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The hard eEcoNomics of health care make
a difficult backdrop for I'T vendors.

T'S A NO-BRAIMER that the In-
ternet has the potential 1o bring
EROFMOUS COs1 savings to Amer a’s
physicians, hospitals, insurers, phar-
macies, labs, and patients by clear-
ing up the immense paper morass thar
currently 1-|r|!|-.'~ them. Bur the tech com
panes :i-...r |!11.Iq!1lt‘d '.}".L‘:i- d Bt “‘1‘.‘1'-"1\'
selling the industry on the Net are being
s 3,-71'1-.1'1 by the peculiar economics of the
health care market, which is rife with
problems that won't be transformed with
a wave of an Intermet wand, Here are
SOTE of the obstac ll' s that face Mpanies

rargeting the health care industry.

At least, not
anything resembling anybody's defini-
tion of a free market, The Health Care
Financing Administration (HCFA), a

federal agency w ithin the U.S. Depart

ment of Health and Human Services,
oversees Medicare and Medicad for more
than 74 million Americans and the State
Children’s Health Insurance Program for
w millien Ll.l!.ll'lbufi‘d children. It \;N'HJ'L
more than #pbo billion .1nr~.1|:|1|'-.- on these
i"'““_i{"-l-'““' qu_kn.g- I"p |-.-r.|:._ '!".l' _"._{ll"l.-l.'l mrmaenid
is responsible for almast half of all health
care spending. And of course health care s
heavily regulated, including prices for
Medicare .i:'h.i Medic Jns.i reimiberserment

To a large de-
Kred, _:-rr|w|.|¢'1 % ;l-n]nr\ .Jr'.L; 'r-..nr-r.s:s
don't determine their own prices. The
HMOs/insurers primarily decide on
prices, and not in response to what the fi
nal consumers—patients will pay, bur

according to what 1'n'1|1|n:u'r\ will spend

Meanwhile. the majority of health care
consumers tend 1o be insensitive to prics
i

as they're not paying directly for e

e Im Oor servele r}":‘\.' reiETve.,

Im1gg7, whi
hospu als were seeing higher use of th
services and rising costs fim prescripti
drugs, the Balanced Budget Axct of we
(BBA) cut approximately sut billi
frovem plu!;-;'--..‘] Medware x}wn.ill‘._;_' for
g8 through ooz More than $so billion
of these reductions would be borne
L5, hl.\h}'lﬂ.'lli 1.1"“.' HH.“L .1|\|l cut g10 b
lion from Medicaid hospital payments. In
oo, 517 billion of the BBA's Mediwcare
ductions were restored, bt these wen
past a Fraction of the cuts Strupgling he
Flll.|l|\Ll.i| staff as their first line of defens

Satety-net .“.---,-I-lr.L'u. of cour
Llu:[_\u'.ll on public subsidies. Even mon
e IT.ﬁ-'I.'.‘lFI these '"uh*_\-l' als aren’t just

1
fal wwurces of care for the indigent ar

uninsured in their local communities
but also important providers of spe ialty
services to both seivately insured and
.‘-hd;»-rr *_,'-.:!u nts, .:ttilld.l':._: o tha
Amencan | i.np1‘:|| Association’s As

nual Survey of Hospitals for gy and

19gs. Comp ired with other urban hosy
1|.|\, sdletl v -nat !"I-l""-",:'|1'.l..'1 Tan '\-'1'|'|. n
times as likely ro }1-u-.'|.1".1' burn care, tou

1
tumes as ||r--!'\ o pros |.|1' ;--'-|1 it iInten
Y l‘\.|1-.'.-I-Iu.l.:"1~l.'-r!||.l-r'."'-l- e as |.|L-..'i'- ]
provie neonatal intensive care, They's

more likely than ol Pt 1:'l".:|| L'L‘\l‘.!.azh Lo
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offer HIV/AIDS services, crisis preven:
tion, and psychiatric emergency care.
Many of these services are high-cost
and/or unprofitable. If safety-net hospi-
tals closed in some areas, other hospitals
might be reluctant or financially unable
to broaden the scope of their care, In shor,
the whole edifice of the profitable health
care industry rests, to some extent, on the

backs of the nonprofit hospitals,

Health
care ma:iu:t: d:fﬁf from one another based
on their populations, methods of health
care delivery, penetration of managed care
entities, proliferation of self-funded plans,
and the reactions of providers to managed
care trends. Medicare paymentsto HMOs

vary from county to county. With so many

vily |

scartered and conflicting systems, econo-
mies of scale are elusive. Of course, the In-
ternet is supposed to be the perfect low-
cost means of connecting the various
industry constituents. But selling sofrware
and services to each of this country’s $.000

HE

hospitals, 40,000 nursing and assisted-
living homes, hundreds of thousands of
physician practices, and hundreds of
health plans is a slow, incremental process,
further complicated by thousands of (often
incompatible) software and paper-based
systems that [T vendors must help thewr
customers move to the Internet.

, ol odds with itsell. At press
time, an HMD trade group had just an-
nounced that insurance coverage will be
canceled for more than yoo.000 Medicare
beneficiaries in selected counties in vari-
ous states, with industry representatives
citing rising drug costs and saying that
the federal government has underpaid
and over-regulated HMOs. Owerall,
HMOs have already dropped approxi-
mately 734,000 Medicare beneficiaries in
the last two years. All the Internet ser-
vices in the world will not resolve such
conflicts, which spring from fundamen-
1al contradictions in America’s present

health care medel.

Siakeholders with unreasonoble expett

lions. Americans want patients to be
I!n!:llud and drl.lgi. [ ] be affordable. We do
not want doctors given incentives to per
form as many surgeries as they can sched
ule. At the same time, we dont wan:
government-funded medical programs 1o
affect our 1axes. One result of such con
Ricting objectives was the BBA. Medicare
costs were soaning, but Medicare beneh
ciaries were voters. So the politicians
slashed providers’ budgets, presuming
Americans would be too amnesiac 1o con
nect the dots when higher premiums
came, and Medicare beneficiaries were
struck from HMO rolls. It appears that the
politicians made the correct presumption,
given historical evidence, which brings us
to the the central problem confronting

e-health companies.

A loivg history o cure -olls that hove fail

HMOs, of course, were designed to stem
rising health care costs and impose some
sort of consistency in treatment, based on
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industry “best practices.” In the "8os, in
fact, many hospitals and other providers
lobbied for regulation to be abandoned
for some vaguely specibied notion of “the
market” as 4 cure .-I.|I.. and the Rﬁ'ﬂgllh .ul*
ministration happily complied. Various
assessments oxit of how mamgﬂ.l care's
ivtresducrion affecred health cane, but it's
redasonable to assume that HMOs' reles
determining which patients ot what
ireatment under what circumstances ine
creased the industry's adminmistrative
complexity by at least 25 percent. Market
fiwres can do many th:nl{ﬁ. 'l'lI.H‘ 'hlindiy
wishing for them to create profits in sce-
narins where there may be no opportu-
nity for profit—as with some Medicare
beneficiaries and rural clinics—1s a self-
ulr!'-r.ihnjz CACTCINE, Tﬂdi‘p‘. Blue Cross
and Rlue Shield of Massachusetrs em-
plovs as many peaple to administer cov-
erage for about 15 million New Englan-
ders than are employed in all of Canada
to sdminister single-payer coverage for
17 million Canadians, sccording 1o the
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American Hospital Associarion,

Which is not to say that market
forces can't increase efficiency in the
health care system. After all, the Cana-
dian system isn't socialized medicine
(unlike that of the United Kingdom,
where doctors and nurses are employed
by the government). In one significant
sense, Canada’s health care system more
nearly approaches a free market than the
American model: Canadian physicians
niegotiate their own fees with the govern-
ment. In the United States, HMOs and
intermediary organizations have intro-
duced themselves into the equation by
telling providers what they'll receive.

The United States has definitely not
found the right model for using market
forces in health care. Rather, this country
has consistently chosen short-term fixes
that appease various factions and heighten
the whole health care system’s inefficien-
cies. Which leads to two conclusions:

1. We can afford stopgaps for now.
But the HCFA projects that total spend-

ing for health care is projected to increase
to sa.2 trillion in 2008, while rising s »
share of gross domestic product from
13.6 percent to 16.2 percent, Thereafter, o
the Internet gives the public increasing
access to treatment information not pro
vided l!,' ﬂlyl'l.‘lll'ﬂ or INSUTers, and an
demand rises for the increasing numbes
of revolutionary treatments that wall i«
sult from the Human Genome Propect,
the health care 1'I'ﬂ|l-lil‘l.'f'l inefficiencien

and inequities will only become increas 1

ingly apparent.

2. The Internet is too potent not to be
of enormous benefit overall in health
care. Yet tech companies should be wary
of promoting themselves as cure-alls
Based on the evidence, the U.S, healih
care industry has consistently turned
companies touted as the solution o
part of the problem. ¥

Mark Williams is a freelance writer living
in Oakland, California. Write to letters(n
redherring.com.
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