
vv
Text Box
Mother Jones MJ93: The godfather of managed competition May/June 1993





















vv
Rectangle

vv
Rectangle







Public Health Then and Now

Editor's Comments: Plurality of Views

In view of the timeliness and serious-
ness of the issues under discussion, the
Editors agreed to publish the following
exchange between Howard Waitzkin
and Alain Enthoven on the history of
managed competition. The proposals for
health care reform currently under na-

tional discussion span a broad range

from "single payer" to the unfettered
free market, and we recognize that these
different proposals inspire strong feel-
ings and opinions. The American Public
Health Association has long been a

strong proponent of national health care

reform and historically has endorsed the
principles of the single-payer position.
Although the editors of the American
Journal ofPublic Health welcome spirited
argument on the issues of health care

reform, we would like to emphasize that
this journal is open to a plurality of
views, and we reject any implication that
one approach is more "American" than
another. O

Elizabeth Fee

The Strange Career of Managed
Competition: From Military Failure
to Medical Success?

W.-.
Howard Waitzkin, MD, PhD

Beyond its uniqueness and eclecticism,

I would like to say that the art of
weapon systems analysis, like the art of
medicine, should be based on scientific
method, using that term in its broadest
sense.1

-Alain C. Enthoven, 1963

Since managed competition as the
basis of a national health program

remains untested anywhere in the world,
by what yardstick should it be judged?

Current debates do not recognize
that key principles of managed competi-
tion arose historically in a completely
different, nonmedical arena: the mili-
tary. These principles briefly became
influential at the US Department of
Defense and certain other parts of the
federal government. However, this ap-
proach to policy-making eventually fell
into disfavor because of both its failure
to achieve policy goals and the wide-
spread opposition that it generated in
the military-sector, other administrative
branches of government, Congress, and
the general public.

The origins of managed competi-
tion in military policy help clarify what
can be expected from a similar manage-

rial strategy of health care reform.
Through a critical review of published
works, this article traces the history of
managed competition, compares comple-
mentary themes in the military and
medical arenas, and presents implica-
tions for future decisions about a US
national health program.

Origins ofManaged
Competition in Military
Policy Analysis

The conceptual framework of man-
aged competition originated in the mili-
tary situation that confronted the United
States during the Cold War of the late
1950s and early 1960s. Professor Alain
Enthoven, an economist and the princi-

The author is with the Department of
Medicine and School of Social Sciences,
University of California-Irvine.

Requests for reprints should be sent to
Howard Waitzkin, MD, PhD, University of
California-Irvine, North Orange County Com-
munity Clinic, 300W Romneya Dr, Anaheim,
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Public Health Then and Now

pal intellectual architect of managed
competition, was a driving force behind
systems analysis at the Pentagon be-
tween 1961 and 1969, and his conceptual
approach to health care owes much to
the analytic work that he and his
colleagues carried out during that pe-
riod. Military systems analysis and man-
aged competition in health care repre-
sent similar managerial approaches to
policy reform.

After John F. Kennedy became
president in 1961, he appointed Robert
McNamara, chief executive officer of the
Ford Motor Company, as secretary of
defense. An advocate of strong manage-
ment, McNamara selected Charles Hitch,
an economist based at the RAND
Corporation, as assistant secretary of
defense. While at RAND during the
1940s and 1950s, Hitch had spearheaded
the Economics Division, which was
funded mainly by the Air Force and
whose purpose was to apply economic
analysis to choices of weapon systems
and strategies; this work at RAND
culminated in an influential book that
spelled out how economic analysis could
guide defense policy decisions.2 Hitch
brought with him to the Pentagon
several colleagues from RAND, includ-
ing Enthoven, who helped establish the
Office of Systems Analysis and later also
rose to become assistant secretary of
defense. Enthoven presented the accom-
plishments of this office in a series of
articles appearing in military and eco-
nomics journals during the 1960s, as well
as in two books.3'4

At the Pentagon, Enthoven and his
coworkers emphasized the planning-
programming-budgeting system (PPBS)
and cost-benefit analysis.4 PPBS aimed
to develop "plain statements" of na-
tional purposes in defense programs.
Based on such formulations, each de-
fense program could be evaluated and
compared with alternative programs
aimed at achieving the same purposes.
In considering military goals, this ap-
proach tried to express costs and ben-
efits quantitatively (see photo). An inde-
pendent analytical staff, composed mostly
of civilian specialists such as economists,
prepared technical reports comparing
the alternatives that the secretary of
defense and other key officials used in
decision making. The independence of
this staff was viewed as essential to
balance the narrow interests of military
officers, defense contractors, and politi-
cians who sought to influence decisions.

As systems analysis gained promi-
nence, several policy decisions reflected
the impact of PPBS. These decisions
concerned deployment of troops in the
North Atlantic Treaty Organization;
development and proliferation of nuclear
weapons; and initiation of new bombers,
missiles, and other weapon systems.4
Because of the apparent rationality and
high-level sponsorship of this approach,
President Lyndon Johnson in 1965 man-
dated the gradual implementation of
PPBS throughout the federal govern-
ment.5

At various points in the Vietnam
War, systems analysts sought to train
military officers through hypothetical
exercises such as the evaluation of
resupply operations by ground versus
air.6 According to Enthoven, PPBS also
contributed to the war effort by evaluat-
ing troop deployment plans, developing
alternatives to "body counts" as mea-
sures of success in the war effort,
estimating aircraft attrition, and measur-
ing progress in the Vietnam "pacifica-
tion" program. But despite its attempt to
reform military policies through a strat-
egy of strong and rational management,
systems analysis generated controversy
and opposition both within and outside
government, and its influence began to
wane as US participation in the Vietnam
War increased during the late 1960s.

In a retrospective account, En-
thoven and K. Wayne Smith, a colleague
at the Pentagon, acknowledge this oppo-
sition.4(PP267-3) Administrators of other
cabinet-level departments did not consis-
tently implement President Johnson's
mandate. Professional military leaders,
defense contractors, and civilian analysts
at the Pentagon were antagonistic to-
ward PPBS. Politicians in Congress
grew impatient with quantitative analy-
ses of defense policies (see photo of
Gardiner L. Tucker).4(PP3V9 3l3) Antiwar
activists argued that cost-benefit analysis
led to inappropriate policies because it
clouded the ethical dimensions of impor-
tant decisions, especially those about
nuclear weapons and Vietnam. But
despite its claimed advantages in cost
controls, PPBS did not prevent or
modulate a rapid increase in military
expenditures, which remained unsur-
passed until the mid-1980s (Figure
1).7(P336) This rate of increase in military
expenditures during the 1960s reflected
the pressures of the Vietnam War and
concerns about nuclear conflict, and
PPBS was not in a position to control

DR. ALAiN ENTHOVE-IN
He tells the nitIatary whcasCrXgh.

Alain C. Enthoven lecturing on sys-
tems analysis in the military, 1963.
On the chalkboard, the vertical
axis is labeled "targets destroyed"
and the horizontal axis is labeled
"$." Reprinted with permission
from Time, Inc.50

overall costs in the context of these
broad political forces.

Thus, while Enthoven and his asso-
ciates continued to defend PPBS, they
acknowledged that their principles had
little impact on military policies during
the late 1960s. Accordingly, Enthoven's
retrospective view conveys disappoint-
ment and failure:

The Systems Analysis office did not
have a prominent, much less a crucial,
role in the Vietnam war.... It had no
policy role in determining the overall
totals of men to send to Vietnam, or in
figuring out what they should do when
they got there.... Ifwe make no other
point in this book, we want it to be
clear that the full value of systematic
analysis in making decisions on the
conduct of a war has yet to be
tested.4(P270)
Already in eclipse, PPBS continued

to lose prominence in policy-making,
and its impact in other spheres of
government remained minimal. As En-
thoven and Smith point out, President
Richard Nixon promised to "root out the
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Public Health Then and Now

Gardiner L. Tucker, Enthoven's suc-
cessor as head of the Office of
Systems Analysis at the US Depart-
ment of Defense, 1970. The caption
refers to congressional criticism of
systems analysis. Department of
Defense file photo that appeared In
Business Week.51

whiz kid approach at the Pentagon."4(P333)
Although the Office of Systems Analysis
survived, its activities became much
more circumscribed. Temporary de-
creases in military spending during the
mid-1970s mostly reflected the scaling
back of operations in Southeast Asia
rather than the impact of PPBS, which
by that time contributed in a very minor
way to budgeting at the Pentagon. PPBS
did not enjoy a comeback under the
administration of Jimmy Carter, and it
remained uninfluential during the peace-
time military buildup of the Reagan and
Bush administrations.

After a brief excursion into private
industry between 1969 and 1973 as vice
president and then president of Litton
Industries, a major military contractor,
Enthoven then joined the faculty of
Stanford University in 1973 as a profes-
sor of both management and health care
economics.8 There his work on health
policy incorporated the principles of
management and systems analysis that
he had previously advocated at the
Pentagon.

By 1977, only 4 years after leaving
the defense sector, Enthoven offered to
the Carter administration a proposal for
a "Consumer Choice Health Plan,"
based on regulated competition in the
private sector. This proposal built in part
on prior initiatives by Paul Ellwood for a

national health maintenance strategy
and by Scott Fleming for structured
competition within the private
sector.9(PP65-7) Although Carter rejected
the plan, Enthoven soon afterward pub-
lished the proposal in the medical
literature'0 and in a separate mono-
graph.'1 In this early work, Enthoven
presents the basic conceptual structure
of all subsequent proposals for managed
competition. As discussed later, this
proposal for health care reform contains
important concepts from the military
policy work that Enthoven had spear-
headed a few years earlier at the
Pentagon.

During the 1980s, Enthoven collabo-
rated with Ellwood, other proponents
of health maintenance organizations
(HMOs), corporate executives, and offi-
cers of private insurance companies in
refining the proposal. An emphasis on
managed competition arose during the
mid-1980s in response to concerns raised
by economists and business leaders that
the original proposal conveyed free-
market assumptions requiring modifica-
tion through closer "management" of
the program.12 The new name also
conveyed a message of managerial con-
trol that proved attractive to business
leaders.

After publication of a revised pro-
posal in 1989,13 the coalition supporting
managed competition broadened to in-
clude officials of the largest US private
insurance companies, which were diver-
sifying into managed care. These busi-
ness leaders met regularly with En-
thoven and other proponents of managed
competition at Ellwood's Wyoming home
as part of the so-called Jackson Hole
group. The managed care sector of the
private insurance industry provided ma-
jor funding for this group, as well as
financial and logistic support for Bill
Clinton's presidential campaign and con-
sultation for the Presidential Health
Care Task Force. 14"5

Most recent proposals for managed
competition-including that of the
Clinton administration-have emerged
from this intellectual tradition. These
proposals use fixed premium contribu-
tions by employers and government to
encourage enrollees to choose less expen-
sive plans; the proposals also use price
competition among health plans to help
control fees paid to doctors and hospi-
tals.'6"17 Certain proposals have sug-
gested modifications in the conceptual
structure outlined by Enthoven and his
colleagues. For instance, although man-

aged competition traditionally has en-
couraged employer-sponsored plans with
participation by private insurance compa-
nies, other proposals have separated
employment from insurance through the
creation of a single, tax-financed, glo-
bally budgeted public fund, which would
contract with private plans for a mini-
mum benefit package.1820 All managed
competition proposals, however, incorpo-
rate concepts initiated by Enthoven and
his colleagues, and all of them call for
large-scale changes in the ways medicine
is practiced and choices are made by
physicians and consumers.

Complementary Themes in
Military and Health Policy

As has been seen, the theoretical
advantages of strong management tech-
niques, as advocated by Enthoven and
his colleagues, did not lead to enduring
improvements in defense policy. This
failure derived not only from the self-
interested opposition of military officers
and members of Congress, but also from
the limitations of PPBS in addressing the
political and ethical dimensions of major
public policy decisions. Because the
theory of managed competition in health
care, which seems to be heading for its
possible first test, contains unmistakable
elements of PPBS, the limitations and
complementary themes in these two
approaches to public policy merit closer
critical scrutiny than they have received
thus far. Table 1 summarizes these
themes.

Distrust ofProfessionals
PPBS argued that professional mili-

tary officers held vested interests that led
them to advocate ever-expanding invest-
ment and program development in their
own narrow areas of expertise. For
instance, the chiefs of the army, navy,
and air force promoted new weapon
systems with little critical appraisal of
those systems' contribution to the na-
tional interest and without coordination
among the services. While expressing
formal respect for the professional com-
petence of military officers, Enthoven
and other proponents of PPBS argued
that defense policy must counterbalance
the vested interests of military brass
through technical analyses of costs and
benefits performed by civilian personnel.
Independent analysts were needed to
foster informed and cost-conscious de-
fense policy decisions.4(PP42-44)
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In managed competition, distrust of
professionals manifests itself in a very
critical assessment of physicians' vested
interests. According to Enthoven, physi-
cians function as a guild, which reduces
the ability of market forces to control
costs or encourage quality. From this
perspective, the guild structure permits
free choice of doctor by patient, free
choice of prescription by doctor, direct
negotiation between doctor and patient
regarding fees, payment based on fee-for-
service, solo practice, and professional
control over medical licensure.9f10 Man-
aged competition, on the other hand,
calls for concerted action by indepen-
dent analysts and purchasers to curb
decision-making power based on physi-
cians' professional self-interest.

Tmst ofManagers
In arguing for the role of civilian

analysts at the Department of Defense,
Enthoven and his colleagues placed
confidence in "active management at the
top." In this model, implemented at the
Pentagon, the secretary of defense re-
ceived proposals about programs and
weapon systems from military officers
through the joint chiefs of staff. But
independent analysts then subjected
these proposals to rigorous analysis of
costs and benefits in light of precise
statements of the national interest.
Memoranda prepared for the president
presented conclusions of these analyses,
thus encouraging more informed and
objective decision making.4(PP73-116)
Throughout this process, it was assumed,
civilian managers would prove less guided
by vested interests than would the
professional brass.

Likewise, the wisdom of managers
mostly based outside the medical profes-
sion has emerged as a basic tenet of
managed competition. Under this ap-
proach, the locus of decision making
moves from the medical guild to a cadre
of managers, who administer the organi-
zational "sponsors" of group health
plans. (Under recent proposals, these
sponsors are called "health insurance
purchasing cooperatives" or "health alli-
ances.") Incentives encourage physi-
cians to organize themselves into compet-
ing economic units. Managers of the
sponsors, which could include employ-
ers, labor-management health and wel-
fare trusts, the federal Medicare system,
state governments, and other large orga-
nizational entities, make prudent choices
among competing plans on behalf of
individuals and families. Guided by

$ billions
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Note. Military expenditures increased rapidly during the 1960s, including the early years of the
Vietnam War, when PPBS, which encouraged cost-conscious policy decisions, was in effect at the
US Department of Defense.

Source. The data are from StatisticalAbstract of the United States (Table 525, p 336, 1992 edition;
data not given for 1962).'

FIGURE 1-Growth in US military expenditures, in constant (1982) dollars, from
1960 to 1992.

TABLE 1-Complementary Themes In Military Planning-Programming-Budgeting
System (PPBS) and Managed Competition in Health Care

Focus of Theme

Theme PPBS Managed Competition

Distrust of professionals
Trust of managers

Choice among competing
alternatives

Scientific method

"Tools" for managers

Incrementalism with
strains

Cost analysis but not
necessarily cost
reduction

Military brass
Independent analysts

Weapon systems, military
strategies

Cost-benefit analysis in
case studies

Cost-benefit analysis,
5-year defense plan,
draft presidential
memos, development
concept papers

Military officers, corporate
contractors, members of
Congress

No budget ceiling for
military expenditures

managerial principles, the sponsors serve

as "active, intelligent, collective agents
on the demand side who structure and

Medical guild
Managers of

organizational sponsors

Organized health plans

Cost-benefit analysis in
case studies

Techniques to prevent
"market failure": pricing,
cost-benefit analysis,
annual enrollment,
quality assurance,
subsidy management

Physicians, middle-class
consumers, private
insurance companies
not equipped for
managed care

No budget ceiling for
health care expenditures

adjust the market in a continuing, but
never completely successful, effort to
overcome its tendencies to failure."9(P75)
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Public Health Then and Now

TABLE 2-Example of the Planning-Programming-Budgeting System as Applied
to Nuclear Weapons: Comparative Effectiveness of Two Hypothetical
Missile Pay Loads,' by Number of Targets Destroyed

Ten 50-Kiloton
Warheads Totaling One 1 0-Megaton

Type of Target Destroyed One-Half Megaton Warhead

Airfield 10.0 1.0
Hard missile silos 1.2-1.7b 1.0
Cities of 100 000 population 3.5 1.0
Cities of 500 000 population 0.7 1.0
Cities of 2 000 000 population 0.5 0.6

Source. Reprinted with permission from Enthoven and Smith.4(pl82,Tawe 8)
aBoth assumed to be reliably delivered.
bVariation depends on target hardness, delivery errors, and number of warheads allocated to each

silo.

This view also calls for a reduction
in decision-making discretion for indi-
viduals and families as consumers of
services. Because of technical complex-
ity, managers assume a paternalistic role
in making rational decisions on behalf of
consumers. As Enthoven writes: "This
isn't a market in which the invisible hand
will do the job. Some visible hands,
which I call sponsors, must manage the
demand side to make the market achieve
desirable results."9(P113) Managerial in-
put would shape not only the range of
health plans offered to consumers but
also the basic benefits package. Like
PPBS, managed competition places faith
in the ability of technically oriented
managers to make decisions that are
independent of any particular interest
group. Thus, as decision making moves
to high-level managers, managed compe-
tition is expected to foster administrative
authority wielded in an enlightened
effort to reconcile the interests of physi-
cians, patients, business, and govern-
ment.

Choice among Competing
Alternatives

PPBS sought to analyze the mar-
ginal costs and benefits of competing
alternatives to similar policy goals so
that high- level managers could make
informed choices. In the case of nuclear
weapons, Enthoven and his colleagues
tabulated hypothetical data on the pro-
jected number of enemy cities destroyed
by multiple warheads, each containing a
relatively small nuclear payload, as op-
posed to fewer warheads, each with a
much larger payload (Table 2). Through
these tabulations, it became apparent

that multiple warheads with smaller
payloads would prove more cost-effec-
tive since more cities with larger cumula-
tive populations could be destroyed for a
given level of investment in nuclear
weapons.4(PP16l195) In the context of Cold
War pressures, this analysis coincided
with one of the largest overall buildups
of nuclear weapons in history, and the
ethical dimensions of such policy alterna-
tives received very little attention.

By a similar logic, managed compe-
tition encourages the development of
competing health plans, among which
managerial sponsors would choose on
behalf of consumers. In making in-
formed choices, managers would con-
sider data on the relative costs and
benefits of competing alternatives. In
some instances, choice would also be
offered to consumers, but they would
have to pay more for health plans that
provide benefits beyond the basic mini-
mum package. The main locus of choice,
however, will reside with the managers
of large organizations that contract with
competing health plans. From this view-
point, the theoretical advantages of
managerial choice are seen as superior
to alternative policies such as a single-
payer system, which controls costs
through monopsony financing while per-
mitting substantial choice for individual
patients and doctors.

Scientific Method
At the Pentagon, PPBS introduced

quantitative, cost-oriented analyses into
policy deliberations. This approach con-
veyed scientific rationality, as opposed to
prior procedures that were based on
subjective opinion and the power posi-

tions of military and congressional lead-
ers. A frequently used method of analy-
sis was the case study, such as the study
of nuclear warheads and payloads cited
above, in which the costs and benefits of
alternative weapon systems or military
strategies were compared. The complex-
ity and esoteric features of such studies
tended to make them inscrutable to
military officers and congressional repre-
sentatives unschooled in economics."(P62)
For policymakers, decisions often in-
volved nonquantifiable considerations,
mostly value judgments, which propo-
nents of PPBS referred to as "impon-
derables."2 Further, PPBS required as-
sumptions that simplified complex
realities of military operations. Analysts
at the Pentagon often used theoretical or
hypothetical exercises that, despite their
sophistication, proved much less useful
than hoped in guiding concrete opera-
tional decisions, such as the deployment
and resupply of equipment in Vietnam.6

The aura of scientific method
also pervades arguments on behalf of
managed competition. Again, rather
than calling for more powerful scientific
methods, such as random controlled
trials on a regional or state level, to
evaluate managed competition as op-
posed to single-payer or other policies,
Enthoven uses case studies selectively to
justify key claims. For instance, he uses
the Kaiser system as a case study to
demonstrate the cost-saving potential of
HMOs.9(PP42-58),10(PP6"9) In this case
study, however, Enthoven downplays
prior and subsequent evidence showing
that, in contrast to Kaiser, most man-
aged care organizations, such as indepen-
dent practice associations and preferred
provider organizations, have not shown
consistent cost savings.2123 He and other
proponents of managed competition
also cite certain cost reductions noted
for prepaid group practices within the
RAND health care experiment, but they
do not emphasize that this random
controlled trial did not evaluate man-
aged competition per se.13 In his case
study of Kaiser, Enthoven also does not
address data that show similar or lower
levels of patient satisfaction in HMOs
than in fee-for-service settings.2426 Simi-
larly, he uses Canada as a case study and
alludes to the work of economist Robert
Evans,27 which showed increases in
payments to physicians under Canada's
national health program; however, while
Enthoven cites a small facet of Evans'
work to argue against a single-payer
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Public Health Then and Now

system,9(P36) he does not refer to the
larger corpus of Evans' or other investi-
gators' work that has yielded favorable
evaluations of the Canadian system.28 31

The science of managed competi-
tion therefore remains based in theories
of market forces and selective applica-
tion of case studies, rather than in
evaluation using more powerful methods
available in health services research.
Like PPBS before it, managed competi-
tion thus becomes a set of scientifically
oriented principles to be implemented
without prior scientific test.

"Tools"for Managers
New analytic "tools" became corre-

sponding elements of both PPBS and
managed competition. In PPBS, chief
among these tools were the hypothetical
case studies that considered costs and
benefits of alternative policies, especially
regarding weapon systems. Other tools
introduced by Enthoven included a
5-year defense plan, draft presidential
memoranda, and development concept
papers that presented competing policy
options for executive decision.4(PP08w)
Efficacious military policies depended
on the disciplined use of these tools by
systems analysts and their superiors in
top management.

The tools of managed competition,
again envisioned mainly by Enthoven,
are techniques that managers of organi-
zational sponsors can use to counteract
"market failure." These tools include
methods of pricing, construction of
standardized benefit packages based on
analysis of projected costs and benefits,
annual enrollment and disenrollment
procedures, quality assurance methods,
management of subsidies, and various
"pro-competitive actions" that restrict
the economic power of health care
providers.9(PP98-18) A manager's task
would be to use such tools to reduce the
impact of market failures, such as con-
tinuing access barriers, selection of
low-risk enrollees, and cost overruns.
Practical impediments to using these
managerial tools remain understated, as
was the case with similar tools at the
Pentagon.

Incrementalism with Strains

Proponents of PPBS acknowledged
that their methods implied drastic
changes in military policy-making. Incre-
mentalism, the only route ideologically
acceptable in the "free world," com-

prised the process by which advocates
believed such changes would occur.32'33
Career officers, corporations that re-
ceived military contracts, and people in
Congress who supported the traditional
way of doing business experienced the
inevitable "strains" of incremental
change. Military and congressional resis-
tance to such strains eventually contrib-
uted to the decline of PPBS as a
managerial technique in government.
Again, PPBS proved unrealistic in its
assessment of US political realities as it
underestimated the difficulties of achiev-
ing fundamental policy shifts through
slow, incremental processes.

Under managed competition, the
guild of medical professionals, patients
unaccustomed to making cost-conscious
decisions, and private insurance compa-
nies unequipped for managed care would
experience the main strains of change,
which again would occur through an
incremental process. Arguing that "incre-
mentalism is a fundamental law of
behavior in democratic governments,"
Enthoven advocates a coordinated
strategy to "break up the medical
guild."'9(PP19"124) This strategy includes
legislation that permits selective contract-
ing with preferred providers, outlaws
boycotts by physicians, prohibits price
fixing, and restrains other "concerted
refusals to deal" by medical profession-
als. To achieve the widest impact, En-
thoven suggests that incremental re-
forms start with the "educated middle
class," who are already accustomed to
cost-conscious choices. In discussing in-
crementalism, however, Enthoven again
tends to downplay opponents' ability to
undermine processes of slow, incremen-
tal change. Moreover, he and his col-
leagues also discount an alternative view
of social change: that democratic societ-
ies are capable of making fundamental
changes rapidly and successfully, as
happened when the United States imple-
mented Social Security in 1935 or when
other countries enacted single-payer
national health programs.

CostAnalysis but Not Necessarily
Cost Reduction

While it analyzed competing alterna-
tives in terms of costs and benefits, PPBS
never promised to reduce costs overall.
Aiming to achieve the "fullest value per
dollar spent,"5 its advocates viewed
PPBS as a better way to manage that was
compatible with higher, lower, or un-
changed costs. For instance, Hitch noted

that cost-benefit analysis remained neu-
tral regarding the unit cost of a particu-
lar weapon system.34 In arguing for
explicit consideration of both costs and
needs, Enthoven opposed arbitrary bud-
get ceilings that would restrain overall
increases in military expenditures.4(P203)
As previously noted, PPBS coincided
with an unprecedented rate of growth in
military spending (Figure 1).

Similarly, proponents of managed
competition are careful to note that it
will not necessarily lower health care
costs. Again opposing a cap on overall
expenditures, Enthoven favors, on theo-
retical grounds, market forces that en-
courage cost-conscious choices, with a
goal of maximizing value for money. He
and his colleagues predict short-term
increases in health care expenditures, as
the costs of new layers of administration
are added to those of expanded services
for the currently uninsured. While
longer-term savings may result from
managerial decision making, Enthoven
and his colleagues acknowledge that
such savings remain largely hypothetical
and will take years of organizational
change to achieve.9(PP19-135)

Conclusion
Managed competition has had a

strange career. Although this approach
remains untested as the organizing prin-
ciple of any other country's national
health program, its intellectual progeni-
tor enjoyed a brief heyday in military
policy. By developing and promoting
PPBS at the Pentagon, Enthoven and his
colleagues worked through many of the
economic and analytic procedures later
resurrected in the theory of managed
competition. In lieu of other yardsticks
to evaluate the claims of managed
competition, the history of PPBS pro-
vides a sense of what may lie ahead in
health care.

PPBS failed as a coherent approach
to military policy-a failure that de-
serves attention as managed competi-
tion, a similar managerial strategy of
reform, gains ascendancy in health policy.
PPBS unrealistically gauged the political
and ethical dimensions of major public
policies. Generating widespread opposi-
tion among military professionals, corpo-
rate contractors, members of Congress,
and peace activists, this managerial
strategy of reform exerted little long-
term impact on military operations and
expenditures or on other spheres of
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public administration. Similarly, profes-
sional opposition has undermined man-
aged care initiatives in several European
countries, both earlier in this century
and more recently35'36; thus, it is unlikely
that medical professionals and their
organizations in the United States, sel-
dom lacking in ingenuity in the past, will
accept without resistance the administra-
tive control that managed competition
here promises to enact. Moreover, the
touted advantages of PPBS and man-
aged competition in scientific method,
expanded choice, and cost-conscious
decisions by high-level managers have
not achieved prior successes in policy-
making at the national, regional, or state
level. Incrementalism with strains, seen
as the process of change under both
PPBS and managed competition, reflects
an ideological, or at least debatable,
view of historical processes. The analytic
tools of PPBS and managed competition
have not lowered overall costs in either
the military or medical sector, nor were
they intended to do so. Although the
origin of managed competition in failed
military policy does not guarantee fail-
ure in the medical arena, this history also
does not augur success.

Aside from this history, both sup-
porters and opponents have raised major
concerns about managed competi-
tion.3741 Demographic limitations would
restrict its impact since about 30% of the
US population live outside metropolitan
areas that could support three or more
competing managed care plans. Whether
managed competition could control costs
remains unclear; states with the most
extensive managed care programs have
shown costs to be as high as or higher
than elsewhere.42"44 Moreover, adminis-
trative costs, already more than 20% of
overall health care expenditures,45 likely
would increase still further since man-
aged care is administratively intensive
and new organizational sponsors would
introduce additional managerial layers.
Despite a laudable intent to use research
on effectiveness and outcomes to define
the uniform minimum benefits package
and to assess quality of care, such
research has produced verified data
about only a small number of medical
conditions and procedures. Although
"outcomes research" may be construed
as increasing professional accountabil-
ity, proposals for managed competition
have not clearly described who would
carry out such research or whether
access to data would remain within the
public domain and in usable form. How

488 American Journal of Public Health

practice guidelines would achieve ac-
countability within for-profit entities
that compete on the basis of price, while
not alienating providers and patients,
remains unclear.

Several practical concerns have also
arisen regarding the acceptability of
managed competition to providers and
consumers.15'36 While expanding the de-
cision-making power of large insurance
companies that already have entered the
managed care field, managed competi-
tion probably will reduce consumers'
freedom to choose practitioners, and
micromanagement of clinical decisions
likely will increase. Because the ability to
buy additional coverage beyond the
basic benefits package will depend on
income, this provision will perpetuate
unequal, multitiered coverage. Whether
managed competition will succeed in
curbing insurance companies' selection
or exclusion of patients by risk of costly
illness remains in doubt. Managed com-
petition likely will create higher out-of-
pocket payments and taxes for a substan-
tial part of the population who currently
are insured. Several polls have shown
less public support for managed compe-
tition than for other alternatives.46 Evi-
dence that managed competition would
solve the access problem while control-
ling costs remains less convincing than
evidence that exists in support of a
single-payer option.47A48 For instance, the
US Congressional Budget Office has
reported that prospects for cost contain-
ment under managed competition are
uncertain at best and that the only
countries that have successfully con-
tained costs are those using single-payer
financing.2"

The powerful coalition built up
around managed competition may suc-
ceed in enacting this policy. Although it
may address some of the concerns raised
about managed competition, the Clinton
team is unlikely to change the basic
structure of the proposal. This reluc-
tance to consider other options seriously
may stem partly from the support that
the Clinton campaign received from the
managed care sector of the private
insurance industry,'4'15 as well as from a
perception that simpler and more popu-
lar options, including a single-payer
approach, are unlikely to pass in Con-
gress.

Failure to achieve a workable na-
tional health prograim-would generate
great disappointment as well as financial
waste. Some analysts believe that failure
of managed competition is a necessary

step toward adoption of a simpler
approach such as a single-payer option.
A less sanguine view holds that the
United States may get only one chance
to establish a workable program during
this decade and that failure would lead
to retrenchment, cutbacks, and a return
to the present paradox of pervasive
access barriers coupled with high costs.

Ultimately, should market prin-
ciples of competition, derived largely
from failed attempts at managerial re-
form of military policy, be accepted as
cornerstones of national health policy?
It is unnecessary to expound on the ways
in which health care differs from military
procurement. But having emerged his-
torically from military policy analysis,
managed competition contains assump-
tions about the superiority of managerial
decision making and discretion, even as
they are applied to the micromanage-
ment of clinical processes. Such assump-
tions about managerial wisdom may lead
medicine down a path inconsistent with
the aspirations of many health workers
and patients. Rather than Enthoven's
equation of the art of weapon systems
analysis and the art of medicine, an
alternative vision might be Wendell
Berry's:

Rats and roaches live by competition
under the law of supply and demand; it
is the privilege of human beings to live
under the laws of justice and mercy. It
is impossible not to notice how little
the proponents of the ideal of competi-
tion have to say about honesty, which
is the fundamental economic virtue,
and how very little they have to say
about community, compassion, and
mutual help.49(Pl35) E
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Commentary

Alain Enthoven: An Outspoken
Champion for the Prepaid Group
Practice
Alain Enthoven describes the reforms needed in the health
care marketplace to pave the way for a 21st-century health
care system built around the strengths of prepaid group
practices.
By Jon Stewart

"This book should be required reading by every
physician in the United States .... Doctors could
learn a tremendous amount about their own
medical practice and its marvelous potential by
reading this book." -- Rep Jim Cooper (D-TN), in a
Health Affairs review of Enthoven and Tollen's new
book on prepaid group practice.

Alain C Enthoven, PhD, is the Marriner S Eccles Professor of Public
and Private Management (emeritus) in the Graduate School of
Business at Stanford University and a Senior Fellow in the Center
for Health Policy at Stanford's Institute of International Relations.
He holds degrees in economics from Stanford, Oxford, and the
Massachusetts Institute of Technology. In 1977, while serving as a
consultant to the Department of Health and Human Services in the
Carter administration, he designed and proposed the Consumer
Choice Health Plan, a plan for universal health insurance based on
managed competition in the private sector. The plan, based on the
existence of integrated delivery systems such as Kaiser Permanente
(KP) and Group Health Cooperative (GHC), provided the foundation
for what became the Clinton administration's proposed health care
reform plan in the early 1990s. Dr Enthoven continues to publish
and speak widely on the subject of the managed competition model
and the value of integrated delivery systems. Most recently, he co-
edited (with Laura Tollen of KP's Institute for Health Policy) the
book, Toward a 21st Century Health System: The Contributions and
Promise of Prepaid Group Practice.1

The following interview was conducted by Jon Stewart, The
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Permanente Journal's Editor for Public Policy.

 The Permanente Journal (TPJ): Dr Enthoven, you've been
advocating the notion of "managed competition" built around
competing organized delivery systems for many years as the best
way to promote more efficient, higher quality health care. Yet
today, in the wake of the rejection of managed care, the market
seems to be moving in almost the opposite direction--toward loose,
unmanaged networks of providers, less-than-comprehensive
coverage plans, along with soaring health care costs. What went
wrong?

 Dr Enthoven: What went wrong was that employers
panicked. In the 1990s, after the Clinton reform plan was defeated,
employers tried to impose managed care, meaning HMOs, without
giving employees a choice and without visibly showing them the
savings to be achieved. The whole thing appeared to employees to
be a loss of freedoms they previously had, and without seeing any
savings personally. Research showed that the dissatisfaction with
managed care was concentrated among those people who were
there without a choice, which is not surprising. I think they made a
terrible mistake. What employers should have done was what we
do at Stanford University, where we say to employees, we're going
to offer you five plan choices reflecting different delivery systems
and care models, and the university will pay for the low-priced plan
and give you your choice among the alternatives, but you'll have to
pay the difference in price. In that case, the consumer is
empowered and nobody is in managed care who doesn't choose to
be, because we include non-managed care options, and people reap
the personal savings from choosing the managed care plan, which
is typically the low-cost plan.

TPJ: You've noted that the health care marketplace today is not
very conducive to the growth of prepaid group practices (PGPs),
like KP. Can you describe the kind of market that would promote
PGPs and the reforms that would be needed to make that happen?

Dr Enthoven: The first thing is that the markets need to be open
to consumer choice. A big problem today is that most people in this
country work for an employer who offers only a single carrier.

TPJ: That was once a foundational principle in KP's genetic code,
was it not?

Dr Enthoven: Right. KP advocated that consumers should have a
choice because doctors didn't want patients in the plan involuntarily
because it would be hard to have a good doctor-patient relationship
with someone who was suspicious and resentful and didn't want to
be there--the same reasons people resented being forced into
managed care plans in the 1990s. I think it's very important to
remind Permanente physicians of that today, because there's been
a bit of backsliding on that principle, and the only way you can get
into some small groups is to be a single carrier. That's why I like
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models like the KP-Health Net dual-choice model in California and
the BENU dual-choice model with KP and Cigna in Oregon or with
Group Health and Cigna (GHC) in Washington State, in which an
HMO partners with a non-HMO-type plan to offer employees a
range of coverage choices under what looks to the employer like a
single organization. I think it's really important for people to have a
choice--to be there because they want to be there.

TPJ: Besides choice, what are the other characteristics of a market
that would help promote PGPs?

Dr Enthoven: The next thing would be to let the consumers keep
the savings from choosing a lower-cost plan. At Stanford University,
as I said, if an employee chooses KP rather than a preferred
provider organization (PPO), s/he saves thousands of dollars.
Besides that, there need to be comparable benefits offered by all
the competitors so that the more comprehensive plans, like PGPs,
don't attract all the sickest people with chronic conditions. It won't
work if you have one policy with a $2000 deductible, and the
competing policy offers first-dollar coverage (no deductible). Not
only will you get adverse risk selection, but you'll get opportunistic
risk selection because people will take the high-deductible policy
with the low premium until they expect to need medical care, and
then they'll switch to the no-deductible plan.

That leads to the next thing we need for a fair market, and that's
risk adjustment of premiums, based on a diagnostic assessment.
That's important because PGPs are strong in disease management,
and it's important that they not be penalized in the marketplace
because of that strength.

And then finally, there needs to be a single regulatory environment
among the competitors. The problem is that, because of ERISA,
states don't regulate employer self-funded programs, and so these
plans have a lot a freedom that PGPs, which are regulated by
states, do not have, such as freedom from state-mandated
benefits.

So I think those five things--choice, financial incentives for
exercising responsible choice, comparable benefits, risk adjustment
of premiums, and a level regulatory playing field--define a market
in which PGPs could grow and prosper.

TPJ: You mentioned as the second characteristic an arrangement
that would allow employees to reap the savings of choosing a more
efficient plan. Isn't it a fact that the structure of most employer
plans represents an actual disincentive to choosing an efficient,
lower-cost plan? In other words, aren't many employers actually
encouraging their employees to choose more expensive plans?

Dr Enthoven: That's right. People just don't understand that. But I
talk with a lot of employers who pay the whole premium for
whatever plan the employee chooses or pay 80% to 90% of the
plan of the employee's choice, and each of those represents a very
high tax on efficiency because there's little or no incentive for
employees to choose an economical health plan. And the income
tax laws don't help, because we can choose a more costly health



12/4/13 6:35 PMCommentary: Alain Enthoven: An Outspoken Champion for the Prepaid Group Practice

Page 4 of 8http://xnet.kp.org/permanentejournal/sum04/commTOC.html

plan and pay the difference with pretax dollars, which means that
everybody subsidizes the more costly plans. On the other hand,
among those few organizations that allow employees to keep the
savings from choosing lower-cost plans, such as the big public
employee groups like CalPERS (California Public Employees
Retirement System), PGPs do very well.

TPJ: Why does this practice persist? How do these big employers
justify benefit policies that give incentives for choosing the least
efficient plans?

Dr Enthoven: Intellectually and in private, most employers agree
with me, but they resist making the change because they fear that
those employees who would lose the effective subsidy they'd been
getting would make more noise than those who would reap a
benefit.

TPJ: PGPs and other organized systems have staked their claim to
what you call a level playing field and a fair market on their ability
to deliver superior value in the form of greater efficiency and
quality than the disaggregated system. But what's the evidence for
that claim?

Dr Enthoven: The evidence is shown in two chapters in our new
book, Toward a 21st Century Health System.1 As for value and
cost, I don't think anyone questions that PGPs can provide high-
quality, comprehensive care at a lower cost. In my preface, I talk
about the RAND experiment comparing GHC with its fee-for-service
(FFS) competitors, and they found that GHC provided high-quality
care that achieved outcomes comparable with FFS outcomes but
using 28% fewer resources. And they did that without any serious
competition, which might have driven even better results. And a
chapter by Steve Shortell from the University of California,
Berkeley, shows that organized delivery systems have engaged and
invested in more activities like prevention and disease management
and information systems than the disaggregated plans. And then a
chapter by Harold Luft, Adams Dudley, and Kenneth Chuang shows,
through a literature review, that PGPs come out better on health
outcomes but not as well on patient satisfaction, although they
comment that those studies have not been adjusted for the issue of
choice, in other words, whether the members were in a plan by
choice or not, which affects satisfaction. But the main point they
make is that most existing studies look at HMOs in general
(including network models) versus FFS and don't isolate PGPs from
other forms of HMOs; so, the PGPs get lumped in with forms that
are based on FFS doctors who have FFS practice patterns. Other
chapters show that PGPs have more effective management of the
pharmacy benefit and more effective utilization of the medical
workforce.

TPJ: We see the market today moving in the direction of these so-
called consumer-directed health plans with high deductibles and
higher copays and less comprehensive benefits. And, of course, KP
is now offering these kinds of plans itself to remain competitive. But
under these plans, can the core advantages of PGPs survive in an
increasingly FFS environment?
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Dr Enthoven: Yes, I think so, because their advantages are
fundamental. They offer care that is much better organized and
managed and has greater value for money. I'm sure many people
in KP regret to see the arrival of the $1500 deductibles in KP, and I
hope and trust that KP will do that in a way that the preventive and
disease management services are not lost but are covered before
the deductible kicks in. I don't think that the high-deductible
approach is going to be effective in controlling costs in the long run,
because so much of the costs are incurred by people who have very
high costs that go way above the deductible. So, the incentive
effect for consumers in having to manage that first $1500 in costs--
that is, having to think twice before you go to the doctor--is all
going to be lost when people find themselves in the hospital, which
is where most of the costs are. On the other hand, the high-
deductible plan is going to let the employer, who is facing a 15%-
per-year upward trend in health costs, convert a greater share of
that cost to the employee. So, employers will get some temporary
relief, but they'll soon find that the rising cost trend will continue
unabated, and they won't have done much good, but will have
threatened the viability of preventive services. A better approach
for employers would be to address the health status of their
employees, working with their health plans, to keep the employees
healthy by persuading them to live healthy lifestyles, to get them
on the right medications if they're diabetics or asthmatics or
whatever. In the long run, there's more hope for mitigating cost
growth that way than by just making people pay for the first $1500
of costs out of pocket.

TPJ: It seems today that many employers are more interested in
distancing themselves from health care than in engaging in their
employee's wellness.

Dr Enthoven: It's very understandable for them to do that. But it's
important to realize that employers are feeling pretty desperate and
pretty burned, because they thought they were doing a good thing
when they went to managed care, but it blew up in their faces.

TPJ: What's next in health care, beyond yesterday's managed care
and the current cost-shift strategy? Do you see a chance, for
instance, that consumers will get wise to what's happening and will
eventually demand that the government step in and take action?

Dr Enthoven: I think that's fairly likely. One scenario is that the
winning candidate in November 2008 will have campaigned on the
slogan "Medicare for all, now." And the Fortune 500 companies--as
well as small business--and the unions will both strongly back that
approach. It would be an understandable reaction. I would just
regret that Medicare is still basically an FFS program except for the
relatively small share of people in Medicare Advantage. So that
could be very bad news for PGPs, because the federal government
has done a very poor job of letting PGPs compete in the way they
can in the federal employee health benefits program, for instance.
But I can already see signs in the air for that direction.

TPJ: Can you envision a model of a national health system that
would work for PGPs?
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Dr Enthoven: Two modest incremental proposals that I've been
looking at would include government requiring employers above a
certain size to offer their employees choices of delivery systems;
and whatever the employee contributes would be in the form of a
fixed dollar amount instead of a set percentage, so that the
employee who makes the economic choice gets to keep the
savings. Beyond that, we could buy access for the uninsured into
the federal employee health benefits program. That would be good,
if not perfect. Back in 1978, I proposed a model published in The
New England Journal2,3 in which everybody would be in a consumer
choice model, with the government paying their way into the low-
priced plan and then running it on managed competition lines with
risk adjustment of premiums and standard benefits. But the
challenge today is how to get there, and I think incremental steps
in which the government assumes more and more retiree care costs
and more of the high-priced care is the most feasible pathway.

TPJ: Can you see a realistic roadmap that would take us in that
direction?

Dr Enthoven: The boundaries of the roadmap are not clear, but
the principles are pretty clear: Open the markets to consumer
choice; let the consumers keep the savings of choosing the
economical plan; apply risk adjustment; provide comparable
benefits.

TPJ: Are you at all optimistic?

Dr Enthoven: I've put a lot of energy into getting employers to
change over the years, and today I'm quite pessimistic about that. I
just don't see the comprehension and the willingness to change.
Then, if you look to the government for change, I don't see much
wise public policy out of there either. All you see is government
responding to well-financed special interests. The principles of the
competition model took a beating in the new Medicare legislation.
The Bush Administration started out with the idea that the tradeoff
for government drug coverage would be a reformed, competitive
delivery system, but they backed off when they saw the possibility
of enacting the prescription drug coverage as a way of enhancing
the President's chances of reelection.

TPJ: Given your pessimism about change, do you still believe that
the organized delivery systems, like GHC and KP and others, can
have a healthy future?

Dr Enthoven: Yes, I think so. Society is not going to deal them
out. But we have a big chore ahead of us in terms of public
education, and that's why I felt that this book was such an
important thing to do.

TPJ: Thank you.
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