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Introduction
For the past few years, the United States has
been engaged in a public policy debate about
how to reform the healthcare system to assure

access to care while cost containment. Under-
lying the deliberations is a concern that quality
and cost containment are a trade off that is,
that efforts to contain costs inevitably result in
lower quality of care. This concern may

explain, in part, why the effort to pass reform
legislation two years ago was not successful.
However, quality health care was neither

defined nor debated; the concepts and goals of
cost containment were neither explored nor

explained; and the relation between the two
was never discussed. Therefore, the possibility
that there is no direct relation or even an

inverse relation between quality and cost
containment was never raised. Without any

public consensus about what is meant by either
quality or cost containment, it is difficult to
evaluate their relation to each other fairly.
The relation between cost containment and

quality is an issue of universal interest. In this
paper, we present the issue in the United States
and discuss why the concepts of quality and
cost containment may be poorly understood.
We evaluate how the managed care

phenomenon affects public perceptions of the
relation between quality and cost containment.
And we propose a framework for discussions
on future reforms that are based on our under-
standing and definitions of quality, cost, and
cost containment. We think a better framework
for discussion is necessary to reach a national
consensus on reform of health care.

Background
In the United States, healthcare expenditures
are rising faster than the rest of the economy
despite various efforts to contain them. '

Consequently, the share of gross national
product (GNP) spent on health care is
growing; the share in the United States is the
highest in the world.2 Unlike many western
nations, the United States has made fairly lim-
ited use of controls on system capacity or

prices. The unique United States contribution
to cost containment is its focus on control
through financial incentives and the micro-
management of medical practice.3 The United

States recently ended a long and unsuccessful
debate about healthcare reform. That debate
was characterised by a lack of consensus on an
appropriate strategy for cost containment.

Initially support for President Clinton's plan
was high.4 Most Americans favoured a plan
that would assure universal access and contain
costs. Quality of care was not part of the
debate.5 However, public support eroded
quickly, showing significant differences of
opinion about the goals of reform and the
means to achieve them.6 Observers of the
United States reform debate have suggested
many reasons for its failure. Factors cited
include ineffective leadership, the impact of
powerful interest groups, public resistance to
various financing alternatives, and a congenital
American distrust of government.78

Yankelovich4 attributes the failure to a
discrepancy between the views of health
experts who crafted the Clinton proposal and
the views of the general public. He argues per-
suasively that the public was not then and is
not now adequately informed to participate in
a dialogue about reform or to accept any
attendant changes. We agree with him. The
American public is not well informed, but they
are not alone. A better understanding of what
is meant by cost containment and quality on
the part of consumers, providers, and policy
makers alike is a necessary antecedent to
reform. Otherwise the health reform debate
can be easily sidetracked by the diversionary
debates raised by special interest groups who
oppose change, as was the case with the
Clinton proposal.

Consumers,providers, and policy
makers need to understand the
meaning of quality and cost

containment.

Understanding cost containment
DEFINING COSTS
As politicians and pundits talk about the prob-
lem of rising costs, it has not been clear what
costs they are talking about. When they say
they want to control costs do they mean unit
costs - what most people would call prices?
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Or do they mean some aggregate measure of
cost that is a function of both price and quan-
tity - measures such as lifetime per capita
costs, corporate health benefit costs, total
national expenditures, or share of GNP?
And whose costs do they mean? Are costs
to consumers, employers, government, or
taxpayers?

Are costs those of consumers,
employers, government, or

taxpayers?

Part of the problem in the United States is
that words like costs, prices, charges, and
expenditures are used interchangeably when,
in fact, their intended meanings are quite
different. Costs represent the resources used to
produce goods or services. Costs are not the
same thing as charges. It may cost a hospital
$1000 to produce a day of care in a routine
medical or surgical inpatient unit, but the hos-
pital may charge $1500. It is charges that typi-
cally get the bad press, for example the $10
charge for one aspirin. When consumers say
healthcare costs are too high, they are usually
referring to charges. What the typical
consumer does not understand is that charges
for health services in the United States do not
have a consistent relation to costs. Charges are
set to recover costs, losses from underpayments
of costs, or uncompensated care, plus some
margin of profit.9

Charges are the same thing as prices.
Providers typically substitute the word charge
for price. Retailers, such as pharmacies, will
use the word price. The difference is that pric-
ing in a retail environment is more straightfor-
ward because most retail pricing is on a cost
plus margin basis.
The complicated pattern of cross subsidisa-

tion that United States hospitals use to set
charges is not characteristic of the pricing
practices of most retailers.
A healthcare provider's charges are not the

same thing as payments. In fact, most third
party payers in the United States today do not
pay charges. They may pay according to a
negotiated fee or they may pay a percentage of
charges, but they rarely pay the $10 charge for
an aspirin. Expenditures are synonymous with
payments. For example, the Federal govern-
ment's expenditures for Medicare are the pay-
ments made to providers and these do not nec-
essarily reflect the providers' costs or charges.
For this discussion, we will use the word

costs to mean the resources required to
produce goods or services. Unit costs refer to
the resources required to produce one unit of
goods or services - for example, a patient day,
an office visit. Total costs involve unit costs and
quantity. Expenditures will denote what is paid
for goods or services, whether the payer is a
consumer, an insurance company, an
employer, or government.
Being clear about the meaning of costs and

expenditures is very important to our
understanding of cost containment. Most of

the time people mean containing expenditures
when they talk about cost containment- that
is, reducing what is paid for health care. Cost
control for consumers may mean controlling
expenditures per capita, particularly those paid
out of pocket. Policy makers may focus on total
expenditures, particularly those paid for by the
public sector. Rarely does cost containment
mean reducing the actual cost of producing
health services.

Rarely does cost containment
mean reducing the actual cost of

producing health services.

Understanding what is meant by costs and
expenditures is especially important to the
concept of managed care as a strategy for con-
tainment of costs or expenditures. Are
expenditures per capita in managed care plans
less than in fee for service plans because of
controls on the costs of production, their
payments to providers, the use of services, or
some combination of the three? The answer to
this question determines whether consumers
or providers are the primary savers in health
maintenance organisations and other managed
care plans. And who are the beneficiaries of any
savings in managed care? Members, employ-
ers, investors, managed care executives, or
government?

DEFINING COST SAVINGS
Being clear about what costs and expenditures
mean affects any assessment of cost saving
technology. Some technologies may reduce
unit costs but not total expenditures. Take the
example of laparoscopic cholecystectomy. This
procedure is a less expensive alternative to
traditional surgical removal of the gall bladder.
However, researchers at United States Health-
care (a managed care company) recently docu-
mented that provider response to this new
technology was to increase the number of
cholecystectomies, so the lower unit cost was
offset by higher volume. The cost saving tech-
nology ultimately increased total expenditures
for treatment of gall bladder disease.'
However, the study did not include lost pro-

ductivity in the analysis. That is another poten-
tially relevant cost that might be considered
when cost savings are evaluated. If patients
who receive the laparoscopic procedure return
to work sooner than those who receive the
traditional surgical procedure, then the total
cost of the episode might be considered lower.
In this case, the new procedure may reduce the
employer's expenditures for personnel but not
for healthcare benefits.

TIME FRAME
The time frame for talking about costs and
expenditures is also unclear. United States
businesses are often criticised for focusing on
short term rather than long term gains. This
seems to fit the American penchant for imme-
diate forms of gratification. The same could be
said of health policy in the United States.
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Policy makers seem to be searching for the
quick solution that will reduce expenditures in
the short term rather than investing in services
that might reduce expenditures in the long run.
The time frame is important because some

strategies to contain expenditures may take
time to pay off. Sometimes increasing use now
can increase savings later. Preventive care is a
good example. A substantial portion of the
burden of illness is preventable. So investments
in at least some preventive services should
reduce aggregate health expenditures in the
long term by reducing the need for medical
care.1' However, some United States insurance
companies have been reluctant to finance a
broad range of preventive services. The savings
may occur in the long term but subscribers do
not have a long term commitment to remain
enrolled with a particular plan. Thus, the
savings may not accrue to the plan that made
the investment, an interesting consequence of a
multipayer system.

POLICY MAKERS DEFINITIONS
What do policy makers mean by cost contain-
ment? Does containment mean reducing
expenditures for health care or simply slowing
the rate of growth? Does it mean all
expenditures or only public expenditures? Few
health policy experts would argue that national
health expenditures can be reduced, at least in
the short term; most focus on the rate of
growth.
During the 1992 presidential election, both

Clinton and Bush proposed keeping the
increase in expenditures to the inflation rate in
the rest of the economy plus population
growth. This implied that unit costs would
grow no faster than general inflation and use
would grow no more than the population.
About half the increase in national health
expenditures from one year to the next can be
attributed to general inflation and population
growth; the rest can be attributed to growth in
use per capita.'2 So Clinton and Bush were
proposing to contain the number and types of
services used per person per year.
Even after controlling for population

growth, use rose in the United States due to
several factors: advances in medical practice
and technology, expansion of insurance cover-
age, aging of the population, changes in disease
patterns, and a growing list of social problems
that arrive on the healthcare system's door-
step.'3 Is it realistic to rein in all of these
factors, including the greying of America?! Of
course not. Some of these factors are beyond
the healthcare system's control; others cannot
be put right through health policy alone.
Correcting other factors might require
sacrifices the public are not willing to make,
which brings us to the issue of quality.

Understanding quality
DEFINING THE BEST
In the United States the concept of quality is
affected, first and foremost, by the belief that
the United States has the best healthcare
system in the world. In the early 1990s, public
opinion polls showed that most Americans

thought that their healthcare system needed a
major overhaul, and yet most also reported
high levels of satisfaction with their care.'
Despite the perceived need for change, most
Americans think that their system is the best.'4
But what does best mean? The United States

trails behind many other developed countries
in most measures of health.'5 Is this the best? It
trails most other developed countries in access
to health insurance coverage.' Is this the best?
In what ways does the American system excel?
It does have a higher proportion of physicians
who are specialists than any other country and
wider availability of complex and very
expensive technology.3 Is this the best?
Access to highly specialised services and the

technology that goes with them is probably
what most Americans mean by the best. This
may also be what many fear might be lost
under reform (thanks in part to misrepresenta-
tion of the healthcare systems in other
countries by many practitioners, politicians,
and the media). Americans have a fascination
with technology and an unrealistic faith in its
contribution to health. That belief is reinforced
by frequent reports of medical breakthroughs
and miracle cures.
What is meant by the best is important. If it

means technological superiority, that implies
Americans think of quality in terms of outputs
of the system rather than outcomes of care. An
output would be, for example, a radiology pro-
cedure; an outcome would be an improvement
in ambulation. A focus on outputs means
Americans focus on health care, not health.

Advances in medicine foster an
expectation that the system can

solve almost any problem.

Faith in the medical care system's outputs
also makes it easier for consumers to avoid any
personal responsibility for their health.
Advances in medicine foster an expectation
that the system can solve almost any problem.
Many people do not acknowledge that major
improvements in health require changes in
personal behaviour. If quality is defined in
terms of outputs or services, then only the
healthcare system can provide quality. If
quality is defined in terms of outcomes, then
consumers, providers, and policy makers share
responsibility for quality.
For many Americans, access is a proxy for

quality. They focus on availability of services
and the requisite equipment. Services are
available, by United States standards, if they
are geographically nearby, require little or no
wait to use, and can be directly accessed by the
consumer. Any proposal to restrict availability
by controlling supply or use is viewed as a pro-
posal to lower quality.

CLINICAL DECISION MAKING
To understand quality, one must understand
the nature of clinical decision making and the
basis for most medical practice. Most
Americans do not appreciate the inherent
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uncertainty of many clinical decisions.'7 Few
people understand how little is known about
the efficacy of many routine clinical processes
or how much of medical practice is justified by
the experience of physicians rather than objec-
tive evidence.

Few people understand how little
is known about the efficacy of
many routine clinical processes.

"Reliance on personal experiences as the
basis of existing medical practices has been
increasingly questioned. Evidence has been
slowly accumulating that suggests that even
well-accepted and very common technolo-
gies, such as routine chest x-rays, can be
ineffective, that a substantial number of
medical and surgical procedures are
performed for inappropriate reasons, that
different regions supply very different
amounts of medical care with very different
costs, despite apparently similar levels of
underlying need."'8

Because consumers do not understand the
nature of clinical decisions, they often have
unrealistic expectations of medicine and a low
tolerance for error.

This implies that the general public do not
view quality as an issue of effectiveness or
appropriateness. When the public talk about
waste in the system, for example, they usually
mean that the United States system suffers
from many instances of fraud or inefficiency.
They do not think that waste means
inappropriate or ineffective care, and they typi-
cally do not think of quality in those terms
either. This makes it difficult for the public to
accept that reducing inappropriate care- that
is, doing- less could result in better quality.
The public's perception of quality typically

does not include dimensions of quality of life.
American society is reluctant to limit any treat-
ments that sustain life regardless of its quality.
In the United States, for example, expenditures
for care in the last year of life are very high and
often are the result of overly aggressive and
futile treatment." If Americans find it hard to
eschew heroic measures in these circum-
stances, then they are surely a long way from
accepting that doing less might mean a better
quality of life.

Understanding the relation between cost
containment and quality
Ifboth quality and cost containment are poorly
understood, then it is difficult to evaluate the
relation between them. Many Americans
subscribe to a general maxim - you get what
you pay for. The implication, of course, is that
quality and costs are directly related. Higher
costs or expenditures imply better quality.
Thus, cost containment inevitably jeopardises
quality. There are many good examples of cir-
cumstances in which spending more money
does not result in better quality. The most
obvious healthcare example is the low health

status of Americans despite having the most
expensive healthcare system in the world.'5
There are many examples outside health care
as well.

Practitioners of total quality management
argue that quality and cost are not always
directly related. Application of the principles of
total quality management to American
business has provided many examples.'9 The
basic tenets of total quality management are
that poor quality is expensive and improve-
ments in quality can reduce costs.20 In this
case, cost does mean the cost of production.
This view of quality and its focus on process
are very appropriate for the healthcare industry
as well.

Poor quality is expensive and
improvements in quality can

reduce costs.

In fact, the principles of total quality
management and continuous quality improve-
ment have been enthusiastically embraced by
some segments of the healthcare industry,
although the public may not be aware of it.
Applications of total quality management and
continuous quality improvement to health care
also have produced encouraging results that
show an inverse relation between quality and
cost in some instances. It is not clear whether
the healthcare industry as a whole or the
general public would accept this alternative
view of the relation between quality and cost.

RESEARCH ON OUTCOMES
Several clinicians in the United States have
argued that a new paradigm is needed for clini-
cal practice based on a better understanding of
the relation between process and outcomes.2'-23
Wennberg2' has been one of the most ardent
champions for better evidence of effective
medical practices. His work has helped
establish the legitimacy of research on
outcomes which has also shown an inverse
relation between quality and cost under some
conditions. Fleming et a125 showed that
watchful waiting, the low cost strategy for
benign prostatic hypertrophy, often produced
better results than more expensive, invasive
alternatives. A study of giving antibiotics to
surgical patients at Intermountain Health Care
in Salt Lake City resulted in a new protocol
that significantly reduced postoperative deep
wound infections, thus saving money and
improving quality.26 Researchers in Canada
and New York found that regionalisation of
cardiac surgery services resulted in better out-
comes and lower costs.27 Results from a study
of nursing homes in Pennsylvania support the
argument that cost efficiency can be improved
without sacrificing quality.28 These are just a
few examples of work in the healthcare
industry that challenge the belief that you get
what you pay for.

Berwick29 has suggested several "worthy
aims" for reform that could improve the quality
of care and reduce costs and expenditures.
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These include reducing inappropriate services,
simplifying formularies, expanding the use of
information technology, and eliminating
underused inpatient services. Schoenbaum'has
argued that trends are already emerging in the
United States system that offer promise of bet-
ter quality at a lower cost. These include the
integration of systems of care, the development
of research on outcomes and clinical
guidelines, and the refinement of data on com-
parative performance.

MANAGED CARE EXPERIENCE
The managed care phenomenon in the United
States health system has had a significant
impact on the public's perception of the
relation between quality and cost. The
experience of the first prepaid group practices
was that savings could be achieved without
sacrificing quality. These organizations served
as the prototypes for health maintenance
organizations. An extensive body of research
showed that per capita expenditures were 10%
to 40% lower in the first health maintenance
organizations than in fee for service practice,
even when controlling for selection bias in
choice of plans.30 Comparisons between health
maintenance organizations and fee for service
plans in terms of quality often showed care to
be better in health maintenance organisations,
particularly in group or staff model plans.30

Initial savings in health maintenance organi-
sations came from identifying and reducing the
considerable slack in the American healthcare
system, primarily through shifting care from
inpatient to outpatient settings.30 However,
there is no evidence that health maintenance
organizations are better able to control expen-
ditures in the long term than fee for service
insurers. Expenditures of health maintenance
organizations per capita are lower than fee for
service, but they rise at about the same rate due
largely to the updating of technology faced by
all financing mechanisms.""33 Managed care
organizations are under the same pressure to
finance new technologies and procedures,
regardless of their effectiveness, as their rapidly
disappearing fee for service counterparts.
Today health maintenance organisations are

just one of various organisational forms called
managed care. The more recent managed care
experience has created public fear that controls
on use are starting to jeopardise quality. Man-
aged care firms have been under considerable
pressure from employers to control their
premiums. In the past two years, premiums
have been increasing at a slower rate and in
some instances premiums have actually
decreased. Some of the premium savings have
been achieved by increasing deductibles or
coinsurance for subscribers; other savings are
the result of continued pressures on payment
and rates of use. Health maintenance organisa-
tions and other managed care firms are
consolidating and using their larger share of
the market to force providers to accept lower
payments. They are also continuing their
efforts to manage- that is, reduce - use. Ell-
wood, an important managed care pioneer,
recently noted that health maintenance organi-

sations are placing too much emphasis on cut-
ting costs and not enough on quality.32
Management of use is the source of most

managed care horror stories. For example,
most managed care plans have reduced their
allowable inpatient days for mothers with nor-
mal vaginal deliveries. The 24 hour stay has
become the norm in some parts of the country.
There has been some anecdotal evidence that
mothers and babies have not been adequately
prepared for discharge and that appropriate
home care was not available. The anecdotes
were numerous enough to prompt some states
to pass legislation requiring all insurance plans
to cover at least two days postpartum.33 This
represents an interesting turn of events.
Managed care firms have been accused of
micromanaging patient care; now state legisla-
tors have started to micromanage the health
plans.
Although there is considerable concern

about managed care today, there are signs that
the best managed care companies recognise
that they cannot compete on the basis of costs
alone; they must show that they offer value, a
measure that encompasses cost and quality. In
fact, some of the largest employers in the
United States are demanding that managed
care plans measure and report their
performance with a variety of quality
indicators.32 The employers are using these
report cards to select plans to offer their
employees.
The managed care experience in the United

States seems to have added to the confusion
about the relation between quality and cost or
expenditure containment. Early experiences
suggested that lower expenditures need not
mean lower quality, but reducing slack is a
one time correction. Consequently, recent
experience is more ambiguous. Some current
managed care practices may sacrifice quality in
the interest of containment of expenditure;
others may not. It is not surprising, therefore,
that it is difficult to achieve a national consen-
sus about health reform if the meanings of
quality, costs, and cost containment, and the
impact of managed care on all three, are not
clear.

Framework for the health reform debate
The reform debates in the United States have
focused primarily on two issues - expanding
access to insurance coverage and containing
expenditures. The access issue has received
some attention, mostly at the state level. How-
ever, expenditure control of public financing
(Medicare and Medicaid) is the primary item
on the public agenda. Quality issues have been
and still are secondary, if not totally ignored, in
the public policy debates.
We argue that the healthcare debate, as

framed, starts with the wrong issues, asks the
wrong questions, and uses inadequately
defined terms, often interchangeably. We
further argue that the United States will not be
able to contain expenditures, either public or
private, until quality and the true cost of
providing quality are more clearly understood
and defined. Only then can the United States
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achieve a consensus about the level of expendi-
tures the nation can afford or wants to spend to
provide quality healthcare. Therefore, we

propose the following framework to guide pub-
lic discussion about reform in the future.

QUALITY
Quality should be the lead issue in the health
reform debate, not an afterthought. Quality
should be defined in terms of outcomes of care

and the healthcare system's goal should be to

finance improvements in the health of its
citizens. Access to care is an important public
policy issue. However, we do not think that
access to or availability of the outputs of care

are adequate measures of quality. A focus on

outcomes will also require a long term
perspective in planning for health system
reform. Some outcomes cannot be measured
in the short term. We think that a long term
perspective will inevitably give higher priority
to preventive services of proved effectiveness.

Quality should be the lead issue
in the health reform debate, not

an afterthought.

Of course, there is much yet to learn about
how to produce quality, how to produce a

healthy population. There is a need to know
more about the effectiveness ofvarious medical
practices, including some preventive services,
so that appropriate care from providers can be
defined. There is a need to know more about
how to help people change their health behav-
iours, so that the consumer's role in producing
quality can be defined.
Managed care organisations in the United

States are in a particularly good position to do
some of this work. Unlike direct care providers,
they have the potential to collect data on the
whole continuum of care for the populations
they insure; some of the best plans have started
to do just that. A good managed care plan
should, by definition, be one that commits
resources to outcomes research and to educat-
ing the public about its findings. The work that
is already in progress throughout the United
States on medical effectiveness, outcomes
research, and lifestyle change deserves the
same public support and media coverage as the
latest biomedical breakthroughs.

COST
The relation between quality and cost is a criti-
cal issue to understand. If there is agreement
on what constitutes quality, the focus of public
attention can be on the cost of quality. What
should it cost to produce the desired
outcomes? As we have already stated, many

good examples show that quality and cost are

not always a trade off that is, lower costs do
not inevitably lower quality of care. Yet there
are circumstances in which controls on

expenditure may sacrifice quality. The public's
concerns are not completely unjustified.
However, the public is not alone in its confu-

sion on this issue. Certainly many hospitals
and physicians have bought into and reinforced

our American fascination with technology and
have advocated widespread diffusion of
technology without asking questions about the
impact on outcomes. And despite its
enthusiasm for total quality management and
continuous quality improvement, the health-
care industry is often resistant to rethinking the
way it does business. The love of invention in
terms of equipment and procedures contrasts
with the system's resistance to changes in the
process of care that might decrease costs and
increase quality.

The healthcare industry is often
resistant to rethinking the way it

does business.

Once again, there is a lot yet to learn. There
is not enough evidence about how much
money, if any, could be saved with no diminu-
tion or even improvement in quality. There is
much work to be done in terms of continuous
quality improvement and process re-
engineering to determine the true cost of qual-
ity; a growing number of integrated delivery
systems in the United States have started to do
just that. A good integrated delivery system
should, by definition, be one that commits
resources to this kind of work and to public
education about its findings.

EXPENDITURES
We think that if policy deliberations begin by
defining quality and cost, it will be easier to set
expenditure goals. If quality is defined in terms
of outcomes, the cost to produce the desired
outcomes is measured, and the impact of
improved health is understood, then policy
makers and the public can decide their willing-
ness to pay for a given level of quality. If health
expenditures grow faster than the resources to
finance them (be those government revenues,
corporate profits, or consumer incomes), then
health care will inevitably crowd out
expenditures for other goods and services.34
The public may conclude that is acceptable if
those expenditures are, in fact, paying for
better health. Or Americans may choose to
limit health care's share of the economy in the
interest of economic growth, which can affect
health as well.

Conclusion
The outcome of the debate on the future of the
United States healthcare system will be
determined, in large part, by attaining better
understandings of quality, costs, control of
expenditure, and their relations with each
other. The keys to meeting this challenge are
clarity of definitions, solid research data, and
education of the public. Horror stories,
political positioning, and self interest will not
advance the debate. It is also critical that
participants in the debate move away from
their historical position that quality declines
when costs (expenditures) are reduced. They
should accept the challenge of redefining
desired outcomes and re-engineering and inte-
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grating delivery systems to enhance quality.
They should adopt the perspective that cost,
although an important factor in decisions
made by employers, patients, and policy
makers, does not necessarily equate with
quality.

Cost, although an important
factor in decisions made by

employers, patients, and policy
makers, does not necessarily

equate with quality.
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