  
e q u ip m e n t  e i th e r  d id  o r  w o u ld  have co m e  u n d e r  th e  aegis o f  
C O N .

Basically, all c o n s t ru c t io n  o f  new facilities a n d  all p ro jec ts  in ­
volving th e  in t ro d u c t io n  o r  m o d e rn iz a t io n  o f  h ig h - tech n o lo g y

TABLE 4: A verage fra c t io n  o f cap ita l exp end itu re s 
pe r h o sp ita l that e ith e r w as o r  w ou ld  have been  sub je c t 

to  C e r t l t i c a t o o tN f  ed review  
1967 -197C

Total Plant Major
movable

equipm ent

M ajo r t e a c h in g ................................... .................................. 6 0 .73 .28
B o s t o n ........................................... ..................................66 .81 .28

(.21 ) ( .10) (.24 )
N on  B o s t o n ................................ .................................. 48 .54 .27

(39) (.45 ) ( 0 6 )
L e s se r te a ch in g ................................... .................................. 63 .91 .46

B o s t o n ........................................... ..................................81 .88 ‘ .35
(0 4 ) (.03) ( 3 1 )

N on B o s t o n ................................ .................................. 89 .98 .46
L im ited  T e a c h in g ............................. .................................. 67 .86 .15

(.14 ) ( 0 3 ) (.13 )
N o n te a c h in g ........................................ .................................. 76 .85 .40

B o s t o n .......................................... ..................................73 .84 .44
< 200  B o d 3 ............................. .................................. 80 .85 .55

(.17) ( 0 7 ) (.24 )
> 2 0 0  B e d s ........................ ..................................70 .87 .35

Non B o s t o n ................................ ..................................76 .05 .39
< 200  B e d s ............................. ..................................84 .93 .42

(.06 ) (.05 ) ( 1 9 )
> 2 0 0  B e d s ............................. ..................................66 .74 .34

(3 3 ) (.35 ) (.22 )
A ll h o s p ita ls ........................................... ..................................74 .84 .37
I ) «  stan d ard  dev ia tion
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specia lized  a n c i l la ry  services fell u n d e r  th e  a u th o r i ty  o f  C O N . 
T h u s ,  all o f  th e  inves tm ents  t h a t  have  served as key e lem en ts  in  a 
h o s p i ta l ’s s tra tegy  to  m a k e  m a jo r  changes  in in s t i tu t io n a l  im ag e  
a n d / o r  p ro d u c t  a r e  sub ject to  reg u la to ry  co n tro l ,  a n d  C er t i f ica te  
o f  N eed ,  the re fo re ,  has  a t least th e  theo re tica l  p o te n t ia l  to have a 
co n s id e ra b le  in f lu en ce  on  th e  d irec t ion  o f  a hosp ita l 's  fu tu re  d e ­
v e lo p m e n t .  T h e  m in o r  ren o v a t io n s  to  ex is ting  facilities a n d  p u r ­
ch ase  o f  m a jo r  m o v a b le  e q u ip m e n t  associa ted  w ith  hosp ita l  in ­
v es tm en t  in bas ic  a n c i l la ry  services, however, fo r  th e  m ost  p a r t  
fall o u ts ide  o f  th e  b o u n d a r ie s  o f  C O N  a u th o r i ty ,  a n d  w henever  
possible, a t  least in recen t  years, m a n y  hospita ls  have  ‘‘p a c k a g e d "  
even  those few inves tm en ts  th a t  sh o u ld  have  been  s u b m it te d  for 
review in ways th a t  avo id ed  th e  C O N  ceiling. T h u s ,  C O N  re g u la ­
t io n  h as  n o t  b een  a n  effective m e c h a n ism  fo r  c o n tro l l in g  this 
c o m p o n e n t  o f  hosp ita l  c a p i ta l  inves tm en t a n d  o th e r  ap p ro a c h e s  
h av e  m o re  p o te n t ia l  for  l im it in g  th e  a m o u n t  o f  ro u t in e  
" te c h n o lo g ic a l  inv es tm en t" .

The accomplishments and limitations of Certificate of Need 
regulation in Massachusetts

Previous investiga to rs  have  co m m o n ly  used " u l t im a te "  o u tc o m e  
m easu re s ,  such  as th e  c h a n g e  in to ta l  hosp ita l  c ap i ta l  investm ent 
o r  inves tm en t p e r  b ed ,  to  e v a lu a te  th e  effects o f  C O N .46’ T h e  
p a t t e r n s  o f  hosp ita l  inves tm en t revealed  by th is  s tudy  suggest, 
how ever ,  t h a t  such  m easu re s  a re  no t a p p r o p r ia te  a t  least for sev­
e ra l  years fo llow ing th e  in t ro d u c t io n  o f  re g u la t io n .  T h e  m ajo ri ty  
o f  h o sp ita l  c a p i ta l  e x p e n d i tu re s  a re  a t t r ib u ta b le  to in f re q u e n t  
la rge -sca le  “m a jo r  bed  p ro jec ts"  th a t  h ave  been  built  in d if fe ren t  
pe r io d s  by hosp ita ls  o f  s im ila r  size a n d  te a c h in g  sta tus .  At least in 
M assachuse tts ,  th e  in t ro d u c t io n  o f  C e r t i f ic a te  o f  N eed  regu la t ion  
co in c id ed  w ith  th e  conc lus ion  o f  th e  p eak  o f  co n s tru c t io n  a m o n g  
sm a ll  n o n te a c h in g  hosp ita ls  a n d  the  b e g in n in g  o f  th e  c o n s t ru c ­
t io n  p eak  a m o n g  le a c h in g  hospita ls  a n d  la rge  hosp ita ls  in  g e n ­
e ra l .  H en ce ,  d if fe rences  in to ta l c ap i ta l  e x p e n d i tu re s  across t im e  
d isp lay  a sp u r io u s  associa tion  w ith  th e  in t ro d u c t io n  o f  C O N  th a t ,  
in  fact,  was no t  re la ted  to  the  presence  o f  re g u la t io n .  F u r th e r ,  
becau se  all p ro jec ts  a c tu a l ly  u n d e r  co n s tru c t io n  w hen  C O N  regu- 
' ‘~n b e g a n  w ere  e x e m p t  from  review a n d  because  the  construe-

r a m a jo r  new facility  takes several years, less th a n  one- 
f th e  e x p e n d i tu re s  ac tua lly  m a d e  by sam p le  hospita ls  dur- 

,ie " p  j s t -C O N "  p e r io d  h a d  in fact b een  reviewed by the  pro- 
g *am  ( T a b le  5). D u r in g  th e  first tw o years "p o s t -C O N " ,  v irtually
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TABLE 5 : A verage fra c t io n  o f to ta l cap ita l e xp end itu re s  p e r h o sp ita l 
fa llin g  unde r a eg is  o f  CON in 1 9 7 2 -7 6 ,1 9 7 2 -7 3  and 1 9 7 4 -7 6  com pa red  with 

ave rag e fra c tion  a c tu a lly  app roved  by CON du ring  each  period

.

F rac tion  o t  
ex p en d itu re s  

ta iling  
under 

ae g is  o t  
C O N  

1 9 7 2 -7 6  *

F rac tion
ac tu a lly

C O N -
app roved

I9 T 2 -T 6

F rac tion  o t  
ex p en d itu re s  

ta iling  
under 

a e g is  o t  
C O N  

1 9 7 2 -7 3

F ra c tion
a c tu a lly

C O N -
a p p ro v ed

1 9 7 2 -7 3

F rac tion  o f  
ex p en d itu re s  

ta iling  
und e r  

a e g ts  o t  
C O N  

1 9 7 4 -7 '

F rac tion
a c tu a lly

C O N -
ap p rov ed

1 9 7 4 -7 6

M ajor te ach in g ........... .66 .27 .70 .01 .56 .44
B o s t o n ................ .71 .28 .75 .01 .57 .37

(.21 ) (.45 ) (.24 ) (.02 ) (.27) (.44)
Non B o s to n  . . . .56 .25 .57 0 .54 .54

(.46) (.15 ) (.46 ) (.44 ) (.44)
L e s se r t e a c h in g . . . , .81 .40 .78 .11 .57 .53

B o s t o n ................ .78 .26 .77 .14 .41 .41
(.14) (.61 ) ( 3 0 ) (.25/ (.32 ) (.32)

Non B o s to n  . . . . .87 .74 .80 0 .89 .89
Lim ited te a c h in g . . . , .52 .42 .02 .02 .61 .50

(.38 ) (.24 ) (.02 ) (.02 ) (.38 ) (.23)
N o n te a c h in g ............. .53 .29 .32 .01 .43 .31

B o s t o n ................ .52 .27 .39 0 .50 .24
< .2 0 0B e d s . . , .72 .22 .58 0 .61 .24

(.15 ) (.37 ) (.52) 0 (.13) (.40 )
> 2 0 0  B e d s . . , .15 .15 0 0 .23 .23

Non B o s to n  . . .53 .30 .30 .01 .41 .34
< .2 0 0 B e d s . . .51 .34 .22 0 .47 .38

(.35 ) (.40 ) (4 4 ) (.37) (.07 )
> 2 0 0  B ed s  . . .53 .24 .40 .01 .33 .31

(.40) (.38 ) (.50 ) (.03) ( 4 3 ) (.44 )
A ll H o s p i t a ls ............. .57 .31 .38 .02 .46 .38
'F ra c t io n  o t  E xp en d itu re s  that a c c o rd in g  to C O N  R eg u la tion s  w ou ld  b e su b ic c t  to  roviow , in clud in g  b o th  
ex p en d itu re s  th a t ac tu a lly  w ere rev iew ed and th o s e  that w ou ld  have b een  it thoy  h ad  not b een  in itia ted  
prior to o n a c tm en t o f  the  C O N  s tn tu tom  N ovem ber. 1971 .
( ) »  S tan d ard  dev ia tion

n o n e  o f  th e  ca p i ta l  ex p e n d i tu re s  m a d e  by hospita ls  h a d  been  s u b ­
je c te d  to  review. By 197*1 a n d  beyond , a lm o s t  all  e x p e n d i tu re s  
th a t  fell u n d e r  the  aegis o f  C O N  h a d  in fac t been  reviewed a n d  
ap p ro v e d  by the  p ro g ra m .  N onetheless ,  d u r in g  th e  197*1 - 76 p e ­
r iod ,  t h e  g re a t  m a jo r i ty  o f  the  e x p e n d i tu re s  th a t  h a d  been  r e ­
viewed w ere  a t t r ib u ta b le  to projects  ap p ro v ed  d u r in g  th e  first 
yea r  o f  C O N  o p e ra t io n  w h en  th e  p ro g ra m  lacked  th e  r igorous  r e ­
view p ro c e d u re s  a n d  s ta n d a rd s  th a t  c h a ra c te r iz e d  th e  fu n c t io n  o f  
th e  " m a tu r e "  C ert if ica te  of N eed  process in 1976 a n d  beyond  
(T a b le  6 ).

For these  reasons, a n  u l t im a te  o u tc o m e  assessment was c o n ­
c lu d ed  to be in a p p ro p r ia te  d u r in g  the  1972 76 in terval for
which  re levan t d a ta  were ava ilab le .  In s tead ,  th is  s tudy  e v a lu a ted  
C O N  effects  using  two m easu res  o f  " in te rm e d ia te "  o u tc o m e :  
first, ch an g es  in p ro jec t  scope a n d  design  th a t  resu lted  from  th e  
process o f  review, d i f f e re n t ia t in g  those ach ieved  d u r in g  the  P r o ­
g r a m ’s "ear ly"  phase  1972 - 7*1 versus its " m a tu r e "  p e r io d  post-
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TABLE 6 : Am oun t and  fra c t io n  o f  CO N -app roved  e xp end itu re s  in m illio n s  
(cu rren t d o lla rs ) m ade du ring  1 9 7 4 -7 6  a ttr ib u tab le  to  p ro je c ts  app roved  

du ring  1972 , by h o sp ita l teach ing  s ta tu s
Tota l A m o u r  t F rac tion

ex p en d itu re s  o l  1 9 7 4 -7 6  o t  1 9 7 4 -7 6
1 9 7 4 - 16  C O N  ap p rov ed  to ta l
th a t h a d  to ta l ap p rov ed  in

P een  ap p rov ed  m  1972
C O N  ap p ro v e d  1972

M a jo r t e a c h in g ........................................  $ 3 1 .3  $ 26 .7  .85
L e s se r t e a c h in g .....................................  17 .5  13 .4  .77
L im ited te a c h in g .....................................  6 .5  2 .2  .33
N o n te a c h in g .............................................. 2 3 .5  16 .8  .72
A ll h o s p i t a l s .............................................. $ 7 6 .8  5 59 .0  .75

1975, a n d  second ,  c h a n g e s  in in te rn a l  h o sp ita l  inves tm en t s t r a t e ­
gy a n d  in te rh o sp i ta l  re la t io n sh ip s  a t t r i b u t a b l e  to  th e  presence  o f  
C e r t i f ic a te  o f  N eed .

O ver  the  p e r io d  1972 to  76, on ly  9 p e rc e n t  o f  p ro jec ts  s u b ­
m i t te d  to  C O N  review by s a m p le  hosp ita ls  w ere  den ied  
ce r t if ica tes  o f  need , a n d  even m a n y  o f  these p ro jec ts  were 
even tu a l ly  a p p ro v e d  in n o d if ie d  fo rm . H ow ever,  as o th e r  investi­
g a to r s  have  also n o te d ,  a p r o g r a m ’s d en ia l  ra te  m ere ly  reflects 
th e  deg ree  to  w hich  th e  review process p e rm its  n eg o t ia t io n  over 
p ro jec t  de ta i ls  be fo re  a f ina l decis ion is r e n d e r e d . 8 T h e  C O N  
process in M assachuse tts  involves co n s id e rab le  in te ra c t io n  b e ­
tw een  p r o g r a m  s ta f f  a n d  a p p l i c a n t  hosp ita ls  in  th e  course  o f  
p ro jec t  ev a lu a t io n .  C onsequen t! ;  desp ite  th e  low p ro jec t  d en ia l  
r a te ,  o n e  fo u r th  o f  all p ro jec ts  u l t im a te ly  a p p ro v e d  by th e  C O N  
p ro g r a m  w ere  e i th e r  s ign if ican tly  m o d if ie d  as a result o f  C O N  r e ­
view o r  were  a p p ro v e d  only w ith  a t t a c h e d  co n d i t io n s  th a t  r e ­
q u i r e d  som e  c h a n g e  in ex is ting  h osp ita l  o p e ra t io n s .  T h e  pro jec ts  
o f  all types o f  hospita ls ,  in c lu d in g  those o f  th e  m a jo r  te a c h in g  i n ­
s t i tu t io n s  in Boston , e x p e r ie n c ed  such  m o d if ica t io n s .

T h r o u g h o u t  its ex is tence , th e  C O N  p ro g ra m  devo ted  its most 
ca re fu l  analysis  to  p ro jec ts  involving a c u te  c a re  beds. D u r in g  the  
ea r ly  years o f  re g u la t io n ,  C O N  review c o n c e n t r a te d  on  re d u c in g  
th e  increase  in a hosp ita l 's  to ta l  bed  c o m p le m e n t  t h a t  w ould  r e ­
su lt  from  th e  c o n s t ru c t io n  o f  a m a jo r  b ed  p ro jec t .  T h e  final 
C O N -a p p ro v e d  fo rm  o f  a p ro jec t  v ir tua lly  always e i th e r  in c lu d ed  
fewer new beds t h a n  an  a p p l ic a n t  h a d  p ro p o sed  o r  re q u ire d  th a t  
ex is ting  u n d e ru t i l iz e d  in p a t ie n t  services, such  as obs te tr ics  or  
p e d ia tr ic s ,  be  c losed as a c o n d i t io n  o f  a p p ro v a l  for the  p roposed  
p ro jec t .  D u r in g  th is  ph ase  o f  C O N  p ro g ra m  o p e ra t io n ,  however, 
p ro jec ts  were  usually  a p p ro v e d  at th e  to ta l  cost p roposed  by the  
a p p l ic a n t  hosp ita l ,  a n d  th e  final costs o f  m a n y  c o m p le te d  fac il i ­
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ties of ten  exceed ed  even these  g en e ro u s  b u d g e ts  by several m i l ­
lion d o lla rs  befo re  th e  R a te  S e t t in g  C om m iss ion  in  1975 b e c a m e  
aw are  o f  th e  p ro b le m  a n d  h e lp e d  to  in s t i tu te  m o re  r igo rous  fi­
n a n c ia l  analysis a n d  c o n tro l  in  th e  C O N  review process.

By la te  1975, th e  scope  o f  C O N  review h a d  b een  e x p a n d e d  b e ­
y o n d  a c o n s id e ra t io n  o f  th e  n u m b e r  o f  b ed s  p ro p o sed  to  in c lu d e  a 
c r i t ica l  analysis o f  every aspect o f  a p ro jec t .  O v er  th e  next th ree  
years, th e  C O N  P ro g ra m  b e g a n  to deve lop  th e  d e ta i led  s ta n d a rd s  
a n d  c r i te r ia  r e q u ire d  to  e v a lu a te  " n e e d "  for  var ious  anc i l la ry  
services a n d  a m b u la to r y  c a re  c o m p o n e n ts  as well as for  ac u te  
c a re  beds a n d  es tab lished  a basis for e x a m in in g  m a n y  d im ens ions  
o f  a p ro jec t 's  scale  a n d  cost. D u r in g  th is  m a tu r e  p h ase  o f  C O N  
analysis, th e  final a p p ro v e d  fo rm  of som e  p ro jec ts  was r e d u c e d  by 
as m u c h  as tw o-th ird s  o f  th a t  o r ig ina lly  p ro p o sed ,  a n d  in  several 
in s tances  th e  process o f  C O N  review a n d  a p p ro v a l  was a b le  to  
e l im in a te  several m il l ion  do lla rs  in p ro p o sed  ex p en d i tu re s .  Case- 
s tu d y  interviews revea led  th a t  hosp ita ls  h a d  no t  specifically  
“ p a d d e d "  p ro p o sed  pro jec ts  in  o rd e r  to  p rov ide  o p p o r tu n i t ie s  for 
cu ts  by th e  C O N  P ro g ra m ,  a n d  these red u c t io n s  th e re fo re  r e p r e ­
sen t  t ru e  savings a t t r ib u ta b le  to  th e  p resence  o f  re g u la t io n .  N o  
g ro u p  o f  hosp ita ls  has  been  im m u n e  to  such  ca re fu l  scru tiny , a n d  
even cherished  pro jec ts  o f  in f lu en t ia l  te a c h in g  hosp ita ls  were 
co n s id e rab ly  d im in ish e d  in scope a n d  cost.

D u r in g  b o th  its e a r ly  a n d  m a tu r e  stages, th e  C e r t i f ic a te  o f  
N eed  P ro g ra m  in M assachuse tts  also ach ieved  co n s id e rab le  su c ­
cess in p re v e n t in g  th e  d u p l ic a t io n  o f  h ig h - tech n o lo g y  specialized 
anc i l la ry  services. In  p a r t ic u la r ,  for several years C O N  severely 
re s tr ic ted  th e  d iffus ion  o f  C T  scan n e rs  by a p p ro v in g  on ly  o ne  
s c a n n e r  p e r  ITS A reg ion  ou ts ide  o f  B oston u n t i l  c r i te r ia  for the  
a p p r o p r i a t e  use o f  C T  sc a n n in g  h a d  b een  es tab lished  a n d  the  
techno log ica l  d e v e lo p m e n t  of  th e  necessary e q u ip m e n t  su ff ic ien t­
ly s tab ilized  to lim it th e  h igh  cost o f  r a p id  obsolescence. T h e  
C O N  P ro g ra m  was also a b le  to re d u c e  a l re a d y  ex is ting  r e d u n ­
d a n c y  in services such as r a d ia t io n  th e ra p y  by d en y in g  a p p l i c a ­
tions  for new e q u ip m e n t  su b m i t te d  by  hosp ita ls  lack ing  suffic ien t 
u t i l iza t io n  to justify  c o n t in u a t io n  a n d  m o d e rn iz a t io n  o f  th e  serv­
ice. In its m a t u r e  fo rm , the  M issach u se t ts  D e te rm in a t io n  of  
N eed  P ro g ra m  has  also m arked!} c h a n g e d  the  whole  hosp ita l  in ­
ves tm en t "e n v iro n m e n t" ,  in th e  \ icw  o f  all hospita l  d e c is io n m a k ­
ers. T h e  c o n s tru c t io n  o f  new facilities  a n d  th e  in t ro d u c t io n  o r  
m o d e rn iz a t io n  o f  specia lized  anc i l la ry  services th a t  have p layed 
so p ro m in e n t  a role in in s t i tu t io n a l  d e v e lo p m e n t  s tra tegy  a re  no 
lo n g er  th e  sole p rov ince  o f  th e  in d iv idua l  hosp ita l .  In s tead ,  the  
d e ta i ls  o f  such p ro jec ts  m ust now be  ca re fu lly  n eg o t ia te d  w ith
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TA BLE  6 : Am oun t and fra c t io n  o f CO N -app roved  exp end itu re s  in m illio n s  
(cu rren t d o lla rs ) m ade du ring  1 9 7 4 -7 6  a ttr ib u tab le  to  p ro je c ts  app roved  

du ring  1972 , by h o sp ita l teach ing  s ta tu s
Tota l A m ou n t F rac tion

exp en d itu re s  o f  1 9 7 4 -7 6  o t  1 9 7 4 -7 6
1 9 7 4 -7 6  C O N -ap p ro v ed  to ta l
th a t h a d  to ta l a p p rov ed  m

b een  ap p rov ed  m  1972
C O N  ap p rov ed  1972

M ajo r t e a c h in g ........................................  $ 3 1 .3  $ 26 .7  .85
L e s se r t e a c h in g .....................................  17 .5  13.4 .77
L im ited  te a c h in g .....................................  6 .5  2 .2  .33
N o n te a c h in g .............................................. 2 3 .5  16 .8  .72
A ll h o s p i t a l s .............................................  $ 7 8 .8  $ 59 .0  .75

1975, a n d  second ,  c h an g es  in in te rn a l  h o sp i ta l  in v es tm en t  s t r a t e ­
gy a n d  in tc rh o sp i ta l  re la t ionsh ips  a t t r i b u t a b l e  to  th e  p resence  o f  
C e r t i f ic a te  o f  N eed .

O v e r  th e  p e r io d  1972 to  76, on ly  9 p e rc e n t  o f  p ro jec ts  s u b ­
m i t t e d  to  C O N  review h y  sa m p le  hosp ita ls  were  d en ied  
ce r t i f ica te s  o f  n eed ,  a n d  even m a n y  o f  these p ro jec ts  were 
even tu a l ly  a p p ro v e d  in m o d if ie d  fo rm .  H ow ever ,  as o th e r  investi­
g a to r s  have  also n o te d ,  a p r o g r a m ’s d e n ia l  r a te  m ere ly  reflects 
th e  d eg re e  to  w hich  th e  review process p e rm its  n eg o t ia t io n  over 
p ro jec t  de ta i ls  be fo re  a fina l decis ion  is r e n d e r e d .8 T h e  C O N  
process in M assachuse tts  involves co n s id e rab le  in te ra c t io n  b e ­
tw een  p r o g r a m  s ta f f  a n d  a p p l i c a n t  hosp ita ls  in  th e  cou rse  o f  
p ro jec t  e v a lu a t io n .  C o n seq u en t ly  desp ite  th e  low p ro jec t  d e n ia l  
r a te ,  o n e  fo u r th  o f  all p ro jec ts  u l t im a te ly  a p p ro v e d  by th e  C O N  
p r o g r a m  w ere  e i th e r  s ign if ican tly  m o d if ied  as a resu lt  o f  C O N  r e ­
view o r  were  a p p ro v e d  only w ith  a t t a c h e d  co n d i t io n s  t h a t  r e ­
q u i r e d  som e  c h a n g e  in ex is ting  h o sp ita l  o p e ra t io n s .  T h e  pro jec ts  
o f  all types o f  hosp ita ls ,  in c lu d in g  those o f  th e  m a jo r  te a c h in g  in ­
s t i tu t io n s  in B oston , ex p e r ien ced  su ch  m o d if ica t io n s .

T h r o u g h o u t  its ex is tence , the  C O N  p ro g ra m  devo ted  its m ost 
c a re fu l  analysis to  p ro jec ts  involving a c u te  c a rc  beds. D u r in g  the  
e a r ly  years  o f  r e g u la t io n ,  C O N  review c o n c e n t r a te d  o n  re d u c in g  
th e  increase  in a hosp ita l 's  to ta l  bed  c o m p le m e n t  t h a t  w ould  r e ­
su lt  f rom  the  co n s t ru c t io n  oi a m a jo r  b ed  p ro jec t .  T h e  final 
C O N -a p p ro v e d  fo rm  o f  a p ro jec t  v ir tua l ly  a lways e i th e r  in c luded  
fewer new  beds  t h a n  an  a p p l ic a n t  h a d  p roposed  o r  re q u ire d  th a t  
ex is ting  u n d e ru t i l iz e d  in p a t ie n t  services, su ch  as obs te tr ics  o r  
p e d ia tr ic s ,  be  c losed as a c o n d i t io n  o f  a p p ro v a l  for th e  proposed  
p ro jec t .  D u r in g  th is  phase  o f  C O N  p ro g ra m  o p e ra t io n ,  however, 
p ro jec ts  w ere  usually  ap p ro v e d  at th e  to ta l cost p roposed  by the  
a p p l i c a n t  h o sp i ta l ,  a n d  th e  final costs o f  m a n y  c o m p le te d  fac il i ­
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ties o f ten  e x ceed ed  even these  g en e ro u s  b u d g e ts  by several m i l ­
lion d o lla rs  befo re  th e  R a te  S e t t in g  C om m iss ion  in 1975 b e c a m e  
aw a re  o f  th e  p ro b le m  a n d  h e lp e d  to  in s t i tu te  m o re  r igo rous  fi­
n a n c ia l  analysis a n d  con tro l  in  th e  C O N  review process.

By la te  1975, th e  scope o f  C O N  review h a d  b een  e x p a n d e d  b e ­
y o n d  a c o n s id e ra t io n  o f  th e  n u m b e r  o f  beds  p ro p o sed  to  in c lu d e  a 
c r i t ica l  analysis o f  every aspec t  o f  a p ro jec t .  O ver  th e  n e x t  th re e  
years, th e  C O N  P ro g ra m  b e g a n  to  develop  th e  d e ta i led  s ta n d a rd s  
a n d  c r i te r ia  r e q u i r e d  to  e v a lu a te  "n e e d "  fo r  various anc i l la ry  
services a n d  a m b u la to r y  c a re  c o m p o n e n ts  as well as for  a c u te  
c a re  beds  a n d  es tab lished  a  basis fo r  e x a m in in g  m a n y  d im ens ions  
o f  a p ro jec t 's  scale  a n d  cost. D u r in g  th is  m a tu r e  phase  o f  C O N  
analysis, th e  final a p p ro v e d  fo rm  o f  som e pro jec ts  w as .reduced  by  
as m u c h  as tw o- th ird s  of  t h a t  o r ig ina lly  p roposed ,  a n d  in  several 
in s tances  th e  process o f  C O N  review a n d  a p p ro v a l  was a b le  to  
e l im in a te  several m il l ion  d o lla rs  in  p ro p o sed  ex p en d i tu re s .  Case- 
s tu d y  interviews revea led  t h a t  hosp ita ls  h a d  no t  specifically  
" p a d d e d "  p roposed  pro jec ts  in o rd e r  to p rov ide  o p p o r tu n i t ie s  for 
cu ts  by th e  C O N  P ro g ra m ,  a n d  these  re d u c t io n s  th e re fo re  r e p r e ­
sen t  t ru e  savings a t t r i b u t a b l e  to  th e  p resence  o f  re g u la t io n .  N o  
g r o u p  o f  hosp ita ls  has been  im m u n e  to such  ca re fu l  scru tiny , a n d  
even c h e r ish ed  pro jec ts  o f  in f lu en t ia l  t e a c h in g  hospita ls  were 
co n s id e rab ly  d im in ish e d  in scope a n d  cost.

D u r in g  b o th  its early  a n d  m a tu r e  stages, th e  C er t i f ica te  o f  
N e e d  P ro g ra m  in M assachuse tts  also ach ieved  co n s id e rab le  suc­
cess in  p rev en t in g  th e  d u p l ic a t io n  o f  h igh - techno logy  specialized 
a n c i l la ry  services. In  p a r t ic u la r ,  for several years C O N  severely 
re s tr ic ted  th e  d iffus ion  o f  C T  scan n e rs  by ap p ro v in g  only  o ne  
s c a n n e r  p e r  H SA  reg ion  o u ts id e  o f  Boston un ti l  c r i te r ia  for  th e  
a p p r o p r i a t e  use o f  C T  sc a n n in g  h a d  b een  es tab lished  a n d  th e  
tech n o lo g ica l  d e v e lo p m e n t  o f  th e  necessary e q u ip m e n t  su ff ic ien t­
ly s tab il ized  to  l im it th e  h ig h  cost o f  r a p id  obsolescence. T h e  
C O N  P ro g ra m  was also a b le  to re d u c e  a lread y  ex is ting  r e d u n ­
d a n c y  in services such  as r a d ia t io n  th e ra p y  by d en y in g  a p p l i c a ­
t ions  for  new e q u ip m e n t  s u b m i t te d  by hosp ita ls  lack ing  suffic ient 
u t i l iz a t io n  to justify  c o n t in u a t io n  a n d  m o d e rn iz a t io n  o f  th e  serv­
ice. In  its m a t u r e  fo rm , th e  M assachusetts  D e te rm in a t io n  o f  
N e e d  P ro g ra m  has also m ark ed ly  c h a n g e d  the  whole  hosp ita i  in ­
ves tm en t  " e n v i ro n m e n t" ,  in the  view o f  all hosp ita l  d e c is io n m a k ­
ers. T h e  c o n s tru c t io n  o f  new  facilities a n d  th e  in t ro d u c t io n  o r  
m o d e rn iz a t io n  o f  specialized an c i l la ry  services th a t  have  p layed  
so p r o m in e n t  a ro le  in  in s t i tu t io n a l  d ev e lo p m en t  s tra tegy  a re  no 
lo n g e r  th e  sole p rov ince  o f  th e  in d iv idua l  hosp ita l .  In s tead ,  th e  
de ta i ls  o f  such p ro jec ts  m u s t  now be carefu lly  n e g o t ia te d  with
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o th e r  in s t i tu t io n s  in  th e  h o sp i ta l ’s m a r k e t  a re a  a n d  w ith  th e  
H e a l th  Systems A gency  a n d  th e  C O N  staff. As a result,  in te rn a l ly  
ho sp ita ls  have  b een  fo rced  to  ev a lu a te  th e i r  a p p r o p r i a t e  roles 
a n d  mission m u c h  m o r e  ca re fu lly  a n d  to  develop  m o re  system atic  
a n d  prec ise  p la n s  fo r  c a p i ta l  e x p a n s io n  a n d  re p la c e m e n t .  E x ­
te rna lly ,  in te ra c t io n s  a n d  in te r re la t io n sh ip s  a m o n g  hosp ita ls  
h av e  b een  g rea t ly  inc reased ;  h o sp ita l  counc ils  in m a n y  a rea s  o f  
M assach u se t ts  h ave  now  b e c o m e  th e  a re n a s  in  w h ich  hosp ita ls  a re  
a t t e m p t i n g  to  deve lop  th e  co o p e ra t iv e  re la t io n sh ip s  t h a t  will d i ­
m in ish  som e  o f  th e  pressures  fo r  p ro d u c t  c o m p e t i t io n  by a l low ing  
o n e  in s t i tu t io n  to  b e c o m e  th e  c e n te r  for  r e n a l  dialysis, a n o th e r  
fo r  obste tr ics ,  a th i rd  fo r  C T  scan n in g ,  a n d  so fo r th .  T h e s e  a re  
n eg o t ia t io n s  o f  co n s id e ra b le  de licacy  b ecau se  each  h osp ita l  views 
its services as h igh ly  in te rd e p e n d e n t .  T h e re fo re ,  on ly  th e  p re s ­
en c e  o f  e x te rn a l  co n s tra in ts  im p o sed  by C O N ,  p la n n in g  in  g e n ­
e ra l ,  a n d  th e  e m e rg in g  prospec tive  r e im b u rs e m e n t  systems o f  th e  
R a te  S e t t in g  C o m m iss io n  has  fo rced  hosp ita ls  to  a l te r  th e  n a tu r a l  
ten d en c ie s  to  m a in ta in  o r  a c q u i r e  specia lized  services a n d  fac ili­
ties ev id en ced  by h o sp i ta l  in v es tm en t  d u r in g  th e  ear ly  years o f  th e  
s tu d y  p e r io d .

N onethe less ,  C e r t i f ic a te  o f  N e e d  has  n o t  e s tab lished  a b in d in g  
c o n s t ra in t  o n  h o sp ita l  c ap i ta l  e x p e n d i tu re .  T h e  C O N  process 
ach ieves only  l im ited  con tro l  over th e  acqu is i t ion  o f  m a jo r  m o v ­
a b le  e q u ip m e n t  b e c a u se  th e  m a jo r i ty  o f  such  e x p e n d i tu re s  fall 
be low  C O N  review lim its  a n d  hosp ita ls  h ave  b een  successful in 
“ u n b u n d l in g "  even so m e  pro jec ts  th a t  sh o u ld  have  been  reviewed 
to  c i rc u m v e n t  th e  C O N  process. W h ile  C O N  re d u c e d  th e  scale  o f  
new  c o n s t ru c t io n ,  it has  not p rev en ted  th e  a d d i t io n  o f  new  ph y s­
ical c a p a c i ty  b ecau se  th e  p ro g ra m  now has  n o  overall basis u p o n  
w h ich  to  e v a lu a te  “ n e e d ” fo r  new re p la c e m e n t  co n s tru c t io n .  
F u r th e r ,  w hile  C O N  has deve loped  s t a n d a rd s  fo r  a c u te -c a re  beds 
th a t  now  p e rm i t  p recise  c a lc u la t io n  o f  th e  n u m b e r  o f  beds  a hos­
p i ta l  req u ires ,  th e  gu ide lines  for  th e  a n c i l la ry  services a n d  a m b u ­
la to ry  c a re  t h a t  now c o m p r ise  such  a m a jo r  c o m p o n e n t  o f  hos­
p i ta l  c a p i ta l  ex p a n s io n  a re  m u c h  less specific. F inally , even m a ­
tu r e  C O N  analysis is based  u p o n  s ta n d a rd s  t h a t  d e f in e  o p t im a l  
eff ic ien t hosp ita l  p ra c t ic e  o n  a service-by-service basis. C e r t i ­
f ica te  ot N e e d  re g u la t io n  p rovides no  m e a n s  o f  e s tab l ish in g  an  
overa ll  l im it  to  th e  a m o u n t  o f  resources an  ind iv id u a l  hosp ita l  o r  
hosp ita ls  in  g en e ra l  " sh o u ld "  c o m m it  to  ca p i ta l  in ves tm en t.  Even 
th e  p resence  o f  a m a tu r e  C O N  p ro g ra m ,  the re fo re ,  does no t  
fo rce  an  in s t i tu t io n  to  choose  a m o n g  "necessary" p ro jec ts  for  
w h ich  e x p e n d i tu re s  c a n  be  ju s t if ied  on  th e  basis o f  c u r r e n t  o r  
p ro jec ted  d e m a n d .
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Implications and recommendations

T h e s e  f ind ings  have  s ig n if ican t  im p lica t io n s  for  th e  c o n d u c t  o f  
fu tu re  ev a lu a t io n s  o f  r e g u la to ry  im p ac ts ,  fo r  th e  o n g o in g  o p e r a ­
tio n  o f  th e  M assachuse tts  D e te rm in a t io n  o f  N e e d  P ro g ra m  a n d  
th e  p rospec tive  r e im b u r s e m e n t  system o f  th e  R a te  S e t t in g  C o m ­
m ission, a n d  for  th e  use o f  “co m p e t i t iv e"  versus r e g u la to ry  s t r a t e ­
gies in  th e  e ffo r t  to c o n ta in  r is ing  m e d ic a l  ca re  costs.

Implications for the design of future evaluations of regulation

F ro m  th e  perspec tive  o f  fu tu re  ev a lu a t io n s  o f  r e g u la to ry  im p ac ts ,  
th re e  p a r t ic u la r ly  im p o r t a n t  lessons e m e rg e  f ro m  th is  s tudy. 
First, r e g u la t io n  is im p o sed  u p o n  a i re a d y  ex is ting  p a t te rn s  o f  b e ­
h a v io r  th a t  in  a r e a lm  such  as ca p i ta l  in v es tm en t  w ith  its long  
lags in  p l a n n in g  a n d  im p le m e n ta t io n  a re  n o t  likely to  show  a n  in ­
s ta n ta n e o u s  response  to  a c h a n g e d  e n v iro n m e n t .  Unless a n  e ffort  
is first m a d e  to  u n d e r s ta n d  these  u n d e r ly in g  p a t te rn s ,  o n e  risks 
serious m is in te rp re ta t io n  o f  th e  results g e n e r a te d  by e v a lu a t io n .  
Second , th e  im p le m e n ta t io n  o f  re g u la t io n  is a n  ex trem e ly  c o m ­
plex  process. T h e  m o b i l iz a t io n  o f  requ is i te  s ta f f  a n d  th e  d e v e lo p ­
m e n t  o f  defens ib le  p ro c e d u re s  necessary to  es tab lish  a r igo rous  
a n d  effective p r o g r a m  take  yea rs , n o t  m o n th s ,  even in th e  p re s ­
en ce  o f  s t ro n g  po lit ica l c o m m i tm e n t  to  th e  im p o r ta n c e  o f  th e  e f ­
fo r t .  T h e re fo re ,  it  is s im ply  u n rea lis t ic  to  expec t  th a t  th e  effects 
o f  p ro g ra m  a c t io n  will beg in  to  a p p e a r  im m e d ia te ly  a f te r  its e n ­
a c tm e n t ,  especially  if m easu re s  o f  u l t im a te  o u tc o m e  a re  used to 
d e te rm in e  these  effects. Essential as it is to e v a lu a te  th e  im p a c ts  
o f  th e  n u m e ro u s  g o v e rn m e n t  in te rv en t io n s  t h a t  have  b een  i n t r o ­
d u c e d  in re c e n t  years, it is also im p o r ta n t  to  be rea lis t ic  in e s t a b ­
lish ing  a t im e  f ra m e  w th in  w h ich  results can  be  ex p e c te d .  O t h e r ­
wise, o n e  risks c o n c lu d in g  th a t  a p ro g ra m  has b een  ineffective or  
worse, has  been  c o u n te rp ro d u c t iv e  w h en ,  in fac t ,  it is s im p ly  too  
ear ly  to  d e te rm in e  w h a t  its a c tu a l  effects h av e  b een .  Finally , 
m u c h  as m easu re s  o f  u l t im a te  im p a c t  a r c  ev en tua lly  the  ones th a t  
p rov ide  th e  t ru e  test o f  reg u la to ry  a c c o m p lish m e n ts ,  it is i m p o r ­
ta n t  to deve lop  a n d  use m o re  in te rm e d ia te  m easu re s  o f  p ro g ra m
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p e r fo rm a n c e  un t i l  f inal o u tc o m e s  d o  beg in  to  a p p e a r .  I n t e r m e d ­
ia te  o u tc o m e  m easu re s  a re  c u r re n t ly  h e ld  in  low er es teem  th a n  
m easu re s  o f  u l t im a te  o u tc o m e  a n d  usua lly  re q u ire  m o re  de ta i led  
a n d  costly d a t a  co llec t ion . N onethe less ,  m e a su re s  o f  in te rm e d ia te  
o u tc o m e ,  su ch  as those em p lo y ed  in  th is  study , a re  th e  only  ones 
t h a t  can  p rov ide  th e  k ind  o f  in te r im  assessment o f  p ro g ra m  
s tren g th s  a n d  weaknesses necessary  to im p ro v e  re g u la to ry  p e r f o r ­
m a n c e .

Proposed modifications in current regulatory procedures

As ju d g e d  on  these  in te rm e d ia te  o u tc o m e  m easu res ,  th e  D e te r ­
m in a t io n  o f  N e e d  P ro g ra m  in M assachuse tts  has  clearly  b een  su c ­
cessful in  c r e a t in g  an  e x te rn a l  m e c h a n ism  th a t  c an  assure  th e  
‘‘necessity" o f  th e  inves tm en ts  b e in g  p u rsu e d  by hosp ita ls  a n d  
l im it  th e  w asteful d u p l ic a t io n  o f  so m e  facilities a n d  services th a t  
previously  a c c o m p a n ie d  ea c h  h o s p i ta l ’s p u rsu i t  o f  its own in d i ­
v idua l  in terests . A t p re sen t ,  how ever, th e  C O N  process in  M assa ­
chuse tts  ( a n d  e lsew here in th e  c o u n try  as well) is based  o n  s t a n d ­
a rd s  o f  a b so lu te  n eed  a n d  does no t  p ro v id e  a m e a n s  for  a l lo ca t in g  
lim ited  resources. U n d e r  p resen t  p ro ced u re s ,  t radeo ffs  a re  no t 
re q u ire d ,  c i th e r  a m o n g  th e  w o r th y  pro jec ts  o f  a s ingle  in s t i tu t ion  
o r  a m o n g  those o f  th e  va r ious  hosp ita ls  serving a p a r t ic u la r  
p o p u la t io n .  H en ce ,  C e r t i f ic a te  o f  N eed  does n o t  now c o n s tra in  
ca p i ta l  in ves tm en t in  to ta l  a n d  can  th e re fo re  m a k e  on ly  a l im ited  
c o n t r ib u t io n  to th e  u l t im a te  ob jec tive  o f  re s t ra in in g  fu r th e r  i n ­
c reases in th e  c o n s u m p t io n  o f  rea l resources  by the  hospita l  
sector.

T h e  p r in c ip a l  s tra tegy  now b e in g  a d v o c a te d  to  im pose  a b in d ­
ing  c o n s t ra in t  on  hosp ita l  c ap i ta l  e x p e n d i tu re  is th e  in t ro d u c t io n  
o f  a to ta l  e x p e n d i tu re  “c a p " ,  e i th e r  a t th e  n a t io n a l  level as T i t le  
II o f  P res iden t  C a r t e r ’s 1977 H osp i ta l  Cost C o n ta in m e n t  legis la­
tion  p ro p o sed  o r  in se lected  s ta les, as New York for e x a m p le ,  has  
co n s id e red .  T h e  c ruc ia l  issues o f  how  a fixed e x p e n d i tu re  ceiling  
sh o u ld  be a l lo ca ted  across h e a l th  services a rea s  and  how c r i te r ia  
co u ld  be  deve loped  to  p e rm it  th e  ap p ro v a l  o f  specific hosp ita l  
c ap i ta l  p ro jec ts  w ith in  th is  " b u d g e t" ,  how ever,  h av e  not been  a d ­
dressed in any  de ta i l .  Given th e  d iff icu lt  a n d  t im e -c o n su m in g  
process th a t  th e  d ev e lo p m en t  o f  de fens ib le  s t a n d a r d s  even for the  
review o f  in d iv id u a l  p ro jec ts  p roved  to be  in M assachusetts ,  it is 
h a r d  to  im a g in e  how th e  necessary  c r i te r ia  fo r  a l lo ca t io n  o f  a 
fixed b u d g e t  co u ld  be g e n e ra te d .

T h e  p a t te rn s  o f  hosp ita l  inves tm en t revea led  by this s tudy  sug­
gest. how ever, th a t  a less c o m p reh en s iv e  a n d  th e re fo re  p o te n t ia l ­



ly m o re  feasib le  a p p r o a c h  d i re c te d  a t  th e  level o f  th e  in d iv id u a l  
hosp ita l  m ig h t  be  ta k e n  to  m o r e  effectively c o n s t ra in  h osp ita l  
c a p i ta l  e x p e n d i tu re  in to ta l .  S u ch  an  a p p r o a c h  w o u ld  c o m b in e  
th e  d e v e lo p m e n t  o f  a specific  c ap i ta l  b u d g e t  fo r  ea c h  hosp ita l  to 
l im it  ro u t in e  a n n u a l  inv es tm en t  in  m a jo r  m o v a b le  e q u ip m e n t  
a n d  m in o r  p la n t  re n o v a t io n  w ith  th e  e s ta b l ish m e n t  o f  m o r e  s t r in ­
g e n t  c r i te r ia  to  g u id e  ev a lu a t io n  for less f r e q u e n t  c a p a c i ty  a n d  
service ex p an s io n  p ro jec ts .  T h e  fo llow ing specific  m o d if ica t io n s  
in  c u r r e n t  C e r t i f ic a te  o f  N e e d  a n d  ra te  s e t t in g  p ro c e d u re s  a re  
p ro p o sed  as th e  first s teps  to w a rd  es tab l ish in g  m o r e  s t r in g e n t  
l im its  o n  th e  a m o u n t  o f  cap i ta l  e x p e n d i tu re  by  M assachuse tts  
hosp ita ls :

•  A n  a n n u a l  b u d g e t  for  m a jo r  m o v ab le  e q u ip m e n t  sh o u ld  b e  d e ­
ve loped  for  ea c h  hosp ita l  o n  th e  basis o f  size, t e a c h in g  s ta tus ,  a n d  
o th e r  re lev an t  c h a ra c te r is t ic s  a n d  no t tied s im ply  to  th e  in s t i tu ­
t io n ’s ow n c u r r e n t  M M E  asset va lue . T h e  b u d g e t  sh o u ld  be  e s ta b ­
lished  th ro u g h  th e  R a te  S e t t in g  C o m m iss io n ’s p rospec tive  r e i m ­
b u r s e m e n t  system a n d  o nce  full payer  p a r t ic ip a t io n  in  th is  system 
is secu red , hosp ita ls  sh o u ld  be  p e rm i t te d  to  sp e n d  th e i r  bu d g e ts  
as they wish, s u b m i t t in g  only pro jec ts  involving h ig h - tech n o lo g y  
a n c i l la ry  services o r  new c o n s tru c t io n  for C O N  review. S u ch  a 
c h a n g e  w ould  free  th e  C O N  s ta f f  from  rev iew ing  p ro jec ts  th a t  
ra re ly  have  b een  m o d if ied  s ign if ican tly  by  th e  C O N  process, 
e l im in a te  c u r r e n t  incentives for  hospita ls  to  try to  subvert  C O N  
review for these  types o f  ex p e n d i tu re s ,  a n d  p ro v id e  m o re  t im e  for 
th e  analysis o f  th e  types o f  p ro jec ts  th a t  a r e  th e  m a jo r  vehicles 
u sed  by hosp ita ls  to  ach ieve  s ign if ican t  ch an g es  in  p ro d u c t  a n d  
im age .

•  As p a r t  o f  th e  d ev e lo p m e n t  o f  H e a l th  Systems P la n s  a n d  the  
S ta te  H e a l th  P lan ,  c r i te r ia  sh o u ld  be fo rm u la te d  to  specify the  
g r o u n d s  ju s t ify ing  re p la c e m e n t  o f  ex is ting  facilities. In  a d d i t io n ,  
m o re  precise  gu id e l in es  m u s t  be  deve loped  re g a rd in g  ex p an s io n  
o f  facilities for a n c i l la ry  services a n d  a m b u la to r y  care .  S u ch  c r i ­
te r ia  a n d  gu id e l in es  a re  essential to s u p p o r t  m o re  r ig o ro u s  review 
o f  p roposa ls  for fu tu re  m a jo r  co n s tru c t io n  a n d  h opefu lly  would  
b e t te r  e n a b le  C e r t i f ic a te  o f  N eed  to  c o u n te ra c t  th e  e n v i ro n ­
m e n ta l  fac to rs  th a t  s t im u la te d  a n d  fac i l i ta ted  th e  e n o rm o u s  e x ­
p a n s io n  in hosp ita l  physical p la n t  since th e  mid-I9f>0's.

•  T h e  R a te  S e t t in g  C om m iss ion  sh o u ld  re in s ta te  its e fforts  to r e ­
p lace  the  c u r r e n t  p rovision o f  h istorica l cost d e p re c ia t io n  w ith  a 
" c a p i ta l  a l lo w an ce"  fo r  e ach  hosp ita l  th a t  w ould  in c lu d e  th e  costs 
o f  p r in c ip a l  o n  c u r r e n t  in d eb ted n ess  a n d  p rov ide  f u n d in g  for fu ­
tu re  c a p i ta l  r e p la c e m e n t  a n d ,  if necessary, ex p an s io n .  T h e  d e ­

21



v e lo p m e n t  o f  such  an  a llow ance  was in it ia lly  in te n d e d  to  be  o n e  
im p o r t a n t  c o m p o n e n t  o f  th e  p rospective  r e im b u r s e m e n t  system 
b e in g  e s tab lished  for  M assachusetts  hospita ls . R ecently , th e  
C o m m iss io n  has  r e t r e n c h e d  f ro m  th is  position , fee l ing  th a t  it 
lacks  su ff ic ien t  in fo rm a t io n  on  cap i ta l  fo rm a t io n  to  m a k e  a c o m ­
p e l l in g  a r g u m e n t  fo r  c h a n g in g  c u r r e n t  r e im b u rs e m e n t  policies. 
T h e  vital ro le  th a t  th is  a n d  ea r l ie r  s tudies h ave  show n such  po l i ­
cies to  p lay  in  c o n t r ib u t in g  to hospita l  c a p i ta l  ex p an s io n  suggests 
th a t  a c a p i ta l  a l lo w an ce  is an  im p o r ta n t  c o m p o n e n t  o f  a n  effec­
tive p rospec tive  re im b u r s e m e n t  system a n d  sh o u ld  be developed  
as in i t ia l ly  p lan & rd .

The role of “ competition” versus regulation in limiting increas­
ing medical costs.

I n  re c e n t  years, n u m e ro u s  voices have been  ra ised  a g a in s t  the  
fa i l ings  o f  “c o m m a n d  a n d  con tro l"  re g u la t io n ,  a n d  m o re  
" m a r k e t - o r i e n te d "  so lu tions have  been  a d v o c a te d  as a b e t te r  
m e a n s  o f  o v e rc o m in g  th e  p ro b lem s  to which reg u la t io n  has  been 
a d d r e s s e d .9 In  the  h e a l th  ca re  sector, the  d ev e lo p m e n t  o f  h ea l th  
m a in t e n a n c e  o rg a n iz a t io n s  (H M O 's)  is th e  m ost p ro m in e n t  o f  the  
“ c o m p e t i t iv e ” s tra teg ies  now b e in g  p r o m o te d .1" B ecause  th e  fi­
n a n c ia l  v iab ili ty  o f  an  H M O  d e p e n d s  u p o n  ca re fu l  con tro l  o f  th e  
costs o f  ho sp i ta l  c a re  r e n d e re d  its enrollces, H M O 's  a re  sensitive 
to  th e  p r ice  o f  hosp ita l  services in a way th a t  in d iv idua ls  with 
c o m p re h e n s iv e  in s u ia n c e  coverage  a re  no t .  H ence ,  if H M O ’s 
g a in  w ide  a c c e p tan c e ,  hosp ita ls  m ay  be  forced to  c o m p e te  on  the 
basis  o f  p r ice  as well as p ro d u c t .

N one the less ,  it m u s t  be  a p p re c ia te d  th a t  a t  p resen t  H M O 's  still 
cover  a sm all  f ra c t io n  o f  th e  p o p u la t io n ,  th a t  m ost physicians 
still  a r e  in  fee-for-service p r iva te  p ractice ,  a n d  th a t  th e  n u m b e r  
o f  physic ians is still increasing . It is widely recognized  th a t  physi­
c ia n  u t i l iz a t io n  o f  h o sp ita l  services is a m a jo r  c o n t r ib u to r  to  the 
to ta l  level o f  h osp ita l  costs a n d  th a t  the  inc reas in g  n u m b e r  o f  
ph y s ic ian s  th e re fo re  has  o m in o u s  im p lica tions  for fu tu re  in ­
c reases  in th e  cost o f  hosp ita l  c a rc  a n d  indeed  o f  m ed ica l  c a rc  in 
g e n e ra l .  T h e  f ind ings  o f  th is  s tudy  have d e m o n s tra te d ,  however, 
t h a t  w hile  hosp ita ls  h av e  e x p a n d e d  service a n d  facility "cap ac i ty "  
in  re sponse  to  th e  "needs"  o f  c u r re n t  a n d  po ten t ia l  m ed ica l  staff, 
th e  m a jo r  decisions involving the  t im in g  a n d  scale  of  ex p ans ion  
re s id e  w ith  hosp ita l  a d m in is t r a to r s  a n d  trustees. T h e re fo re ,  c a p i ­
ta l  e x p e n d i tu r e  a n d  r a te  reg u la t io n  designed to c o n s tra in  th e  f u ­
tu r e  o p t io n s  o f  hosp ita l  d ec is ionm akers  has th e  p o ten t ia l  to  exert 
c o n s id e ra b le  in f lu en ce  on  physic ian  b ehav io r  as well. H ence ,  the



c o n t in u a t io n  a n d  in d e e d  s t r e n g th e n in g  o f  ex is t ing  hosp ita l  r e g u ­
la t io n  offers a n  im p o r t a n t  in s t ru m e n t  for  l im i t in g  th e  fu tu re  cost 
im p a c ts  o f  t h e  g ro w th  in  the  supp ly  o f  physicians.

G iven th e  n a tu r e  o f  th e  h e a l th  services “ m a rk e t" ,  there fo re ,  
th e  fo s te r ing  o f  “c o m p e t i t io n "  a n d  th e  fu r th e r  r e f in e m e n t  o f  
r e g u la t io n  sh o u ld  b e  v iewed no t as a l te rn a t iv e  s tra teg ies  b u t  
r a t h e r  as c o m p le m e n ta ry  m e c h a n ism s  to  in t ro d u c e  som e  eco ­
n o m ic  d isc ip l ine  in to  a sec to r  th a t  has  la rgely  o p e ra te d  w ith o u t  
it.
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Current NCHSR Publications

National Center for Health Scn'ices Research publications of interest to 
the health community are available on request to NCH SR, Publications 
and Information Branch, 3700 East-West Highway, Room 7-44, Hyatts- 
ville, M D 20782 (telephone: 301/436-8970). Mail requests will be 
facilitated by enclosure o f a self-addressed, adhesive-backed mailing 
label. These publications alcu are available for sale through the National 
Technical Information Service (NTIS), Springfield, VA 22161 
(telephone: 703/487-4630). PB and H RP numbers in parentheses arc 
N TIS order numbers. Publications which are out o f stock in N CH SR arc 
indicated as avaikole only from NTIS. Prices may be obtained from the 
N TIS order desk an request.

Research Digests

T he Research Digest Scries provides overviews of significant research 
supported by N CIISR, T he scries describes cither ongoing or completed 
projects directed toward high priority health services problems. Issues are 
prepared by the principal investigators performing the research, in col­
laboration with NCHSR staff. Digests arc intended for an inter­
disciplinary audience of health services planners, administrators, 
legislators, and others who make decisions on research applications.

(HRA) 76-3144 Evaluation of a Medical Information System in a Community 
Hospital (PB 264 353, ova.lablo NTIS only)

(HRA) 76-3145 Computer-Stored Ambulatory Record (COSTAR) (PB 268 342) 
(HRA) 77-3160 Program Analysis of Physician Extender Algorithm Projects 

(PB 264 610, available NTIS only)
(HRA) 77-3161 Changes in the Costs ol Treatment of Selected Illnesses, 

1951-1964-1971 (HRP 0014598, availablo NTIS only) 
fHRA) 77-3163 Impact of State Cortilicato-of-Need Laws on Health Care Costs 

and Utilization (PB 264 352, available NTIS only)
(HRA) 77-3164 An Evaluation ot Physician Assistants in Diagnostic Radiology 

(PB 266 507, availablo NTIS only)
(HRA) 77-3166 Foreign Medical Graduates: A Comparative Study of Stato 

Licensure Policies (PB 265 233, availablo NTIS only)
(HRA) 77-3171 Analysis of Physician Price and Output Decisions (PB 273 312) 
(HRA) 77-3173 Nurse Practitioner and Physician Assistant Training and 

Deployment (PB 271 000, availablo NTIS only)
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(HRA) 77-3177 Automation of the Problem-Oriented Medical Record (PB 266 
881, available NT!S only)

(PHS) 78-3190 Uncertainties of Federal Child Health Policies: Impact in Two 
States (PB 283 202)

(PHS) 80-3229 Responses of Canadian Physicians to the Introduction of 
Universal Medical Care Insurance: The First Five Years in 
Quebec (PB 80-137 9?9)

(PHS) 79-3231 Israel Study of Socialization lor Medicine (PB 293 887)
(PHS) 79-3235 AAMC Longitudinal Study cf Medical School Graduates of 

1960 (PB 294 689)
(PHS) 79-3238 Some Effects of Quebec Health insurance (PB 294 097)
(PHS) 79-3261 Medical Education Financing: Issues and Options (PB 80-i34 

851)
(PHS) 80-3235 A Social and Economic Analysis of Professional Regula ion in 

Optometry

Research Summaries

T he Research Sum m ary Series provides rapid access to significant results 
o f N CHSR-supported research projects. The series presents executive 
summaries prepared by the invcstigatois. Specific findings are highlighted 
in a more concise form dian in the final report. T he Research Summary  
Series is intended for health services administrators, planners, and other 
research users who require recent findings relevant to immediate pro­
grams in health services.

(HRA) 77-3162 Recent Studies in Health Services Research, Vol. I (July 1974 
through December 1976) (PB 266 460)

(HRA) 77-3176 Quality of Medical Care Assessment Using Outcome Measures 
(PB 272 455)

(HhA) 77-3183 Recent Studies in Health Services Research, Vol. II (CY 1976) 
(PB 279 198)

(PHS) 78-3187 Criterion Measures o( Nursing Care Qualltv (PB 287 449) 
(PHS) 77-3188 Demonstration and Evaluation of a Total Hospital Information 

System (PB 271 079)
(PHS) 78-3192 Assessing the Quality ol Long-Term Carc (PB 293 473)
(PHS) 78-3193 Optimal Electrocardiography (PB 281 558)
(PHS) 78-3201 A National Profile of Catastrophic Illness (PB 287 291)
(PHS) 79-3223 Medical Direction in Skilled Nursing Facilities (PB 300 845) 
(PHS) 79-3230 Per-Case Reimbursement for Medical Care (PB 294 688)
(PHS) 79-3236 Nurse Practitioners and Physician Assistants: A Research Agen­

da (PB 294 084)
(PHS) 80-3244 Quality ol Ambulatory Care 
(PHS) 79-3247 A Demonstration ol PROMIS
(PHS) 79-3248 Ellocts ol the 1974-75 Recession on Health Care for the Disad­

vantaged (PB 80-138 449)
(PHS) 79-3250 Effects and Costs ol Day Care and Homemaker Services for the 

Chronically III: A Randomized Experiment (PB 301 171)
(PHS) 80-3265 How a Medical Information System Affects Hospital Costs: 

The El Camino Hospital Experience 
(PHS) 80-3266 Developing a Quality Assurance Strategy lor Primary Care (PB 

80-162 878)
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Research Reports

The Research Report Series provides significant research reports in their 
entirety upon the completion o f die project. Research Reports are 
developed by the principal investigators who conducted the research, and 
are directed to selected users of health services research as part o f  a conti­
nuing N C H SR  effort to expedite the dissemination o f new knowledge 
resulting from its project support.

(HRA) 77-3152 How Lawyers Handle Medicai Malpractice Cases (HRP 
0014313)

(HRA) 77-3159 An Analysis of the Southern California Arbitration Project, 
January 1966 through June 1975 (HRP 0012466)

(HRA) 77-3165 Statutory Provisions for Binding Arbitration of Medical 
Malpractice Cases (PB 264 409, available NTIS only)

(HRA) 77-3184 1960 and 1970 Spanish Heritage Population of the Southwest 
by County (PB 280 656, available NTIS only)

(HRA) 77-3189 Drug Coverage under National Health Insurance: The Policy 
Options (PB 272 074)

(PHS) 78-3204 Experiments in Interviewing Techniques: Field Experiments in 
Health Reporting (PB 276 080, available NTIS only)

(PHS) 79-3210 Telehealth Handbook: A Guide to Telecommunications 
Technology lor Rural Health Care, (PB 292 557, available NTIS 
only)

(PHS) 78-3211 Emergency Medical Technician Performance Evaluation (PB 
285 961)

(PHS) 79-3217-1 Evaluation of Child Abuse and Neglect Demonstration Pro­
jects, 1974-77, Vols. 1 and 2 (PB 278 438 and 278 439; vols. 1-12, 
PB 278 437, the set)

(PHS) 78-3219 Needed Research In the Assessment and Monitoring of the 
Quality of Medical Care (PB 288 826)

(PHS) 79-3237 A Cost-Effective Approach to Cervical Cancer Detection (PB 
295 515)

(PHS) 79-3245 Costs and Benefits of Electronic Fetal Monitoring: A Review of 
the Literature (PB 294 690)

(PHS) 79-3251 Computer Applications in Health Care (PB 300 838)
(PBS) 79-3258 Effects and Costs of Day Caro and Homemaker Services for the 

Chronically III: A Randomized Experiment (PB 80-138 100) 
(PHS) 80-3263 Health Status, Medical Care Utilization, and Outcome: An An­

notated Bibliography of Empirical Studies; Parts l-IV (PB 284 
997, available NTIS only)

Research Proceedings

The Research Proceedings Series extends the availability of new research 
announced at key conferences, symposia and seminars sponsored or sup­
ported by NCHSR. In addition to papers presented, publications in this 
series include discussions and responses whenever possible. T he scries is 
intended to help meet the information needs of health services providers 
and others who require direct access to concepts and ideas evolving from 
the exchange of research results.
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(HRA) 77-3154 Advances in Health Survey Research Methods (PB 262 230, 
available NTIS only)

(HRA) 77-3181 NCHSR Research Conference Report on Consumer Self-Care 
in Health (PB 273 811)

(HRA) 77-3186 International Conference on Drug and Pharmaceutical Ser­
vices Reimbursement (PB 271 386)

(PHS) 78-3195 Emergency Medical Services: Research Methodology (PB 279 
096)

(PHS) 78-3207 Health Survey Research Methods, Second Biennial Con­
ference (PB 293 492)

(PHS) 78-3208 Drug Coverage Under National Health Insurance (PB 293 468) 
(PHS) 79-3209 Health Services Research in Puerto Rico (PB 292 326)
(PHS) 80-3215 Cost Accounting for Pharmaceutical Services (PB 80-157 936) 
(PHS) 79-3216 Medical Technology: The Culprit Behind Health Care Costs? 

(PB 299 408)
(PHS) 79-3225-1 Emergency Medical Services Research Methodology: 

’ Workshop 1 (PB 294 048)
(PHS) 79-3225-2Emergency Medical Services Research Methodology: 

Workshop 2 (PB 80-142 292)
(PHS) 78-3227 Effects of the Payment Mechanism on the Health Care Delivery 

System (PB 291 231)
(PHS) 79-3228 A National Conference on Health Policy, Planning, and Financ­

ing the Future of Health Care for Blacks in America (PB 292 
559)

(PHS) 79-3233 Emergency Medical Services Systems as a Health Services 
Research Setting (PB 297 102)

(PHS) 79-3254 Medical Technology (PB 80-149 511)
(PHS) 79-3256 Sharing Health Care Costs (PB 80 162 795)
(PHS) 79-3257 Health Facility Reuse, Retrofit, and Reconfiguration (PB 80-142 

383)

Research Management

The Research M anagement Series describes programmatic rattier than 
technical aspects of the N CH SR research effort. Information is presented 
on the NCHSR goals, research objectives, and priorities; in addition, this 
series contains lists o f grants and contracts, and administrative informa­
tion on funding. Publications in this series are intended to bring basic in­
formation on N C H SR  and its programs to research planners, ad­
ministrators, and others who arc involved with the allocation of research 
resources.

(PHS) 79-3220 Emergency Medical Services Systems Research Projects, 1978 
(PB 292 558)

(PHS) 80-3271 Emergency Medical Services Systems Research Projects 
Abstracts, 1979

NHCES

The Rational Health Care Expenditures S tudy Scries presents informa­
tion and analyses on critical national health policy issues. Basic data were 
obtained from the National Medical Care Expenditure Survey, a
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■ :-r •
statistical picture of how health services are used and paid for. Data 
Previews give preliminary estimates o f key measures.

(PHS) 80-3276 Data Preview 1: Who are the Uninsured?
(PHS) 80-3275 Data Preview 2: Charges and Sources of Payment for Dental 

Visits with Separate Charges 
(PHS) 80-3278 Data Preview 3: Who Initiates Visits to Physicians' Offices? 
(PHS) 80-3290 Data Preview 4: Health Insurance Coverage of Ve*<- ins 
(PHS) 80-3291 • Data Preview 5: Charges and Sources of Payment i /isits to 

Physician Offices
(PHS) 80-3296 Data Preview 6: Waiting Times in Different Medical 'ettings: 

Appointment and Office Waits

Policy Research

T he Policy Research Series describes findings from the research program 
that hav° major significance for policy issues o f the moment. These 
papers arc prepared by members o f the staff of N C H SR  or by indepen­
dent investigators. The series is intended specifically to inform those in 
the public and private sectors who must consider, design, and implement 
policies affecting the delivery o f health services.

(HRA) 77-3182 Controlling the Cost of Health Care (PB 266 885)

Program Solicitations

(PHS) 81-3292 Grants for Research on Health Promotion and Disease Preven­
tion

(PHS) 81-3293 Extramural Associates Program, 1981
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D E P A R T M E N T  O F  H E A L T H  AN D S O CI AL  S E R V I C E S  

D I V I S I O N  OF PUBLIC A S S I S T A N C E  

FY 8 4  B R I E F I N G  PA PER

I. G E N E R A L  I N T R O D U C T I O N

T h e  D i v i s i o n  o f  P u b l i c  A s s i s t a n c e  (DPA) is r e s p o n s i b l e  f o r  a d m i n i s t r a t i o n  o f  ten 

programs:

A i d  to F a m i l i es  

O ld  A g e  A s s i s t a n c e

A id  to the

A i d  to 

Food

the

D i s a b led 

B1 ind

W i t h  D e p e n d e n t  C h il dr e n

ToKK)
(AFDC)

(A PD ) 
( A B L T

St am p s  

R e T i e fG e n e r a l ___

General R e l i e f  Medical 

C a t a s t r o p h i c  Illness 

M e d i c a i d

E n e r g y " A s s i s t a n c e

Several of the se p r o g r a m s  are  f u n d e d  w h o l l y  or in part w i t h  federal funds. 

Tlies^ p r o g r a m s  i nc l u d e  A F D C  (50% Federal), Food S t a m ps  (95% F e d e ra l ) ,  M e d i c a i d  

(48% F ede ral ) and E n e r gy  A s s i s t a n c e  (100% Fe deral). Food S t a m p  f u n d i n g  is not 

c o n t a i n e d  in the S t a t e  budget . T he  re ma i n i n g p ro gr am s are f u n d e d  e n t i r e l y  fr om  

s ta te general funds. A l o n g  w i t h  the p res e n ce  of federal m o n e y  in t h es e  fou r 

p r o g r a m s c ome s a c o m p l e t e  set of federal rules e nd p r o c e d u r e s  g o v e r n i n g  

c o n d i t i o n s  of  e l i g i b i l i t y  f o r  b e n e f i t s  as well as rules for  overa ll p r o g r a m  

opera tio n.

T he  D iv i s i o n  c o n d u c t s  b u s i n e s s  t h r o u g h  a m i x t u r e  of  p r iv at e  v e n d o r  c o n t r a c t s  and 

s ta te s t a f f e d  fa c i l i ti es .  M o s t  a c t i v i t i e s  still a d m i n i s t e r e d  by s ta t e  s t a f f  are 

p r o h i b i t e d  by federal l aw f r o m  t r a n s f e r  to th e p r i v a t e  sector. A t  p r e s e n t  the 

D i v i s i o n  has s ta t e  st af f e d  c l i e n t  s e r v i ce  o ff i c e s  in (21) locati ons :

S O U T H E A S T

J u n e a u  

Sitka 

K e t c h i k a n  

W r a n g e l 1 

P e t e r s b u r g

S O U T H C E N T R A L

A n c h o r a g e  

V a l d e z  

D i l l i n g h a m  

K o d i a k  

Kenai 

W a s i l l a  

P a l m e r  

H o m e r

N O R T HERN

F a i r b a n k s  

G a le na  

Ft. Y u kon  

K o t z e b u e

S O U T H W E S T

N o m e

•Unalakleet

Bethel

A n i a k

The D i v i s i o n  a l s o  c o n t r a c t s  f o r  a p p l i c a t i o n - t a k i n g  a s s i s t a n c e  in B a r r o w  w i t h  the 

N or th S l o p e  B o r o u g h  and in K o t z e b u e  t hro ugh  a s i m i l a r  a r r a n g e m e n t  w i t h  M a n i i l a q  

As so c ia t i o n .  Total D i v i s i o n  s t a f f  a u t h o r i z e d  for  FY83 is 299 p o s i t i o n s .



In a d d i t i o n  to t h e s e  s t a t e  and  c o n t r a c t o r  o p e r a t e d  c l i e n t  s e r v i c e  o f f i c es ,  the 

D i vi s i o n  has paid a g e n t s  in a p p r o x i m a t e l y  165 ad dit io na l c o m m u n i t i e s  a r o u n d  the 

State, b r i n g i n g  the total n u m b e r  of  c o m m u n i t i e s  h a v i n g  local D i v i s i o n  

r e p r e s e n t a t i o n  to a p p r o x i m a t e l y  185 locations.

The D i v i s i o n  will serve a p p r o x i m a t e l y  25, 000  f am i l i e s  m o n t h l y  d u ri n g  FY84. 

S i n ce  a large n u m b e r  o f  these fam il ie s  will a cc e s s  m o r e  than  one of  the 

D i v is i o n ' s  p r o g ra ms ,  the a b o v e  nu mb e r s  do not r ep r e s e n t  an u n d u p l i c a t e d  c o u n t  o f 

f am i l i e s  to be served. A c o n s e r v a t i v e  e s ti ma t e  w o u l d  place the u n d u p l i c a t e d  

c ou nt  of f am i li e s  w h o  will r e cei ve aid dur in g FY83 at 2 0 , 00 0  f a m i l i e s  c o n s i s t i n g  

of  a p p r o x i m a t e l y  4 5 , 0 0 0  per sons, or r ou gh ly  11% of the S ta t e ' s  p o p u l a t i on . One 

out of  ten A l a s k a n s  w il l,  by t he s e  e sti mat es,  seek some typ e of  cash, food, 

m ed i c a l ,  or e n e r g y  a s s i s t a n c e  f r o m  the D i v i s i o n  in FY84.

II. A D VI S O R Y  C O M M I T T E E S

T he  D i v i s i o n  al s o  does b u s i ne ss  w i t h  fo ur  a o v i s o r y  c o m m i t te es .  T h e s e  in cl u d e  

the Medical Car e A d v i s o r y  C o m m i t t e e ,  the C a t a s t r o p h i c  Illness C o m m i t t e e ,  the 

C o r r e c t i v e  A c t i o n  C o m m i t t e e ,  and the Energy A s s i s t a n c e  Co mmi tt ee .

1. The Medical Car e A d v i s o r y  C o m m i t t e e : C o m p r i s e d  of p er s o n s  a p p o i n t e d  by the

C o m m i s s i o n e r  w h o  p r o v i d e  p ol i c y  and p r o g r am  g u i d a n c e  for the a d m i n i s t r a t i o n  

of the M e d i c a i d  and General R e li e f  Medical programs.

2. T he  C a t a s t r o p h i c  Illness C o m m i t t e e : A t hre e m e m b e r  b o d y  a p p o i n t e d  by the

G o v e r n o r  w h o  p r o v i d e  the C o m m i s s i o n e r  wi t h  p o l i c y  g u i d a n c e  in the o p e r a t i o n  

of the C a t a s t r o p h i c  Illness Program, w hi ch  is a s u b - p r o g r a m  of General 

Re l i e f M e d i c a l .

3. The C o r r e c t i v e  A c ti on  C o m m i t t e e : C o m p r i s e d  e n t i r e l y  of D i v i s i o n  e m p l o y e e s

and is c h a i r e d  by the D i v i s i o n  Director. The C o r r e c t i v e  A c t i o n  C o m m i t t e e

me ets  to r ev i e w  e r r o r  d a t a  c o m p i l e d  by the Q u a l i t y  Control S e c t io n  as well 

as from o t h e r  s u r v e i l l a n c e  sou rces, and d e v e l o p s  a p p r o p r i a t e  c o r r e c t i v e  

ac t i o n to re du ce  the o c c u r r e n c e  of these errors.

4. Th e E n e r g y  A s s i s t a n c e  C o m m it t e e ; A p p o i n t e d  by the C o m m i s s i o n e r  to e v a l u a t e

the'Di v i T T o n 1 s e n e r g y  a s s i s t a n c e  plan.

III. D I V I S I O N  B U D G E T  O V E R V I EW

Th e D iv is i o n ' s  FY84 total b u d g e t  r e q ue st  is $164.6 m i l l i o n  plus $ 2 4 . 0  m i l l i o n  in 

Food St amp s b e n e f i ts  fo r a total of $188.7 m i l l i o n  ($89.9 m i l l i o n  S G F ).$15.2 

m i l l i o n  or  87. f ina nc es  the a d m i n i s t r a t i v e  a c t i v i t i e s  o f  the D i v i sio n. The 

r e ma i n i n g $17 3 . 0  m i l l i o n  flows d i r e c t l y  to n ee dy  A l a s k a n s  as c as h  ($60.9 

m il l io n) ,  foo d stam ps ($24.0 m i l l i o n ) ,  medical c a r e  ($81.7 m i l l i o n ) ,  o r  e n e r g y  

a s s i s t a n c e  ($6.7 m il li on) . A c o mp a r i s o n  of D i v i s i o n  a d m i n i s t r a t i v e  an d p r o g r a m  

b ud g e t s  b e t w e e n  FY83 and FY84 is as follows:

Bu d g e t C a t e g o r y FY83 FY84 Requ

Hu ma n S e rv ic e s  N.W. $ 179.3 $ 179.3

A d m i n i s t r a t i o n 14173.5 15183.1

Cash A s s i s t a n c e 5 6384 .8 6 0 8 5 1 . 5

Food Stamps 26 50 0. 0 2 4 0 0 0 .0

Medical A s s i s t a n c e 74 355. 9 8 1 7 2 0 . 0

Energ y A s s i s t a n c e 72 08. 6 6 74 7 . 5

PTD H ol d  H a rm le s s 12866.5 -0-

T OT AL S $ 1 91 66 8. 6 $ 1 8 8 6 81 . 4
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IV. Q U A L I F Y I N G  L E V E L S  FOR  A L A S K A ' S  P UB LI C  A S S I S T A N C E  P RO GR AM S

T he  f o l l o w i n g  t ab le  d i s p l a y s  the FY83 income 

D iv i s i o n ' s  pr og r a m s  c o m p a r e d  to the p o v e rt y  level. 

FY84 will be a p p r o x i m a t e l y  6% higher.

q u a l i f y i n g  

A F D C  and

li m i t s f o r  the 

A PA  b e n e f i t s  f o r

Pr ogr am s 1 Person 2 P erso ns 3 Pers ons 4 Perso ns

B a s e d  On Gross 

Or  Ne t Income

F O OD S T A M P S 636 844 1052 1260 G ro ss

A F DC - 546 614 682 N et

AGED, B LIN D 

A N D  D I SA B L E D

546 802 Net

G EN E R A L R E LI E F 300 4 00  500 600 G ro s s

ENERG Y P R O G R A M 85 1 1113 1375 1637 G ro s s

0MB P O V E RT Y L EVEL 489 649 809 969 G ro s s

V. D I V I S I O N  P R O G R E S S  R E P OR T

T he  D iv is io n  w a s  f aced  w i t h  s er i ou s  pr ob le m s  f r o m  a n u m b e r  of  q u a rt er s.  Th ese  

included:

The A F D C  p a ym e n t  e r r o r  rate wa s at 30%.

De c i s i o n  t i m e f r a m e s  f or n e w  a p p l i c a n t s  e x c e e d e d  the federal s ta n da r d  

of 30  days r o u ti n e l y ,  and in some o f f i c es  r e a c h e d  60 days o r  longer.

The c o m p u t e r  s y s t e m  w h i c h  s u p p o r t e d  the c l i en t  s e r v ic e  o f f i c e s  and 

a u t h o r i z e d  m o n t h l y  b e ne fi t s  was d e v e l o p e d  in 1968 a nd w a s  n e a r  

collapse.

The s t a t e  run medi cal  p a y m e n t  s y s t e m  wa s t a k i n g  up to 6 m o n t h s  to pay 

medical p r o v i d e r s  f or  medical s erv ice s r ec e i v e d  by p u b l i c  a s s i s t a n c e  

re ci pi ent s.

R e c i p ie n t  f a i l u r e  to re por t i n f o r ma ti on  to the a g e n c y  w a s  c o n t r i b u t i n g  

to a m u s h r o o m i n g  o v e r p a y m e n t  p r o b l e m  w i t h  i na de q u a t e  f i e l d  s t af f  to 

im p o s e t i g h t e r  s u r v e i l l a n c e  o f  recipie nts ' fin ancial c i rc u m s t a n c e s .

T he  D iv i si o n  set o ut  in 1979 to re me dy  t hese  pro ble ms.  Th e goals were:

to r e du c e  the level o f o v er p a y m e n t s  to r e c i p i e n t s  and  c o n c u r r e n t l y  the 

high e r r o r  rates,

to p la ce  the a g e n c y  on a solid legal fo ot in g t h r o u g h  i n t r o d u c t i o n  o f  

r e g ul a t i o n s  a n d  s t a t u t e  revis ion s,

to u p g r a d e  the data p r o c e s s i n g  c a p a b i l i t i e s  s u p p o r t i n g  c l i e n t  s er vi c e  

of fic es,

to r e i m b u r s e  t h e  medic al c o m m u n i t y  in a m o r e  tim el y a n d  c o s t  e f f i c i e n t  

m a n n e r  by t r a n s f e r r i n g  the medical p a y me nt  s y s t e m  to the p ri v a t e  

sector, and

to a c c o m p l i s h  this w i t h  as lit tle  h a r m  to t r u l y  n e e d y  A l a s k a n s  as 

possible.



T he  D i v i s i o n  a c c o m p l i s h e d  t h e s e  g o a l s as e v i d e n c e d  by t h e  f o l l o w i n g  m i l e s t o n e s :

The D i v i s i o n  s u c c e s s f u l l y  t r a n s f e r r e d  the p r o c e s s i n g  o f  m e d i c a l  cl a i ms  

to the p r iv a t e  s e c t o r . C o m p l e t e  t r a n s f e r  w a s  c o m p l e t e d  in A u g u s t  

1982. Tfie p r e s e n t  five y e a r  c o n t r a c t  p ro v i d e s  f or  p r o c e s s i n g  of 

medical cla i m s  t hr o u g h  1987. T h e  c o n t r a c t  c a l l s  f o r  a 20 day 

p r o c e s s i n g  s t a n d a r d  at o ne  t hi rd t he  c o s t  of  the p r e v i o u s  D e p a r t m e n t  

o p e r a t e d  system.

The D i v i s i o n  is n e ar i n g  i m p l e m e n t a t i o n  of its n e w  d ata p r o c e s s i n g  

s up p o r t f or  c l ie nt  s er vi c e  o f f i c e s ! This n e w  e l i g i b i l i t y  s y s t e m  will 

i n t eg ra t e  all ten of  the D i v i s i o n ' s  p r o g r a m s  into a s i n g l e  dat a base. 

T he  s y s t e m  will per m i t o n - l i n e  e l i g i b i l i t y  d e t e r m i n a t i o n  and b e n e f i t  

is sua nc e f r o m  the central c o m p u t e r  f r o m  any D i v i s i o n  o f f i c e  by late 

1983 an d f u r t he r  i m p ro ve  c l i e n t  service.

S ta te r e g u l a t i o n s  and p o l i c y  m a n u a l s  f or  ea c h  p r o g r a m  h ave been 

a d o p t e d .

De c i s i o n  t i m ef r a m e s  on n e w  a p p l i c a t i o n s  of 30 days or  less h av e b een 

m a i n t a i n e d  in all p r o g r a m s .

A FD C, M e d i c a i d  and F o o d s t a m p  e r r o r  ra tes  are m u c h  i m p r o v e d .

M a j o r  p r o g r a m  r ef orm s w e r e  i m p l e m e n t e d  ip A F D C  and Food  St a m ps  d u r i n g  

1 9 8 2 . M o n t h l y  r e p o rt in g of fina nci al c i r c u m s t a n c e s ,  i n t r o d u c t i o n  of 

p r i o r  m o n t h  b u d g e t i n g ,  an d r e q u i r i n g  h o m e v isi ts  hav e r e d u c e d  e r r o r  

rates and casel oad s.

VI. D I V I S I O N  C O N C E R N S  FOR 1983

1. E r ro r Rates

Im p r o v e d  q u a l i t y  in A FDC,  M e d i c a i d  and F o o d s t am p  e l i g i b i l i t y  

d e t e r m i n a t i o n s  remains a top p r i o r i t y  of the D i v i s i o n . To  d ate 

federal e x p e c t a t i o n s  Tii eac h of t he se  p ro gr a m s  hav e been m et  or 

c o r r e c t i v e  ac t i on  plans (CAP) been n e g o t i a t e d  to a c h i e v e  redu cti ons . 

The D iv i si o n  e n t e r e d  a n e w  p e n a l t y  p e r i o d  in O c t o b e r  1982 that bri ng s 

wi t h  it the f o l l o w i n g  p ay me n t  e r r o r  rate e x p e c t a t i o n s  f or  the n e x t  12 

months:

P r o g ra m  C u r r e n t  E r r o r Rat e R e q u i r e d  E r r o r  R ate

A F D C  11% 4%

Food S ta m p s  2 3%  21%

M e d i c a i d  1% 5%

An im p o rt an t f a c t o r  in the e r r o r  rate c a l c u l a t i o n  is t h a t  all c l i e n t  

ca u s e d e r r o rs , such as f a i l u r e  to r e p o r t  i n f o r m a t i o n ,  are c o u n t e d  

a g a i ns t  the S t ate  w h e n  a s s e s s i n g  its e r r o r  rate.

2. A MP S  P e r f o r m a n c e  I m pr o v e m e n t

Th e n ew A l as ka  Medical Pay m e n t s S y s t e m  (AMPS) m u s t  c o n t i n u e  to be 

i mp ro ve d  to f o s t e r  a b e t t e r  r e l a t i o n s h i p  b e t w e e n  the medic al c o m m u n i t y  

and low in com e A l a s k a n s  n e e d i n g  medica l care.
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3. E l i g i b i l i t y  I n f o r m a t i o n  S y s t e m  (EIS)

T he  d e t a i le d  d e s i g n  o f  th i s  n e w  a u t o m a t e d  e l i g i b i l i t y  s y s t e m  has been  

co mpl et ed ^  This n ew  s y s t e m  will r ed u c e  m u c h  of the risk of a g e n c y  

c a u se d  e r r o r  in the e l i g i b i l i t y  d e t e r m i n a t i o n  pro c e s s,  and g r e a t l y  

im pr ov e  s e r v i c e  t i m e f ra me s  to A l a s k a n s  a r o u n d  the  State.

4. Foo d S t a m p  Mail Iss uan ce Lo sse s

A n ew  federal rule has; b e e n  e s t a b l i s h e d  s e t t i n g  a mail loss  l i m i t  of

(fjQ ^  P**' \ r  k b ' k h o k fc 'j
6 ^  U n d e r  federal rules A l a s k a  has the o p t i o n  o f  s e n d i n g  h o u s e h o l d s  an

A u t h o r i z a t i o n  To P u r c h a se  (ATP) c ard w h i c h  can be e x c h a n g e d  f o r  food  

s ta m p s at a c l i e n t - s e r v i c e  o f f i c e  o r  U.S. Post Of fi c e ,  o r  the S t a te  

can mail ho use ho l d s  t h e i r  f o o d stam ps d ir ec tly .

The D i v i si on  c u r r e n t l y  m a i l s  food sta mp s d i r e c t l y  to all r e c i p i e n t s  

m o n t h l y  e x c e p t  those re siding in A n c h o r a g e .  A n c h o r a g e  r e s i d e nt s  are 

is su e d  an A TP  w h i c h  is e x c h a n g e d  f o r  f ood st a m ps  at the Post O f fice . 

A l a s k a  has p e r i o d i c a l l y  e x p e r i e n c e d  a hi g h  loss level w i t h  the d i r e c t  

m a i l i n g  of  fo o d  stamps. Fa ir b a n k s  r e s i d e n t s  w e r e  r e m o v e d  f r o m  d i r e c t  

mail f or  a peri od of t i m e  for  this reas on but are n ow  b ac k  on d i r e c t  

mail. B e c a u s e  o f  the rural n a t u r e  o f  m a n y  a d d r e s s e s ,  mail lo ss es  have 

at times e xc e e d e d  1%. This loss rate m u s t  be w a t c h e d  r o u t i n e l y  to 

a v o i d  S ta te r e p a y m e n t  o f  a ny  loss a m o u nt s  t h a t  e x c e e d  .5%. B a c k u p  

d e l i v e r y  m e t h o d s  have  be e n  d e s i g n e d  in the e v e n t  t hat d i r e c t  mail 

c re at es  losses a bo v e  the .5% level. T h e s e  b a c k u p  m e a s u r e s  s h o u l d  Ld 

d e p l o y e d  if needed.

5. Foo d S t a m p  Rural A l l o t m e n t

A l a s k a  m u s t  push  f or  i m p l e m e n t a t i o n  of a rural Food  S t a m p  a l l o t m e n t . 

S i n c e  1973 the S tate  has be en  l ob b y i n g  the UTS. D e p a r t m e n t  of 

A g r i c u l t u r e  (USDA) and the U.S. C o n g r es s  for a h i g h e r  fo o d  s tamp  

a l l o t m e n t  for  rural Alaska. The S ta te has d e m o n s t r a t e d  r e p e a t e d l y  

th at  rural food c ost s e x c e e d  u rb a n  costs by 4 0 %  or better. C o n g r e s s  

ga ve  U S D A  the a u t h o r i t y  to c r e a t e  the 2 nd s ta nd ar d  in A l a sk a  in 1981. 

U S D A  has f a i l e d  to i m p l e m e n t  this la w thus f ar  ev e n  t h o u g h  the S ta te  

d e f i n e d  the g e o g r a p h i c  a r e as  to be af fected.

6. H B 1 7 4  I m pl em e n t a t i o n

D u ri n g  the 1982 Se s s i o n the L e g i s l a t u r e  p a ss e d  H B 1 7 4 w h i c h  p r o v i d e d 

f or  an i ncr ea se  of a p p r o x i m a t e l y  $50 m o n t h l y  to m o s t  A F D C  f a m i l i e s  but 

no funds w e r e  a p p r o p r i a t e d . This i n cr e a s e  was to b e ’"in a d d i t i o n  to 

the 7.4 % annual c o s t - o f - l i v i n g  inc r e as e al s o  g ive n AF D C  f a m i l i e s  on 

J u l y  1. The p u rp os e  of H B 174 w as  to c l o s e the gap b e t w e e n  the p a y m e n t  

levels f or  two ad ult s r e c e i v i n g  A P A  and two i n di vi du a l s  on AFDC. In 

v i e w  o f  this, G o v e r n o r  H a m m o n d  a d v i s e d  the  l e g i s l a t i v e  l e a d e r s h i p  that 

H B1 74 w o u l d  be i mp le m e n t e d  w i t h i n  a v a i l a b l e  funds. The D i v i s i o n  has 

c o n c l u d e d  that funds are a v a i l a b l e  to i m p l e m en t  H B 1 74  s a f e l y  e f f e c t i v e  

J a n u a r y  1, 1983. T h e  D i v i s io n has p u b l i s h e d  r e g u l a t i o n s  p r o p o s i n g  to 

do this. In e xc es s  o f  $2 m i l l i o n  has be e n  inc l u d ed  in the FY84 A F D C  

r eq u e s t  in a n t i c i p a t i o n  of this i n c r e a s e  in A FD C  g r a nt  levels. A 

final d e c i s i o n  is pe nd i n g  w h e t h e r  to e f f e c t  tin's i n c r e a s e  in FY83, or 

to w a i t  until FY84, or to f o r e g o  the i nc r ea s e  a l t o g e t h e r  if funds for 

FY84 ar e d e t e r m i n e d  not a v a i l a b l e  in v ie w  of the c o n s t i t u t i o n a l  

s p e n d i n g  limit.
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M edic al B u d g e t  P r o j e c t i o n s

T h e  D e p a r t m e n t  has p e r p e t u a l l y  had p ro b le m s  p r e d i c t i n g  s p e n d i n g  leve ls 

in this c a t e g o r y . W h i l e  p r o j e c t i o n  m o d e l s  f o r  a d m i n i s t r a t i v e  and  ca s h  

a s s i s t a n c e  b u d g e t s  g e n e r a l l y  w e r e  re li ab l e ,  p r e d i c t i o n  of medica l 

c o s t s  w e r e  not. M o s t  sta te s ha ve  a p r o b l e m  s i m i l a r  to A l a s ka 's . 

Several c ha n g e s  will i m p r o v e  the D i v i s i o n ' s  a b i l i t y  to p r e d i c t  the 

m e d i c a l c os t s  for a fiscal y e a r  an d to r e ma in  s o l v e n t  in t imes  of 

t ro ubl e:

(A) S h i f t  M e d i c a i d  and GR M edi cal  e x p e n d i t u r e  accrual f r o m  " m o n t h  o f  

s e r v i c e "  to " m o n t h  of b il li ng" . U n d e r  th e p r e s e n t  s y s t e m  a 

fiscal y e a r  is n e a r l y  o v e r  b e f o r e  the D i v i s i o n  can s a f e l y  p r e d i c t  

its o utcome.

(B) C o n s i d e r  a d o p t i o n  o f  u n i f o r m  c os t r e p o r t i n g  and  p r o s p e c t i v e  

r e i m b u r s e m e n t  f or  h o s p i t a l s  an d n u r s in g  homes. Hos pit al an d 

n u r s i n g  hom e e x p e n d i t u r e s  c o m p r i s e  54% of the m ed ica l budget.

(C) C o n s i d e r  n ew  M e d i c a i d  r e g u l a t i o n  r e q u i r i n g  all n o n - e m e r g e n c y  

ho spital a d m i s s i o n s  be r e p o r t e d  to the D e p a r t m e n t  in advance. In 

its s i m p l e s t  f o r m  this r e q u i r e m e n t  w o u l d  g e n e r a t e  n e e d e d  

i n f o r m a t i o n  to p e r m i t  total p r o g r a m  l i a b i l i t i e s  to be mo re  

c l o s e l y  wat c h ed .

S t r a t e g y  to C o n t a i n  E s c a l a t i n g  Medi cal  C osts

In any  p er io d ,  total s p e n d i n g  is a lw ay s  a f u n c t i o n  of the n u m b e r  of 

r e c i p i e n t s ,  the v o l u m e  of s e r v i c es  used, and the unit p r ~ ce  o ^ 

s e r v i c e . W i t h  an a u t o m a t i c  c o s t - o f - 1 i v i n g  i n c r e a s e  t h a t e x p a n d s  

A l a s k a 1s e l i g i b l e  p o p u l a t i o n ,  c o u p l e d  w i t h  no u n i t  p r i ce  control or 

v o l u m e  l im its , A l a s k a  c u r r e n t l y  has no a b i l i t y  to e f f e c t i v e l y  control 

g r o w t h  in m edi cal  costs.

A c c o r d i n g  to a rec en t s t u d y  by T H E  U R BA N I N S T I T U T E , M e d i c a i d  p a y m en ts  

r ose at an annual rate of  15.5 p e r c e n t  f ro m  FY73 to FY79 nat io na l l y .  

A l a s k a  ha d the h i g h e s t  annual rate o f  i n c re as e at  4 1. 8  p e r c e n t  d u r i n g  

t h i s  same  p e r  joTTI Sin ce,  FY79 costs h ave in c r ea se d in e xc es s  o f  20% 

a n n u a l l y  in Alaska .

T hi s  s i t u a t io n  will be f u r t h e r  c o m p l i c a t e d  in FY84 a n d  l a t e r  y e a r s  in 

ligh t of  C o n gre ss'  a c t i o n s  to red uc e M e d i c a i d  f u n d i n g  to all S t at e s  

( TE F R A  c ha ng es) . A l a ska is f ac i n g  a 4 to 5 m i l l i o n  d o l l a r  shortfall 

in FY84 b e c a u s e  o f  t hese  federal cha nges" A b s e n t  a dd it io n a l  f u n d i n g  

to r e p l a c e  t h es e lost f e d e r a l / S t a t e  r ev en ues , cr itical d e c i s i o n s  need 

to be m a d e  to b r in g  p r o g r a m  s p e n d i n g  in line w i t h  a v a i l a b l e  

f e d e r a l / S t a t e  r esou rce s.

Th i s  d e c i s i o n  p r o c e s s  m u s t  a r r i v e  at an e q u i t a b l e  b al a n c e  b e t w e e n  

p e r s o ns  e l i g i b l e ,  c o v e r e d  s e rv i c e s  a nd u ni t p ric e f o r  s e r v i c e s  

r e ce i v e d , p a r t i c u l a r l y  h o s p i t a l s  and n ur s in g  h o m e s . ATT of these 

c h o i c es  are  l ar g e l y  control led By the A l a s k a  L e g i sl at u r e .  This  

d e c i s i o n  p r o c e s s  will a l s o  c au s e  the S ta te  to mor e p r e c i s e l y  d e f i n e  

its h e a l t h  care p o l i c y  f or  all a reas of A l a s k a ,  p a r t i c u l a r l y  in rural 

ar eas  w h e r e  the d e l i v e r y  of he al t h  care c a n n ot  be a c c o m p l i s h e d  as 

c o m p e t i t i v e l y  in l arge  u r b a n a r e a s w i t h  m o r e  t ha n o ne  hos pit al.
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9. General R el i e f  P r o g r a m  R e v i e w

This s tat e fun d e d  p r o g r a m  is not 

e m p l o y a b l e  A l a s k a n s .

meeting 
S t r ic t

the e m e r g e n c y  s u b s i s t e n c e

ne eds  of____________________________________     income^ r e q u i r e m e n t s  and a

d e m o n s t r a t e d  ne e d  (such as an e v i c t i o n  n oti ce)  m u s t  be met. If 

el i g i bl e,  a m a x i m u m  m o n t h l y  p a y m e n t  o f  $80 per p e r so n is a l l o w e d  by 

state statute. The D i v i s i o n  m a ke s  t he se  p a y m en ts  to l a n d l o r d s  and 

u t i l i t y  c o m pa ni e s  to e n s u r e  onl y critical s u b s i s t e n c e  n eeds  are met. 

Pa r t i c i p a t i o n  in this p r o g r a m  has d e c li n e d ,  e ven t ho u g h  the BIA 

General A s s i s t a n c e  p r o g r a m  w a s  ter mi na t e d ,  

p r o g r am  is c r i t i c a l l y  n e e d e d  to d e t e r m i n e  if 

c on d i t i o n s  and b e n e f i t  levels are a p p r o pr ia te ,  

m a de  in the q u a l i f y i n g  lim i t s s i n c e 1978, and 

si nce  1957.

An  a n a l y s i s  of this 

c ha n g e s  in q u a l i f y i n g  

No c h a n g e s  have been 

the $80 p a y m e n t  l imit

10. C a t a s t r o p h i c  Illness P r o g r a m

This p r o g r a m  w a s  fu nde d 

t o t a l l i n g  $8-10 million.

at $2.1 m i l l i o n  f o r  

indiv idu al w i th

FY83 bu t has 

medical

r eq ues ts 

bi 11 s ____________  A n y  indi vid ual  w i t h  u n pa i d  medical b i ll s  of

$ 10 00 m a y  apply. The C a t a s t r o p h i c  Illnes s C o m m i t t e e  d e t e r m i n e s  the 

e l i g i b i l i t y  f or mu la  and m ay  a d j u s t  it as f r e q u e n t l y  as n e c e s s a r y  to 

sta y w i t h i n  a v a i l a b l e  funding. U n d e r  the c u r r e n t  f o rm ul a ,  the FY83 

p r o g r a m  is a l r e a d y  o ut  of funds. A c o m p l e t e  r e v i e w  of  this p r o g r a m  is

also in order.

11. W o r k  Pro gra ms

C o n s i d e r a b l e  d e b a te c o n t i n u e s  as to the type o f  w o r k  p r o g r am s  tha t 

s h o uld be i m pos ed on A la s k a  p u bl i c  a s s i s t a n c e  r e c i p ie nt s ,  if a n y . 

TJpt’ions range fr o m  m e r e l y  r e g i s t e r i n g  for  e m p l o y m e n t  to r e q u i r i n g  

e v e ry  a b l e - b o d i e d  r e c i p i e n t  to p e r f o r m  s ome type  of pub li c s er v i c e  

e mp l oym ent . B ec a u s e  o f  A l a s k a ' s  c o n s e r v a t i v e  set of pu bl i c  a s s i s t a n c e  

pr o g r am s,  and the lack of  two  p ar en t ,  u n e m p l o y e d  h o u s e h o l d s  on 

a s si s t a n c e  in this State, the D i v i s i o n  has r e c o m m e n d e d  t ha t a 

m a n d a t o r y  p ubl ic  s e r v i ce  p r o g r a m  not be a d o p t e d  in Alask a. Rather , 

the D iv i s i o n  has r e c o m m e n d e d  an e m p h a s i s  t ow a r d s  jo b se a r c h and job 

t ra i n i n g  w i t h  b u i l t - i n  p r o g r a m  d i s i n c e n t i v e s  for r ec ip i e n t s  w h o  r ef us e  

to coopera te.  The f o l l o w i n g  e l e m e n t s  are e ss ent ial  to a m ea ni n g f ul  

p r o g r a m  in Ala sk a  w i t h i n  an a c c e p t a b l e  a d m i n i s t r a t i v e  cost:

(a) Focus on high a v a i l a b i l i t y  j o b s

(b) C o n s t r u c t i v e  not p u n i t i v e  in n a t u r e  (Rules ou t CWEP)

(c) E s t a bl i s h  c l ie nt  m o t i v a t i o n  t hr o u g h  A E D C  p r o g r a m  d i s i n c e n t i v e s  

for t ho se w h o  do not c o o p e r a t e

(d) P r e p a r e  c l i e n t  to c o m p e t e  w i t h  n o n - w e l f a r e  j o b  a p p l i c a n t s

- R es u m e  p r e p a r a t i o n

- E f f e c t i v e  job  se arc h skills

- D e v e l o p  a m a r k e t a b l e  skill t h r o u g h  t r a i n i n g  or e d u c a t i o n

** t ypi ng  

**  key pun c h in g 

**  general clerical 

* * d ay care

- E f f e c t i v e job i n t e r v i e w  sk ill s

- A g e n c y  f o l l o w - u p  on u n s u c c e s s f u l  i n t e r vi ew s  to d e t e r m i n e  w h y

- C l i e n t p r e p a r a t i o n  to l eave A F D C / M e d i c a i d  o n c e  e m p l o y e d

(e) C o o r d i n a t i o n  wi t h  S tate and p ri v a t e  j o b  p l a c e m e n t  a j en c i e s

(f) C o n t r a c ts  f or  0JT l ea di n g  to p e r m a n e n t  p o s i t i o n  w i t h  p r i v a t e  

a g e n c i e s
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(g) Minima l s u r v e i l l a n c e  b ur d e n s on a g e n c y  - low  s t a t e  s t a f f  n ee d s

(h) C o o r d i n a t i o n  w i t h  day care a g e n c i e s / h o m e s  f o r  school ,age kids

(i) R e c ip ie n t  w o r k s h o p s  - a l l o w  successful r e c i p i e n t s  to e n l i g h t e n  

and e n c o u r a g e  oth ers

(j) Fair good c aus e s y s t e m  f or  c l i e n t s  w h o  do no t c o o p e r a t e  

(k) Pilot p ro je c t  e x p e r i e n c e

A P A  F e d e r a l i z a t i o n

The S ta t e  is in a po sit ion  to c o n s i d e r  federal a d m i n i s t r a t i o n  o f  its 

aged, b l ind  and d i s a b le d  p r o g r a m s . A l t h o u g h  the se t hre e p r o g r a m s  w e r e  

f e de r a l i z e d  in 1974, A la s k a  and a n u m b e r  of o t h e r  sta tes  c o n t i n u e d  to 

o p e r a t e  t h ei r  p r o g ra ms  b e c a us e the u n i f o r m  national p ay me n t  was b e l o w  

th at  p r ev i o u s l y  r e ce i v e d  by r e c i p i e n t s  in t h ese  states. As a result , 

t he re is a gre at deal of d u p l i c a t e  a d m i n i s t r a t i v e  ef fo rt ,  c o n f l i c t i n g  

i n fo rm at i o n  and o t h e r  pr ob le m s  w h i c h  c o uld  be a v o i d e d  if the S ta te 

pa rt  of the p r o g r a m  w e r e  f e d e r a l i z e d  as well. Th e D i v i s io n  

c o mm i s s i o n e d  an a n a l y si s of this issue. T he final r e p or t  will be 

a v a i l a b l e  by M a r c h  1, 1983 at w h i c h  tim e the D e p a r t m e n t  will c o n s i d e r  

the m e r i t s  of c o m p l e t e  f e d e r a l i z a t i o n  f r o m  both an a d m i n i s t r a t i v e  and 

p r o g r a m  p e r s p e c t i v e  and then m a k e  a r e c o m m e n d a t i o n  to the G ov er nor .



A I D  TO FAM I L IE S W I T H  D E P E N D E N T  C H I L D R E N  (AFDC) 

C a s e T o a d  a n a l y s i s  Sept. 1981 thru Tune 1984

7 ,0 00

A F D C  A C TU A L  C A S E L O A D  Sept. 1981 thru Feb. 1983

  A ^ D C  P R O T E C T E D  C A S E L OA n  FY33 and CY84





D i v i s i o n  of  P u b l i c  A s s i s t a n c e  

FY84 C o n t r a c t s / R S A

FY84

BRU C o m p o n e n t C o n t r a c t A m o u n t

PA A d m i n A dm in Dept, of  L a w $ 51.4

PA A dm in Ad min A M P S 736.2

PA A dm in Admi n A M P S  R e p o r t s 4 3 . 4

PA A d m i n Admi n T P L  C o l l e c t i o n s 4 0 . 0

PA A d m i n Eli g Det Fe e A g e n t s 149.7

PA A d m i n El ig Det Loomi s 2 07 .7

PA A d m i n Eli g Det N o r t h  S l o p e 8 1 . 7

PA A d m i n Elig Det U.S. P os t  O f f i c e 139.0



)

C o-rants

FY83 P r o j ect ed 

Wi t h o ut  SBB17

FY83 FCC 

With SB 817

FY83 Base 

Revi sed  10/1/82

FY84

Factor

FY84

Requ est

% Increase 

FY84 vs FY83

M e d i c a i d $ 48 ,923.5 $6 4,924.5 $61,933.4 12.7% $6 9,8 09. 8 7.5 %

GR Medical $14,625.8 $7,931.4 $1 0,392.8 14.6% $ 11 ,91 0.2 50.2%

Total $63, 549 .3 $7 2,855.9 $72,326.2 13.0% $81,7 20. 2 12.2%

(State) (37,232.0) (36,413.8) (37,320.1) 14.2% (42,604.8) 17.0%

( F e d e r a l ) (26,317,3) (36,442.1) (35,006.5) 11.7% (39,115.2) 7.3%

Est imated c o s t s  o f  
r a d i c a l  c a r t  f o r  
F fG i I f  SB 317 hart 
no t  Lee r  fu s s ed  by 
the 103? A laska 
L e g i s l a t u r e .  SB 
317 coved a l l  low* 
Income c h i l d r e n  
In t o  the Medicaid 
Program c o l  o f  GR 
Heditd I , among 
o t h e r  changes.

I
Revised FYE3 c s t l n h t c  ta k ing  
SB B17 In to  a ccoun t .  S eve ra l  
key assumptions nude:
1. S I . S  m i l l i o n  would be l a t e r  
added to  S 7 .9  m i l l i o n  GRM from 
Federa l Budget Impact Fund.
2 .  P r e s c r i p t i o n  drugs would be 
paid ou t o f  M ed ica id ,  not SRM.
3 .  SB 017 would be implemented 
on 7 /1 / 8 2  f o r  12 month c o s t  
sav ings .
4 .  Adu lt med ica l ca re  would be 
prov ided under GP.fl f o r  persons 
not e l i g i b l e  f u r  AFDC, OAA,
A!U o r  FPU. I f  funding ' e l l  
s h o r t ,  s e r v i c e s  would be 
reduced.

L a t e s t  FYB3 es t im a te  show- Fac to rs  va ry  
lo g  f u l l  c o s t s  o f  Medicaid by type o f  
and CRM. Assumptions medical 
In c lu d e :  s e r v i c e  1n
1 .  S i . 5 Fede ra l  Impact Medicaid and 
money assumed p a r t  o f  S 1 0 .3  GF.M. These 
GRM base . fa t  .» a re  a
2 .  Drugs moved back I n t o  cor p o s i t e  f o r  
GRM (S I  m i l l i o n ) .  Medicaid and
3 .  SB 817 Implemented GRM..
1 0 /1 / 8 2  n o t  7 / 1 / 8 2 .
Based on these assumptions 
the t o t a l  FY03 medica l c o s t  
expected exceed a u th o r i s e d  
S ta t e  fund ing by # 90 6 .3  I f  
the  f e d e r a l  impact funds 
a r c  no t  made a v a i l a b l e .

Es t imate o f  medica l c o s t s  
f o r  FYC4 w i th  f o l l ow in g  
assumpt ions :  •
1 .  Medical ca re  c o s t s  
w i l l  In c rease  a t  9 1 .
2 .  Case loads and t h e r e ­
f o r e  pe rsons  cove red  w i l l  
In c r e a s e d :  61 .
3 .  Ko l im i t s  w i l l  be 
a p p l i e d  t o  r a t e  o f  i n ­
c re a se  In h o s p i t a l  o r  
long  term c a r c  r a t e s .

The Department r e r l o u s -  
l y  q u e s t i o n  the f o r e ­
ca s t  o f  a 9 i  Inc rease  
1n medica l c o s t s  f o r  
FY 34. P r e l im in a r y  
in f o rm a t io n  from the 
h o s p i t a l  a s s o c ia t i o n  
In d ic a t e s  t h e i r  f a c i l i ­
t i e s  a ro  expec t ing 
in c rea s e s  1n c o s t s  
rang ing  f rom  1 2 :  to  
1 6 : .

23
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 & T A L  HEA|1tR ADVISORY COUN&fE AND L-Â B 8&ARD °
APPROPRIATION APPROPRIATION FUND SOURCES

ALLOCATIONS ITEMS GENERAL FUND OTHER FUNDS
1 6 , 2 0 0

SPECIAL PROJECTS AND GRANTS (3 POSITIONS)
APPROPRIATION APPROI RIATION FUND SOURCES

ALLOCATIONS ITEMS GENERAL FUND OTHER FUNDS
427.300

STATE HEALTH PLANNING AND DEVELOPMENT AGENCY
APPROPRIATION APPROPRIATION FUND SOURCES

ALLOCATIONS ITEMS GENERAL FUND OTHER FUNDS
711,700 461,300 250,400

HEALTH PLANNING 6 DEVELOPMENT <10 POSITIONS)
APPROPRIATION APPROPRIATION FUND SOURCES

ALLOCATIONS ITEMS GENERAL FUND OTHER FUNDS
525.300 260,900 264,400

CERTIFICATION 6 LICENSING <6 POSITIONS)
APPROPRIATION APPROPRIATION FUND SOURCES

ALLOCATIONS ITEMS GENERAL FUND OTHER FUNDS
327,800

DOCUMENT- 1 OF 1 PAGE ~ 26 OF 36
ADMINISTRATION <4 POSITIONS)

APPROPRIATION APPROPRIATION FUND SOURCES
ALLOCATIONS ITEMS GENERAL FUND OTHER FUNDS
169,700

HEALTH PLANNING COMMITTEE <1 POSITION)
APPROPRIATION APPROPRIATION I-IJND SOURCES

ALLOCATIONS ITEMS GENERAL FUND OTHER FUNDS
64,200

HEALTH SYSTEMS AGENCY GRANTS
APPROPRIATION APPROPRIATION FUND SOURCES

ALLOCATIONS ITEMS GENERAL FUND OTHER FUNDS
150,000

COMMISSIONER'S OFFICE
APPROPRIATION APPROPRIATION FUND SOURCES

ALLOCATIONS ITEMS GENERAL FUND OTHER FUNDS
860.300 860,300 

COMMISSIONER'S OFFICE (11 POSITIONS)
APPROPRIATION APPROPRIATION FUND SOURCES

ALLOCATIONS ITEMS GENERAL FUND OTHER FUNDS
860.300
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PROVIDENCE
HOSPITAL

SISTERS OF 
PROVIDENCE

3200 PRO V ID EN C E  DR IV E  - PO U C H  6604 
A N C H O RA G E , ALASKA  99502 
PH O N E : (907) 276-4511

SERVING IN THE WEST SINCE 1856

J a n u a r y  26 ,  198,3

The Hono rab l e  Bette Cato  >\
A l a s k a  State House o f  Rep r e s en t a t i v e s  H
State Cap i t o l  
Pouch V
Juneau ,  A l a s k a  99811
Pos i t i on P a p e r  on HB 19 and a com-panion b i l l  b e i ng  submi t t ed  
to the Senate —  p e r t a i n i n g  to an "Act r e p e a l i n g  the c e r t i f i c a t e  
o f  need p r o g r a m . "
Dea r  Rep r e s en t a t i v e  Cato :

P r o v i d ence  Hosp i ta l  j o i n s  the rest  o f  the h o s p i t a l s  in th i s  
s t a l e  in r eque s t i ng  the r ep ea l  o f  the c e r t i f i c a t e  of  need l aw and ^
endo r s ing  House B i l l  19 ( F r i t z  and Hayes )  and the compan ion b i l l
about  to be submi t ted to the Senate .  The p ro cess  which thi s  l aw 
sets in p l a c e  is cumbersome and  was t e f u l  and t o t a l l y  i n a p p r o p r i a t e  
f o r  A l a s k a .

The ma j o r  impetus for  ihe law was  to c on t r o l  excess  h o sp i t a l  
beds  in many l a r g e  c i t i e s  and to h e l p  con t r o l  r i s i n g  h e a l t h  c a r e  
cos t s .  The b e l i e f  was t ha t  by c o n t r o l l i n g  the number  o f  b eds ,  c a p i -  fi
t a l  e x p en d i t u r e s  and new s e r v i c e s ,  cos i s  wou ld  be c on t a i n ed .  The s
r e s u l t s  h a v e  been much l ess  than d e s i r a b l e  th roughout  the c o u n t r y ,  
a n d ,  in A l a s k a ,  h a ve  been need l e s s ,  w a s t e f u l ,  cumbersome and 
cost l y .

The l ack  o f  success iri A la s ka  is b e l t e r  termed o v e r k i l l .
Designed for  a r e a s  o f  h e a vy  p o pu l a t i o n ,  excess  h o sp i t a l  bods  and 
compet i t i on ,  the law' does not work  and is i n a p p r o p r i a t e  f o r  ou r  
sma l l  s ta t e  f o r  s e v e r a l  r e a s on s :

The law o n l y  c o ve r s  p r i v a t e  f a c i l i t i e s ,  and does not 
c o ve r  pub l i c  h e a l t h ,  m i l i t a r y  o r  s ta t e  owned i n s t i t u t i o n s .
A l a s ka  ha s  o n l y  one c i t y  wi th more than one h o s p i t a l ,  
and t he re  a r e  o n l y  t h r ee  h o s p i t a l s  in the who le s ta t e  
( e l i g i b l e  f o r  r e v i ew)  o f  o v e r  100 beds .
The l aw is r e a c t i v e  to e x i s t i ng  dec i s i on mak i ng  p r o c ­
e s ses .  Ho sp i t a l s  in A l a s k a  a l r e a d y  h ave  l oca l  pub l i c  
r ev i ew and a p p r o v a l  des igned in t h e i r  own budge t  
r ev i ew p r o ces se s .  Many h o s p i t a l s  a r e  owned by

m i m m  k s  o f  m r  s i s t i r s  o r  p r o v id e n c e  c o r p o r a t io n  a u v s k a : p r o v id e n c e  h o s p it a l . a n c h o r a c .t W a s h in g t o n , p r o v id e n c e  m id ic a i  c e n t e r . s t A t n E - i H E
Or PAUL RETIREMENT RISIDENCT AND MOUNT ST VI NO .NT NURSING O N ' I IR .  S f A T I l l  PROVIDENCE HOSITTAt fV IRETT ST riTER  HOSPITAL, OLVMPIA ST ELIZABETH 
HOSPITAL L AT IMA -ORTGON . PROVIDE N< I  HOSPITAL. M l DEOKD PRO V ID IN C I M ED ICALCTM IR  PO R II AND PKOVIDE-NO C IU ID C EN IT R . PORTLAND ST VINCENT HOSPITAL. 
AND M ID ICA I IT N IE R . PORTLAND C A tlK JRN IA  IRC 'V lD rN C t HOSPITAL. OARLANT) • IKOV1DI N C I H lC .il SCHOOL. BURBANK-SA INT IO S IPH  MEDICAL CENTER BURBANK
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m u n i c i p a l i t i e s ,  and  a l l  h a ve  g o v e r n i n g  h o a r d s  or  
a d v i s o r y  b o a r d s  of  l o c a l  c i t i z en s .  These c i t i z ens  and 
mun i c i p a l i t i e s  s hou ld  h ave  c on t r o l  o f  the e xpan s i on  
and  b u d g e t a r y  dec i s i ons  o f  t h e i r  own i n s t i t u t i o n s .
S e v e r a l  o t h e r  l a y e r s  o f  b u r e a u c r a c y  and  r ev i ew a r e  
cumbersome ,  c o s t l y  and i n e f f i c i e n t .  F o r  ou r  Ce r t i f i c a t e  
o f  Need,  the f o l l ow ing  is an a c t u a l  r ev i ew cyc l e  show­
ing the d i f f e r e n t  b u r e a u c r a t i c  l e v e l s  we had  to go 
t h i o u g h  j u s t  to h a v e  a dec i s i on made on one p r o j e c t .

L e t te r  o f  i n t en t  to f i l e  c e r t i f i c a t e  o f  need
P r e - a p p l i c a t i o n  con fe rence (MSA, Mun ic i pa l  Hea l th
Commiss i on ,  Sta te )
P u b l i c  H ea r i ng  on Ce r t i f i c a t e  of  Need App l i ca t i on
( S t a t e )
Jo int  P r o j e c t  Review (USA and Mun i c i p a l  Hea l th
Commi ss i on )
Concu r r en t  Review (USA and Mun ic i pa l  Hea l th
Commi ss i on )
Boa r d  Review (Mun i c ip a l  Hea l th  Commiss ion)
Boa r d  Review (MSA and Sou thcen t r a l  Hea l th P l a n n i n g
& Deve lopment  Agency)
Commi s s i one r ' s  Review ( Sta te )

From the t ime of  h o l d i ng  the a p p l i c a t i o n  con fe rence io 
the u l t ima t e  dec i s i on  by  the Commiss i one r ,  the p ro ces s  
h a s  t aken  o v e r  a y e a r .
The l aw p l a c e s  a c os t l y  bu r den  on a l l  i n s t i t u t i o n s  who 
h a v e  to p r e p a r e  and submit Ce r t i f i c a t e s  of  Need. The 
documents  which need to be p r e p a r e d  a r e  mas s i v e ,  
r e q u i r e  h u nd r e d s  of  h ou r s  of p r e p a r a t i o n  and at l e as t  
35 each need to be p roduced  f o r  the r ev i ew b o a r d s  and 
o t h e r  p a r t i e s .  The 110 d a y  minimum t ime pe r i od  f o r  a 
r e v i ew  is u n r e a l i s t i c ,  and of ten t imes,  the i n s t i t u t i o n a l  
cos t  o f  d e l a y i n g  implementat ion means an e ven tua l  
i n c r e a s e  in p r i c e  of  the piece o f  equipment  o r  c o n s t r u c ­
t ion p r o j e c t  due to i n f l a t i o n .
The l aw a l s o  p as se s  on a cost to the pub l i c  in tha t  
s t a t e ,  r e g i o n a l  and l o c a l  s t a f f  a r e  needed to c o o r d i n a t e  
the p r o g r am ,  p r e p a r e  s t a f f  a n a l y s e s  and ho ld  p ub l i c  
mee t ings .  We a r c  es t ima t i ng  that  the cost  o f  s ta t e ,  
r e g i o n a l  and  l o ca l  s t a f f s  h ave  i nc re as ed  the cost o f  
h e a l t h  c a r e  b y  a t  l e a s t  $ 8 , 0 0 0 , 0 0 0  in the l a s t  s i x  y e a r s .
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The d o l l a r  l im i t  f o r  what  must be r ev i ewed is a b s u r d l y  
l ow .  I n  1982 a l o n e ,  P r o v i d ence  spent  hund r ed s  o f  man 
h o u r s  and  o t h e r  monies  p r e p a r i n g  s i x  CON a p p l i c a t i o n s  
f o r  such t h i ng s  a s  a $167 , 000 r ep l acement  i n c i n e r a t o r  
( the  o l d  one be i n g  25 y e a r s  o l d was r e q u i r e d  to be 
r e p l a c e d  by  bo th  State and  EPA c o d e s ! ) ;  a CT s c an n e r  
and  Ca th  l a b  r ep l a cement ;  and  a $250 , 000  compute r  
enhancement  f o r  an x - r a y  mach ine .  Be l i eve it o r  not ,  
the STATE d id  not  g i v e  a p p r o v a l  on the i n c i n e r a t o r  
u n t i l  the 90th and f i n a l  d a y  f o r  a dec i s i on to be made .

The A l a s k a  State Ho sp i t a l  Assoc i a t i on is unan imous  in e n d o r s ­
ing the r ep e a l  o f  the CON l aw .  We h a v e  a l s o  r ece i ved  i n d i c a t i o n s  
f rom s e v e r a l  l e g i s l a t o r s  and  the A l a i k a  Medica l  Assoc i a t i on  tha t  
r e p e a l  o f  the CON l aw wou l d  be bes t  f o r  a g rowing  s ta t e  such as  
A l a s k a .

We a r e  s u p p o r t i v e  o f  l o c a l  p l a n n i n g  f o r  A l a s k a ' s  h e a l t h  c a r e  
needs .  The p r o c es s ,  h oweve r ,  s hou ld  be p o s i t i v e  and p r o a c t i v e  —  
en c o u r a g i n g  i n s t i t u t i o n s  to r e spond  to needs in the communi ty —  
not n e ga t i v e ,  r e a c t i v e  a n d  cumbersome.

You r  s uppo r t  in r e p e a l i n g  the c e r t i f i c a t e  o f  need l aw in 
' l a  ska wou l d  be a p p r e c i a t e d .  With an e a r l y  r esponse  and  pa s s ag e  
o f  HB 19 o r  the compan ion b i l l  in the Senate ,  a t r emendous and 
c o s t l y  bu r den  w i l l  be l i f t e d  f rom A l a s k a ' s  h o s p i t a l s .

Th ank  you f o r  y o u r  c o n s i d e r a t i o n .
S i n c e r e l y ,
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P R O V IS IO N S  RELATING  TO  PU B L IC  HEALTH  145.833

[Repealed, 1979 c 323 s 16] 
[Repealed. 1979 c 323 s UjJ
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145.832 P U R P O S E ; C ITA TIO N .
Subdivision I. The legislature finds that the unnecessary construction or 

m odification of health care facilities increases the cost of care and threatens the 
financial ability of the public to obtain necessary medical services. The purposes 
of sections 145.832 to 145.845 are to prom ote com prehensive health planning; to 
assist in providing the highest quality of health care at the lowest possible cost; to 
avoid unnecessary duplication by ensuring that only those health care facilities 
and  services which are needed will be developed; and  to provide an  orderly 
m ethod of resolving questions concerning the necessity of construction o r m odifi­
cation of health care facilities.

It is the policy of sections 145.832 to 145.845 that decisions regarding the 
construction or m odification of health care facilities should be based on the 
m axim um  possible participation on the local level by consum ers of health care and 
elected officials, as well as the providers directly concerned.

Subd. 2. Sections 145.832 to 145.845 may be cited as “The M innesota 
Certificate o f N eed A ct."

History: 1979 c 323 s I
NOTE: T h il section ii repealed by I-aw> 1982, Chapter 614, Section 12 effective March 15, I9H4. See Laws 1982, Chapter 614,

S< -lion I ) .

145.833 D E FIN IT IO N S.
Subdivision 1. As used in sections 145.832 to 145.845, unless the context 

otherwise requires, the term s defined in this section have the m eaning ascribed to 
them.

Subd. 2. “ Health care facility” means any facility licensed under sections 
144.50 to 144.56, or any  nursing home licensed under sections I44A.02 to I44A.11; 
but docs not include any  facility licensed under sections 245.781 to 245.813 or 
252.28, unless the facility is a vendor of medical care under section 256B.02, 
subdivision 7, and  is certified as any type of interm ediate care facility o r skilled 
nursing facility or is operated  by the com m issioner of public welfare as a state 
hospital. "H ealth  care facility” also includes any facility in which services arc 
provided prim arily for the treatm ent of kidney diseases.

Subd. 3. "H ealth  services" means all clinically related services, diagnostic, 
treatm ent or rehabilitative, that are cost centers utilized by a health care facility 
for its accounting  purposes. The cost center shall conform  to definitions of cost 
centers recognized by generally accepted accounting principles and  shall conform  
to the cost center definitions utilized in reports of the facility, or organization to 
any o ther sta te  agency or program . The cost centers include alcohol, drug abuse 
and  m ental health services.

Subd. 4. “ Predevelopm ent activity" m eans any activity by or on behalf of a 
health care facility o r any person which occurs in preparation for the offering or 
developm ent of a new institutional „\dlh service if the predevelopm ent activity 
would require an expenditure in excess of $150,000 or if the predevclopm ent 
activity involves any arrangem ent or com m itm ent for financing the offering or 
developm ent o f a new institutional health service.

Subd. 5. "C onstruction  or m odification" means:
(a) Any erection, building, alteration, reconstruction, m odernization, im prove­

m ent, extension, lease o r  o ther acquisition, o r any purchase, lease o r o ther

f l'

1
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SOURCES OF HOSPITAL FUNDING

A k  statue: 25% c o n s t r u c t i o n  cost r e i m b u r s e m e n t  AS  2 9 . 90. 010

$ 2 5 0 , 0 0 0 or $ 2500 p e r  bed o p e r a t i n g  grant

C a p i t a l  budget p r o c e s s  t hro ugh  l e g is l a t u r e  funds m a j o r  constru cti on.

T a x  free b o n d i n g  c a p a b i l i t y  v i a  A l a s k a  M e d i c a l  F a c i l i t y  A u t h o r i t y  

p ro v i d e s  a cc e s s  to lower r ate s on bonds.

A p p r o x i m a t e l y  30 to 42% of h o s p i t a l  r eve nu es  are from state and federal 

f u n d s .

S t a t e  m e d i c a i d  has r isen from  a 2 m i l l i o n  d o l la r  p r o g r a m  in 1972 to 

70 m i l l i o n  d o l l a r  p r o g r a m  today.
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H O U S E  HESS 

C O M M I T T E E  M E E T I N G  

A G E N D A

DATE: February 25, 198.3

TIME: 1 :00 Pm ____________

I. Cal l M e e t i n g  to O r d e r

A. No te  C o m m it te e  M e m b e r s  Pres ent

B. W e l c o m e  T h o s e  O b s e r v i n g

C. Re m i n d  those w i s h i n g  to t e sti fy to sign up, and those giv ing  

t e s t i m on y to speak up and s tat e their names.

II. A n n o u n c e  L e g i s l a t i o n  U n d e r  C ons ide ra ti on :

SSHB 19 An ac t r ep ea lin g the c e r t i f i c a t e  of need program.

O t h e r  n o tes  or reminders: /)  . t t u  . j /

Monday, F e b r u ar y 28, 1983

HCR 17 R e l at in g  to the sta te medal for heroism.

HJR 27/ Re la t i n g  to health car e d e l i v e r y  to n o n - N a t i v e

SJR 11am d e p e n d e n t s  by the U.S. Public He a l t h Service.

MB 117 An act  re lat in g to sexual a bu se  of a minor.

HB 127 A n  act  to in cre ase  p u n i s h m e n t  for sexual

a s s a u l t  in the first degree.

HB 128 An ac t r ais ing  p e n alt ies  for p ro mo t i n g

chil d prostitution.
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Alaska Health Coalition
529 5th Avenue, Suite 8 

Fairbanks, Alaska 99701 
(907) 456-2553

February 11, 1983
r e B

TO: Members of the Alaska Legislature

Proposed legislation (HB 19 and SB 85) would repeal Alaska Statute 
18.07.031-18.07.111, better known as the Alaska Certificate of Need 
(CON) law. These bills reflect the position of the Alaska Hospital 
Association, whose member institutions are subject to the provisions of 
the CON process. The attached paper, developed by the Alaska Health 
Coalition, was written to provide legislators and the public with a 
series of alternatives to consider during discussion of these important 
bills. The paper summarizes the provisions of the CON law, discusses 
several of the problems which have been identified with the current 
process, and reviews the eij.ectiveness of the CON program, both nation­
ally and within Alaska. In addition, a list of recommendations is 
provided for consideration in revising the current CON law.

The Alaska Health Coalition is a group of interested citizens with 
memberships from the three Alaska Health Systems Agencies and the 
Statewide Health Coordinating Council. The primary purposes of the 
Coalition are to review the need for health planning, development, and 
promotion activities and to develop goals, describe functions, and 
recommend structures to achieve optimal health for the citizens of the 
state. Therefore, we believe that the subject of public review of 
capital expenditures as currently provided for in the Certificate of 
Need law is an important issue which deserves a reasonable, objective 
discussion. We present this paper for the purpose of initiating this 
discussion.

For additional information, please contact any of the iollowing 
organizations: Northern Alaska Health Resources Association, Fairbanks
(456-2553); South Central Health Planning and Development, Anchorage 
(278-3631); or, Southeast Alaska Health Systems Agency, Ketchikan 
(225-9681).

Best regards,

J. B. Carnahan, Fairbanks; Jc seph Cladouhos, Juneau; 
d ia ries Kaltcnbach, Dr. P .I I . , Fairbanks; Steve Lcsko, .Anchorage;

John Manning, Ketchikan; L i l l i e  McGarvcy, Anchorage; Art W illm n , S itka ; Margaret Wilson, Anchorage

Giarles M. Kaltenbach, Dr. P.H. 
Chairman

CMK.'sem

Enclosure

Coalition Mc.nbers
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