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Recent developments in health care are strikingly congruent
with a Marxist paradigm. For many years small scale owner
producers (physicians) dominated medicine, and the corpo-
rate class supported the expansion of services. As health care
e.xpandcd, corporate involvement in the direct provision of
services emerged. This involvement is reflected not only in
the rise of for-profit providers, but also in the influence of
hospital administrators, utilization review organizations, in-
surance bureaucrats, and other functionaries unfamiliar with
the clinical encounter, but well versed on the bottom line.
Corporate providers' quest for increasing revenues has
brought them into conflict with corporate purchasers of
care, whose employee benefit costs have skyrocketed. This
intercorporate conflict powerfully shapes health policy and
has caused the rapid proliferation of health maintenance or-
ganizations and other forms of prospective payment. Corpo-
rate purchasers of care favor the incentives under prospec-
tive payment for providers to curtail care and its costs. For
corporate providers, prospective payment has allowed in-
creased profits even in the face of constrained revenues, be-
cause reimbursement is disconnected from resource use. Un-
fortunately, this corporate compromise serves palients and
physicians poorly. Alternative policy options that challenge
corporate interests could save money while improving care.
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Vy ver the past century medical care has evolved from
a small cottage industry, through a period of rapid
expansion as a charitable public service, to an enor-
mously profitable and increasingly private business.
Medicine has become one of the largest industries in
the United States, and economics now competes with
science and humanitarian concerns in shaping the fu-
ture of medical care. The dominance of econotnic im-
peratives and the corporate transformation of Ameri-
can medicine is strikingly congruent with Karl Marx's
century-old description of the development of a capi-
talist industry.

We present a Marxist view of current U.S. health
policy. We argue that the growth of prospective pay-

ment can be traced to an implicit compromise between
cost-conscious corporate purchasers of care and cor-
porate health care providers struggling to expand prof-
itability and assert control of medicine.

Marx emphasized that technological progress in the
18th and 19th centuries changed not only the process-
es of production, but also power relations in industry.
As the cost of the tools of manufacture (capital) rose
to exceed the means of individual producers, the own-
ers of capital gained power, because producers without
modern equipment could not compete. The domi-
nance of the owners allowed them to depress wages
and command profits, which in turn paid for the ever
larger investments needed to remain competitive— in-
vestments increasingly unthinkable for ordinary work-
ers. Thus owners of capital came to control produc-
tion (often from afar), as well as the profits that
became new capital. Through these powerful levers
they shaped much of society.

The history of health care's emergence as a capital-
ist industry reads like a modern textbook of Marxist
economics. Small scale owner producers (physicians)
initially came together in workshops (hospitals).
Technical development made access to large concen-
trations of capital (buildings and machines) indis-
pensable for medical practice and increased the power
of those who controlled health care capital. At the
same time that accumulation of capital was increasing,
control of health care institutions shifted from public
to private hands. Today the power of those who con-
trol capital is reflected in the rising influence of hospi-
tal administrators, corporate executives, insurance bu-
reaucrats, and other functionaries unfamiliar with the
clinical encounter, bul well versed on the bottom line.

The receni conversion of health care from public
service to private industry has brought those who
profit from providing health care into conflict with
industries for whom health care (namely, employee
health benefits) is a cost of production. This intercor-
porate conflict powerfully shapes health policy. It has
caused the rapid proliferation of health maintenance
organizations (HMOs) and other forms of prospective
payment that establish incentives for cost containment
but allow health institutions to remain profitable, and
has hastened the decline of physician dominance in
both health policy and clinical decision making.

Health Care and the Profitability of Industry

Marxists view medical care as an industry analogous
to other industries. Medicine is not an autonomous
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discipline guided solely by scientific discoveries or
idealistic concerns; rather, health care is one sector of
economic production that responds to the economic
and political needs of the capitalist system as a whole.
Marxists hold that the drive for profit and expansion is
the main determinant ofthe development of any capi-
talist industry. However, some industries that would
not be viable in a purely market-driven economy are
necessary for the profitability of other industries, or
the stability ofthe system as a whole. In such cases the
government, which Marx referred to as "a committee
for managing the common affairs ofthe whole [corpo-
rate class]" (1), may step in to assure that needed
functions are carried out. The provision of roads, wa-
ter and sewage systems, public education, and other
public services are examples. Similarly, the impetus
for government programs to improve medical care for
the poor is not primarily humanitarian, but mainly a
response to fears of popular unrest, an effort to in-
crease the productivity of current and future workers,
and a means of channeling money to the profitable
drug, medical supply, and hospital construction indus-
tries. Thus, an analysis of health care must encompass
its impact on the profitability of other industries as
well as the growth of production for profit within
medicine.

Health care facilitates profit-making in three ways.
First, many illnesses that sap the productivity of work-
ers can be cured or managed. To quote Charles Eliot,
a 19th century president of Harvard University: "The
objective of research in medicine is to prevent industri-
al losses due to sickness and untimely death among
men and domestic animals" (2). Second, medicine is
an important psychological tool for the maintenance
of the domestic tranquility and social stability needed
for production and profit; in Marxist terms this is the
ideological role of medicine. Since Bismarck's intro-
duction of health insurance for German workers in
1883, governments have used health care to ameliorate
the conditions of working class life, responding to pop-
ular demands and forestalling more radical ones (3).
Third, the medical care industry has itself become an
important field for investment and profit.

While the first two of these roles for health care
(often perceived as public service and charity) have a
long history, the last (pecuniary interest) has only re-
cently emerged as a driving force for health care ex-
pansion. Within the past few decades medicine has
become not only a service for the rest of industry and
society but a major profit-producing industry in its
own right. Health care, initiaily an adjunct to produc-
tion in other sectors, has itself come into the age of
capitalist production. Previously, the corporate class
was most concerned with the products of health
care—biological and ideological. The transformation
of the past few decades is making profit, rather than
health or ideology, the major objective of production
in this field. Ultimately, to paraphrase Marx's Das
Kapital, in health as in other industries, capitalist
production is indifferent to the particular product
produced. Increasingly, the sole purpose of production
is to secure profits (4).

From Public Service to Profitable Industry

At the turn ofthe century public health and sanitation
measures dramatically increased life expectancy (5).
In contrast, most curative medical therapies were use-
less or worse (5). A physician could serve as a com-
fort in time of suffering but could offer patients little
else besides sympathy and morphine. Individual (phy-
sician) producers who required few tools to ply their
trade dominated medical care. For less than a dollar a
day hospitals provided room, board, and quarantine,
but little specialized equipment or personnel (6, 7).
Some cities had established public hospitals for the
poor. Most "private" hospitals were small, charitable
enterprises aided by state and local governments. The
distinction between private and public hospitals was
blurred and relatively unimportant because the total
amount of money spent on hospitals was small ($29
million in 1903, 0.08% of the gross national product
[GNP]) (6 ,7) .

In the first half of this century there was a gradual
and accelerating growth in medical knowledge and
technology, and an increase in the capital needed to
practice medicine. By 1950 the nation's hospital bill
had climbed to $3.7 billion ( 1 % ofthe GNP) (8), and
items such as radiology departments, laboratories, and
surgical suites were considered necessities for every
hospital. With the further accumulation and increas-
ing importance of hospital capital (net fixed hospital
assets grew from $2.8 billion in 1950 to $48 billion in
1980 [9]), hospital boards and administrators who
controlled capital came to command greater power.
The need for ever-expanding investment to maintain
state-of-the-art facilities gradually eroded the former
charity and service orientation of hospital managers,
and fostered an entrepreneurial mentality even in
many nominally nonprofit institutions (10). Philan-
thropy and local government grants accounted for
more than 90% of hospital investment capital in the
1920s (9), and philanthropy remained the largest sin-
gle source of hospital capital until the mid-1960s (11).
However, by 1973 charitable donations accounted for
only 10% of construction funds, while debt financing
contributed 58% ofthe total (9). In 1983 philanthro-
py and debt financed 4% and 70%, of hospital capital,
respectively (9).

The corporate class as a whole supported the expan-
sion of health care by providing health insurance for
employees of large firms. Government encouraged
these employer-paid health benefits by exempting them
from taxes and, during World War II, by freezing wag-
es but not benefits. Employers welcomed this develop-
ment for several reasons. Health insurance was popular
with workers, improved their productivity, and gave
corporations additional leverage over workers by tying
health care to employment, while maintaining a lower
standard of care for the unemployed, retired, and dis-
abled. Whereas the labor movement in the rest of the
developed world demanded and won universal health
insurance, organized labor in the United States aban-
doned this demand and accepted health benefits negoti-
ated on a contract-by-contract basis.
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Blue Cross, founded in 1929 by hospitals, became
the model for all subsequent employee health plans.
Blue Cross paid hospitals for whatever services and
equipment the hospitals deemed necessary and specifi-
cally included payment to cover all capital costs (12).
Thus any hospital that could raise the down payment
for new acquisitions was given a blank check to cover
the mortgage, with patients footing the bill for the ac-
cumulation of hospital capital under private control.
In 1946 the federal government intervened to solve the
problem of raising down payments with the passage of
the Hill-Burton program, which gave billions of dol-
lars in grants to hospitals for capital projects (13).

These financial encouragements assured the post-
war expansion ofthe medical industry. Hospitals add-
ed over 40% of today's total inpatient capacity during
the 1950s and 1960s. The United States went from a
shortage to a surplus of hospital beds (reflected in a
sharp drop in occupancy rates) (14, 15). Expensive
new equipment and medical techniques were widely
adopted, often without proof of efficacy (16). Howev-
er, the large number of uninsured poor and retired
persons who could not afford to purchase the increas-
ingly costly services limited the further growth of the
industry.

The movements for civil rights and social justice of
the 1960s provided additional impetus to remove this
barrier to the growth of the medical industry. Re-
sponding in classic "Bismarckian" fashion to the
threat of social unrest. Congress established the Medi-
care and Medicaid programs. These programs were a
cornerstone of the expansion of the social welfare sys-
tem and constituted a reai victory for the health ofthe
poor and elderly (17). However, both programs
helped not only the poor and elderly but also the
health care industry, by dramatically increasing and
radically reorienting government spending on health
care. Spending that had previously been concentrated
in direct grants to public health programs and public
hospitals skyrocketed and was devoted to the purchase
of care in the private sector (18-20). The programs
were closely modeled after (and often administered
by) Blue Cross, and included virtually unlimited pay-
ments to hospitals for capital expenditures. While
noisily proclaiming the benefits of Medicaid and Medi-
care for the poor and elderly, government quietly
signed the blank check Tor private hospital expansion.

Public Money, Private Control

Afler the passage of Medicare and Medicaid, private
hospitals moved to capture the newly insured patients
from public hospitals (19, 21), while often refusing to
care for the millions of nonelderly poor who were not
ehgiblefor either program (10, 21-24). Because insur-
ance paid for almost any service provided, insured
patients received an increasing number of tests and
interventions, many of uncertain value (25). Public
hospitals remained the low-tech institutions of last re-
sort for the uninsured (26, 27).

The nonprofit status of most private hospitals
proved small hindrance to profit making. While non-

profit hospitals could not themselves reap profits, the
cost-plus payments provided by government and pri-
vate insurance made them ideal conduits for the prof-
its of drug companies, equipment manufacturers, con-
struction and real estate firms, banks, and insurance
companies (10, 28. 29). The situation is somewhat
analogous to the defense sector in which suppliers are
paid on a cost-plus basis and reap profits, while the
military itself is operated as a nonprofit "public serv-
ice." Health-related industries have been extraordinar-
ily profitable. For example, the profit rate of pharma-
ceutical firms has for decades ranked first or second
among the 47 U.S. industry groups (30, 31). Incen-
tives to raise the cost of hospital care and thereby ex-
pand the market for medical products led to the seem-
ingly bizarre result that during the 1970s the lowest
cost hospitals were the most likely to be driven out of
the market (32).

Since 1965 government subsidies to private hospi-
tals have become the financial backbone of the indus-
try. For example, in 1985 the Medicaid and Medicare
programs contributed 38% ($63 billion) of hospital
revenues (33). Tax exemptions for health insurance
and nonprofit hospitals indirectly contribute tens of
billions more (34-37). Finally, tax-exempt bonds have
financed much recent hospital expansion. In 1981
alone hospitals sold over $5 billion in tax-exempt
bonds, (17% of all tax-exempt bonds issued; 7% of
the total bond market) representing a loss in taxes to
the federal treasury of $1.5 billion (11). Overall, the
proportion of hospital capital funding supported by
federal subsidies (direct or indirect) increased from
less than 20% in 1968 to more than 80% in 1976 (9),
Private hospitals now receive more than 60% of reve-
nues from government sources, a government subsidy
that far exceeds the budgets of public hospitals ([18],
and Woolhandler S. Unpublished data).

By the early 1980s private health insurance and
government support had fostered the emergence of
health care as one ofthe United States' largest indus-
tries (38). Between 1950 and 1983 national health ex-
penditures increased more than 25-fold, reaching $357
billion per year, and the proportion of the GNP ac-
counted for by the health sector increased from 4.4%
to 10.8% (33). During the 1970s health care employ-
ment increased from 4.2 to 7.2 million workers (8),
accounting for one seventh of all new jobs. Hospitals
expanded so rapidly that by 1980 the average age of
hospital capital assets stood at an all time low of 7
years, compared to 15 years for the service sector as a
whole and 23 years for capital in manufacturing indus-
tries (39). Whereas between 1946 and 1950 public
hospitals accounted for 32% of new hospital capital,
between 1970 and 1974 this tigure had fallen to 16%
(40).

While private hospitals vied to purchase the latest
technology and provide the greatest number of profit-
able services, public hospitals were left as pitiful rem-
nants of their former selves, housed in aging buildings,
equipped with outdated machines, and serving mostly
uninsured patients (27, 41, 42). The average age of
public hospital capital assets exceeds 12 years, almost
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twice the average for private hospitals (27). Since
i965, 6 of New York City's 19 public hospitals have
closed, as have 29 of California's 66 county hospitals
(43). The only public hospitals that served Detroit
and Philadelphia have also closed (41, 44). Further
cuts in New York's public hospitals, including those in
medically underserved areas, are being considered.
Meanwhiie, private hospitals in bed-rich Manhattan
neighborhoods have embarked on extensive new con-
struction projects.

The Rise of Profit-Making Providers

The copious flow of funds for private health services
eventually convinced entrepreneurs that hospitals and
HMOs need not be mere nonprofit conduits for the
profits of other industries, but could themselves be op-
erated as profit-making (proprietary) entities. While
proprietary hospitals and HMOs are not eligible for
tax exemptions, they can tap capital markets (by issu-
ing stock) unavailable to nonprofit hospitals. Both
government and private insurance programs virtually
guaranteed the profitability of proprietary hospitals by
including profit as an allowable (and reimbursed)
cost. Proprietary hospitals and HMOs able to "mar-
ket" services to the well-insured were assured rapid
expansion.

Between the founding of the first for-profit hospital
company in 1960 and the reorientation of hospital
payment heralded by the passage of the Medicare
diagnosis-related group (DRG) program, the number
of corporate-owned proprietary hospitals grew to
more than 1000. By 1982, Hospital Corporation of
America, the largest proprietary chain, owned 351
hospitals with 50 200 beds, producing revenues of $3.5
billion (45). Among HMOs, U.S. HeaithCare Systems
was the first, in 1983, to convert to for-profit status, go
public, and offer stock (46). Today, 431 of the 650
HMOs are proprietary (47). Interestingly, in 1983
even the enormous profits of proprietary hospitals
(Sl-2 billion) (48) were still dwarfed by those of sup-
pliens of drugs ($5.6 billion) (31) and medical equip-
ment ($2.8 billion) (29).

The Intercorporate Conflict

In the past, the corporate class was virtually unani-
mous in its support for the expansion of health care.
However, divisions emerged as employee health bene-
fit spending became a major cost of production. By
1983 U.S. corporations were spending more than $89
billion a year for employee health benefits (49).
Health care costs were not only eating into profits, but
also compromising the international competitiveness
of U.S. industry. For example, in 1983 Chrysler Mo-
tors spent $5300 per employee for health care, while
Mitsubishi spent only $815 (50). As nonmedical cor-
porations have come to view soaring health care costs
as a major concern, they have moved to curtail the
assured profits and rapid expansion of the health sec-
tor (51-53). In the Marxist analytic framework, this
process is viewed as a result of the tendency toward

equalization of profit rates across different sectors of
industry (4).

By 1970, Fortune magazine had sounded the corpo-
rate alarm, editorializing, "The management of medi-
cal care has become too important to leave to
doctors. . . . The majority of physicians constitute an
army of pushcart vendors in an age of supermarkets"
(54). In 1981 the Business Roundtable, an organiza-
tion of the most powerful corporate executives, de-
clared the control of health care costs a top priority
and formed a health task force headed by Citibank
President Walter Wriston. As a reporter for the Bos-
ton Globe remarked, "The Business Roundtable's de-
cision to get serious about hospital cost control
marked the turning point in the debate. Until then, the
issue had been the province of insiders [who] had
more of a stake in the status quo [the continuing ex-
pansion ofthe health care industry] than in cost con-
tainment" (55). The number of business-sponsored
coalitions devoted to health care costs grew from 25 in
1982 to over 200 in 1986 (53), and coalitions now
operate in at least 43 states- Eighty percent of the
members represent business, and one third of the coa-
litions allow only corporate members (53). Many cor-
porations have restructured health insurance benefits
to force providers to lower prices and shift costs to
employees through co-payments and deductibles (56-
59). In Massachusetts in 1982, representatives of the
hospital industry, insurance firms, and the Business
Roundtable rewrote the state's hospital reimburse-
ment laws with no input from patients, physicians, or
even politicians (60). By 1984 corporations in Arizo-
na were engaged in open warfare with the hospital
industry, placing a stringent cost-control measure on
the ballot and spending millions of dollars campaign-
ing for the measure.

Government has moved to end the privileged posi-
tion enjoyed by the health care industry. In 1971 the
Nixon administration made support for HMOs (previ-
ously reviled as incipient socialized medicine) the cen-
terpiece of its health policy, pressaging a major shift in
the structure ofthe health industry (61, 62). Phase-
out of Hili-Burton grants for hospital capital projects
began in 1975 (13). In 1983 the passage of the Medi-
care DRG program and widespread corporate advoca-
cy of HMOs firmly entrenched "prospective payment"
as both government and corporate policy (53, 63).

Prospective Payment as Corporate Compromise

The growing conflict between corporate providers and
purchasers of care has given rise to prospective pay-
ment schemes that are acceptable to both groups but
exact a toll from patients and physicians. Two princi-
pal variants of prospective payment have emerged.
Capitation schemes pay the HMO (or other provider)
a fixed annual fee per enrollee to cover all care. In
contrast, per case schemes, such as DRGs, pay the
provider a fixed fee to care for a single episode of ill-
ness (for example, a hospital stay). Both HMOs and
DRGs untether payment from actual resource use and
allow health institutions to retain any surplus for ex-
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pansion, profit, or both.
Prospective payment radically reorients both the fi-

nancial imperatives and the internal power relations of
health institutions (64, 65), Previously, profitability
depended on recruiting well-insured patients and max-
imizing the services provided to them. Prospective
payment preserves the incentive to serve only the well-
insured but rewards minimization of services or their
cost. This latter feature may bring the financial inter-
ests of physicians and health institutions into conflict.
Under DRGs, reduced use of resources lowers physi-
cian income but benefits hospitals. In HMOs, physi-
cians' incomes are subtracted directly from the bottom
line. With both HMOs and DRGs, institutional profit-
ability, expansion, and even survival hinge on adminis-
trative control of physician behavior. The result has
been an enormous expansion of the administrative ap-
paratus of health care, which now consumes about
22% of all health expenditures (29, 66). The premium
on administrative control has hastened the shift of
power from physicians to those who manage and own
the massive concentrations of capital now needed to
practice medicine.

Corporate purchasers favor the incentives under
prospective payment for providers to curtail care and
its costs. In addition, because HMOs provide virtuafly
no care to the uninsured, they eliminate the cross sub-
sidy for free care incorporated itito Blue Cross and
commercial insurance rates.

For corporate providers, prospective payment al-
lows increased profits even in the face of constrained
revenues because reimbursement is disconnected from
resource use (67-70). While this incentive rewards ef-
ficiency, it also rewards less desirable behaviors. Thus,
many HMOs selectively enroll the healthy—market-
ing to employee groups with low health care utiliza-
tion rates, and on occasion even going so far as to
place enrollment offices on the upper floors of build-
ings without elevators (71-73), The HMOs may also
profit by discouraging enrollees from seeking care or
curtailing physicians' ordering of needed tests, hospi-
talizations, and so on (71, 72). Indeed, the Rand
Health Insurance Experiment found that HMOs de-
crease appropriate medical admissions as mueh as in-
appropriate ones, although they do selectively discour-
age unnecessary surgery (74).

Under DRGs, hospitals can prosper by encouraging
the admission of patients likely to require little care
(75); discharging patients prematurely (68, 76, 77);
avoiding admitting patients whose DRG payment is
likely to be less than the cost of care, for example, the
seriously ill, patients admitted on an emergency basis
or cared for by more experienced surgeons, the poor,
or patients with inadequate home supports who may
require longer lengths of stay (78-81); or "gaming"
the system by miscoding patient diagnoses into a high-
er-paying DRG (82)- Conversely, institutions unwill-
ing or unable to alter patient mix, physician behavior,
or diagnostic coding face financial ruin. Thus, under
the DRG program, average hospital profits on Medi-
care patients have soared (70), doubling in the first
year of prospective payment to $5.5 biUion (68, 69),

Meanwhile, the financial situation of many rural and
inner city hospitals has deteriorated (27, 79, 83, 84).
Indeed, the gap in profit margins between hospitals
that are doing well (the top 5%) and those that are
doing poorly (the bottom 5%) has increased by 37%
under DRGs (84).

While other health policies might be acceptable (or
even preferable) to corporate providers and purchas-
ers separately, prospective payment is uniquely accept-
able to both. Unfortunately, this policy option poorly
serves many patients and individual providers. By cur-
tailing cost-shifting, prospective payment even more
rigidly excludes the 37 million uninsured from the
medical mainstream. The HMO enrollees, particularly
if low income, may be unable to obtain needed eare
due to the "gatekeeping" essential for HMO profitabil-
ity (71, 85). In extreme cases, such as International
Medical Centers, the largest Medicare HMO, the
drive for profitability has caused fraud and outright
patient abuse (86). Even in high quaiity HMOs, pa-
tients routinely suITer disruptions of doctor-patient re-
lationships if they change jobs or retire, or if their
employer decides to change health plans. At one Bos-
ton-based HMO, 35% of members disenroll annually,
and annual disenrollment figures as high as 42% have
been reported (87). The doctor-patient relationship is
often further compromised by patients' fears that their
doctor may be rewarded for skimping on care (88,
89). A spate of anecdotal reports as well as a few
careful studies raise concern that DRGs have compro-
mised the quality of care (68, 76, 77).

As prospective payment increasingly dominates the
policy landscape, physicians find many satisfying as-
pects of their traditional role challenged—their posi-
tion transformed from independent small producer to
highly paid foreman in a medical factory. Long-term
relationships with patients are arbitrarily disrupted;
doctor-patient confidentiality is routinely violated by
financial reviewers; productivity standards constrain
human interactions; decisions on new programs and
equipment become the prerogative of a management
increasingly divorced from clinical care; and even the
right to waive fees for the needy is usurped. Physicians
arc losing their fortner control of medical production;
they are being "proletarianized" (90), a process vivid-
ly described by Marx: "The [corporate class] has
stripped of its halo every occupation hitherto honored
and looked up to with reverent awe. It has converted
the physician, the lawyer, the priest, the poet, the man
of science, into its paid wage-laborers" (1),

More than a century later, Paul Ellwood coined the
term HMO and sold the concept to President Nixon as
a policy alternative to blunt the drive for national
health insurance (62). Ellwood's prediction ofthe ef-
fects of the policy is striking both for its accuracy and
its congruence with a Marxist formulation. Health
Maintenance Organizations "could stimulate a course
of change in the health industry that would have some
of the classical aspects of the industrial revolution—
conversion to larger units of production, technological
innovation, division of labor, substitution of capital for
labor, vigorous competition, and profitability as the
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mandatory condition of survival" (91).

Prospective Payment and the Dissolution of Health
Planning

While prospective payment imposes tight regulation
on clinica] practice, it undermines broader health
planning. The increasing economic rationality of each
production unit (that is, the individual HMO or hos-
pital) fosters the irrationality of the system as a
whole—a phenomenon Marx labeled "the anarchy of
capitalist production" (4).

Rational health planning should allocate new capi-
tal based on health needs. However, prospective pay-
ment makes profitability rather than need the implicit
basis for allocating new capital. Profitable hospitals
and HMOs not only can reinvest their own profits but
can also attract additional money from outside banks
and investors. Resource allocation decisions are made
in the board rooms of profitable firms or of nonprofit
institutions with a revenue surplus. These decisions
must be bent toward the narrow institutional goal of
profitability, because future modernization, expansion,
and even survival depend on a continuing surplus.
Hospitals lacking a surplus (because of poor manage-
ment, spendthrift physicians, or uninsured or unprofit-
ably sick patients) are likely to be those most in need
of new investments. Unable to modernize, such hospi-
tals often enter a downward spira! toward closure (27,
92-94). Meanwhile, hospitals in highly competitive
markets vie to provide profitable services, causing
wasteful, and sometimes dangerous, duplication of lu-
crative "product lines" such as coronary angioplasty
and bypass surgery (95). The net result is increasing
irrationality in the distribution of health resources—a
surfeit of expensive facilities in some areas and contin-
uing shortages in areas of greatest need.

In contrast, in Canada, where corporate dominance
of health services is limited, a public insurance fund in
each province pays hospitals "prospectively" but effec-
tively prohibits them from making a profit or retaining
any surplus. Capital expenditures are not folded into
operating budgets but appropriated separately. Hospi-
tal expansion and modernization are explicit public
policy decisions (96). In the United States, capital
funds also come largely from public sources but are
implicitly appropriated for the expansion of profitable
institutions regardless of health needs. The explicit
public control of capital funds in Canada has facilitat-
ed rational resource allocation, avoiding costly over-
bedding and redundancy of high-technology services
(96).

Conclusions

In the past thirty years there has been an enormous
accumulation of capital in health care institutions, the
emergence of medical production for profit, and the
rapid rise of administrative dominance of clinical prac-
tice. The explosive growth of the health sector in the
past, encouraged by the entire corporate class and
fueled by government funds, now threatens the profits

of other capitalist industries. Prospective payment
with providers permitted to retain any surplus is an
intercorporate compromise that maintains profitabili-
ty, reinforces private control of health care capital,
and accelerates the trend toward bureaucratic and cor-
porate dominance of medical care. This is not the
only, or the best, possible direction for health policy.
The Canadian National Health Program has assured
access to care, preserved clinical freedom, and con-
tained costs by constraining corporate dominance and
rationalizing health resource (capital) allocation.

Health policy in the United States has been shaped
largely by the interests ofthe corporate class, a process
that threatens many valuable traditions in medicine.
The enormous sums spent on health care are sufficient
to provide high quality services to all, improve preven-
tion of disease, nurture research, and assure providers
adequate income. However, the imperatives of corpo-
rate profitability now foster massive irrationality and
waste: $50 billion devoured annually by the insurance
industry and armies of administrators (66, 97), and
billions more squandered on profits and advertising for
health care corporations (29, 30). Finally, allocating
new capital on the basis of profitability to private pro-
viders pursuing narrow institutional goals assures
massive duplication and maldistribution of facilities.

A reorientation of policy will require an alternative
coalition of forces capable of resisting the imperatives
of pecuniary interests. Physicians together with other
health care workers and our patients may provide
such a force.

Requests for Reprint.s: David U. Himmeistein, MD: Deparlment of
Medicine, The Cambridge Hospital. 1493 Cambridge Street, Cambridge,
MA 02139.

Current Author Addresses: Drs. Himmelstein and Woolhandler: De-
partmenl of Medicine. The Cambridge Hospital, 1493 Cambridge Street,
Cambridge. MA 02139.

References
1. Marx K, Engeis F, The manifesto of (he communist party. In: Marx

K, Engels F. Selected Works. New York: International; 1970: 35-63.
2. Eiiot CW. "The qualities of a scientific investigator": an address

delivered May 11, 1906, quoted tn Brown ER. Rockefeller Medicine
Men: Medicine and Capitalism In America. Berkeley: University of
California Press; 1979:118.

3. Roemer MI. Social insurance as leverage for changing health care
systems: international experience. Bull NY Acad Med. 1972;48:93-
107.

4. Marx K. Capital, v. 3. Chicago: Charles Kerr; 1909.
5. Powles J. On Ihe limitations of modern medicine. Sci Mcd Man.

I973;1:1-3O.
6. Stevens R. A poor sort of memory: voluntary hospitals and govern-

ment before the depression. Milbank Mem Fund Q Health Soc.
i982;60:55l-84.

7. U.S. Bureau of the Census. Historical Statistics ofthe United States.
Colonial Times to 1957. Washington: U.S. Department of Com-
merce; 1960.

a. National Center for Health Statistics. Health. United States. 1982.
Washington: Public Health Service. 1982; DHHS publication no.
(PHS) 83-1232.

9. Cohodes DR. Kinkead BM. Hospital Capital Formation in ihe
1980s. Baltimore: Johns Hopkins University Press: 1984.

10. Ehreiireich B, Ehrenreich J. The American Health Empire: Power.
ProHts. and Politics. New York: Random House; 1970:48.

11. Wilson G, Sheps CG, Oliver TR. Effects of hospital revenue bonds
on hospital planning and operations. N Engl J Med. 1982:307:1426-
30.

12. IMW SX. Blue Cross: What Went Wron^? New Haven; Yale Univer-
sity Press: 1976.

The Corporate Compromise 4 9 9



13. Feshhach D. Whal's inside the black box: a case study in allocaiive
politics in tbe Hill-Burton program. Int J Health Serv. 197^:9:313-
39.

14. Hospital Statistics. 1986 Edition. Chicago: American Hospital Asso-
cation; 1986.

I 5. Hospital occupancy rate hils a record low at 63.6%. Mod Healthc.
IQ86;16(9):11.

16. Waitzkin H. A Marxist view of the growih and development of
coronary care technology. Am J Public Health. !979;69:l260-8.

17. Davis K, Schoen C. health and ihe War on Poverty: a ten-year
appraisal. Washington: Brookings Institution: I97K.

IK. Woolhandler S, Himmelstein DU. Silber R, Harnley M, Badcr M,
Jones AA. Public money, private control: a case study of hospital
financing in Oakland and Berkeley, California. Am / Public Heahh.
l983;73:584-7,

19. Piore N. Lieberman P, LJnnanc J. Public expenditure and private
control? Healthcare dilemmas in New York City. Milbank Mem
FundQ- i977:55:79-116.

20 Goldfarh MG, Hornbrook MC, Kelly JV, Monheit AC. Health care
expenditures. In. Health, United States. I9S0. Washington: U.S. De-
partment of Health and Human Services, 1980; DHHS publication
no. (PHS) 81-1232: 101-16.

21. Roemer MT, Mera JA. "Patient dumping" and olher voluntary
agency contributions to public agency problems. Mcd Care.
1973;ll:30-9.

22. Institute of Medicine. Health Care in a Context of Civil Rights:
Repori ofa Study. Washington: National Academy Press: S98I.

23 Himmelstcin DU, Woolhandler S, Harnly M, et al. Patient trans-
fers: medical practice as social triage. Am J Pubhc Health.
!984;74:494-6.

24. Schiff RI-. Ansell DA, Schiosser JE, Idris AH, Morrison A, Whit-
man S. Transfers to u public hospital: a prospective study of 467
patients. N EnglJ Med. !q86;314:552-7.

25. Fuchs VR. Who Shall Live? Health. Economics, und Social Choice.
New York: Basic Books; 1974:74.

26. National Council on Health Planning and Development. Proceed-
ings: Meeting on Capital. Financing, and Organizational Issues Fac-
in'g Health Care Organizations in the 1980-s. July 8-9. 1982. Wash-
ington: U.S. Department of Health and Human Services; 1982.

27. Gage LS, Andrulis DP, Beers V. America's Health Safety Net: A
Report on ihe Situation of Public Hospitals in our Nation's Melro-
politan Areas. Washington: Naliontil Association of Public Hospi-
tals: I9R7.

28. Kotekhuck D, ed. Progno.sis Ncgalirc: Cri.'iit. in the Health Cart-
System. New York: Vintage; 1976.

29. Himmelstein DU. Woolhandler S. Socialized medicine: a solution to
the cost crisis in health care in the United States Ini J Health Serv.
1986:16:3.19-54.

30. Silverman M, Lee PR. Pills. Profits and Politics. Berkeley: Universi-
ty of California Press: 1974.

31. Itureau of the Census. Quarterly Financial Report for Manufactur-
ing, Mining, and Trade Corporations. Fourlh Quarter 198.!. Wash-
ington: U.S. Department of Commerce: 1984; Publication No. QFR-
83-4.

32. Sager A. Survival of the fattest: pan II. Health PAC Dull
I98I:12(8):2S-31.

33. National Center for Health Statistics. Health. United States. !98(>.
DHHS Pub. No. (PHS) 87-1232. Washington: Public Healtb Serv-
ice: 1986.

34. Wilensky GR. Government and the linancing of healtb care. Amer
Economic Rev. l')82:72:2O2-7.

.15. Enthoven AC. Consumer choice health plan. inHation and inequity
in bealth care today: alternatives for cosi control and an analysis of
proposals for national health insurance. /V Engl J Mcd.
l978;298i65O-8.

36. Klarman HE. The linancing of health care. Im Knowle.s JH, ed.
Doing Better and Feeling Worse. Health in the ihiiu-d States. New
York: Norton:l977.

37. Brandon WF. Health related tax subsidies: government handouts for
the affluent. N Engl J Med. I982;307:947-30.

.18. U.S. Bureau ofthe Cen.sus. Statistical Abstract of the United States:
1987. 107th ed. Washington: U.S. Departmenl of Commerce; 1986

.19. Cohodes DR. Review of capital needs study [Letter]. Health A0'
(Millwood). !9K2;I(4):I 11-5.

40. Hospital Statistics: 1975 Edition. Chicago: American Hospital Asso-
cialion; 1975

41. Wolfe S, Sherer HR. Public General Hospitals in Crisis. Washing-
ton: Coalition of American Public Employees; 1977.

42 Wolfe S, Ortiz G, Wessler J, et al. Report of the Ta.^k Force on
Public General Hospitals ofthe American Public Health Associa-
tion (APHA). Washington: American Public Flealth Association;
197K.

43. Blake E, Bodenheimer T. Clo.<.ing the Doors on the Poor: The Di.-<-
mantling of California's County Hospitals. San Francisco. Health
Policy Advisory Center; 1975.

44. Friedman E. Demise of Philadelphia General an instructive case:
other cities treat public hospital ills differently. JAMA.
!987;257:1574-5.

45. Hospitals: a proprietary interest. Wash Rep Med Healih. 1983:37.
46. HMOs groa and change. Wasb Rep Med Health. l985;39:Suppl.
47. HMOs: At the Crossroads. Wash Rep Med Health. 1988;42.
48. Statistical Profile ofthe Investor-Owned Hospital Industry, 198.1

Washington: Federation of American Hospitals; 1984.
49. Employee Benefit Research Institute. Employee Benefit Notes. Feb-

ruary. 1986.
50. Cronin C. Nexi Congress to grapple with U.S. health policy, com-

petitiveness abroad. Business and Health. 19B6:4:(2):55.
5[. An Appropriate Role for Corporations in Health Care Co.st Man-

agement. New York: The Business Roundlable: 1982.
52. Bradbury RC, O'Connor JT. Health Care Costs in Massachusetts.

Waltham, MA; The Massachusetts Business Roundtable; 1982.
5.1 Bergthold LA. Business and the pushcart vendors in an age of super-

markets. Int J Health Serv. l9K7;17:7-26.
54. It's time to operate. Forfune. 597O;81( l):77-8O.
55. Knox RA. Business' push to put a cap on hospital costs. Boston

Globe. 24 August 1982; 23,
56. Hewitt Associates. Salaried Employee Benefits Provided by Major

U-S. Employers: A Comparison Study, 1979 through 1984. Lincoln-
shire, IL: Hewiti Associates; 1985.

57. Workers pay bigger cut of healih benefits: poll. Mod Healthc.

58. Kittrell .\. Employers turn to managed care, utilization review lo
control costs. Mt^ Healthc. 1986:16:96, 98-

59. Gihson L. Employers lean on employees in light against rising
healthcare costs. Mod Healthc. May 1, 1984; 14; 50, 52, 54.

60. Woolhandler S, Himmelstein DU. Terms of endowment- Prospec-
tive hospital reimbursement in Massachusells. Health PAC Bull.
1984;t5(2):l.V6.

61. Mayer TR, Mayer GG. HMOs: origins and development. N Engl J
Med. l985;312:590-4.

62. Brown LD. Politics and Health Care Organisation: HMOs as Feder-
al Policy. Washington: Brookings Institution; 1983:157-72.

63. Iglehart JK. Medicare turns to HMOs. N Engl J Mcd.
1986:312:132-6.

64- DRGs change hospital organization, management. Wash Rep Med
Health, 1983:37:22.

65 Morone JA, Dunham AB. The waning of professional dominance:
DRGs and the hospitals. Health Aff (Millwood). I984;3( l):7-l-87.

66. Himmelstein DU, Wooihandler S. Cost without benefit. Administra-
tive waste in U.S. health care, N Engl J Med. 1986;314:44l-5.

67 Feder J, Hadley J, Zuckerman S. How did Medicare's prospective
payment sysiem affect hospitals? N Engl J Med. 1987;3l7:867-73.

68. Iglehart JK. Early experience with prospective payment of hospitals.
N Engl J Med. l986;3l4:14f>0-4.

6'). Hospitals" 1984 PPS profits totaled $5.5 billion—study. Mod
Healthc. 19S6;I6(13»:2I.

70. Feder J, Hadley J, Zuckerman S. How did Medicare's prospeciive
payment system affect hospitals? N Engl J Mcd. 1987;3l7:867-73.

71. Luft HS. Health maintenance organizations and the rationing of
medical eare. Milbank Mem Fund Q Heahh Soc. 1982;60:268-306.

72. Carnoy J, Coffee L, Koo L. Corporate medicme: the Kaiser health
pian. In: Kotelchuck D. ed. Prognosis .Negative: Crisis in the Health
Care System. New York: Vintage Books; 1976.

73. HellinKer F,I. Selection bias in bealth inaimenance organizations:
analysis of recent evidence. Health Care Financ Rev. 1987:9(2) :55-
63.

74. Siu AL. Leibowitz A. Brook RH. Goldman NS, Lurie N, Newhouse
JP. Use of the hospital in a randomized trial of prepaid care.
JAMA. l98S;259:l343-6.

75. Carter K. Majorily of hospitals consider DRG 104 (o be u money-
maker. Mod//caZ/Ac. I986;16:84.

76. Fitzgerald Jl", Pagan LF, TJerney WM, Dittus RS. Changing pai-
terns of hip fracHire care before and after implementation of the
prospective payment system. JAMA. 1987;258:2!8-21.

77- Sager MA, I^venthal EA, Easterling DV. The impact of Medicares
prospective payment system on Wisconsin nursing bomes. JAMA.
l987;257;1762-6.

78. Rhodes RS, Krasniak CL, Jones PK. Factors affecting ihe length of
hospital stay for fcmoropopliteal hypa.ss- implications of the DRGs.
N Engl JMed. !986;3I4:l53-7.

79. MiinO7. E, Soldano R. Laughlin A, Margolis IB. Wise L. Source of
admission and cosi: public hospitals face tiiiancial risk. Am J Public
Health. 1986;76:696-7.

80. Munoz E, Laughlin A. Regan DM, Teicher I, Margolis IB, Wise L.
The fuianeial effects of emergency department-generated admissions
under prospective payment systems. JAMA I985;254:1763-71.

81. Epstein AM. Stern RS, Tognetti J, et al. The association of patients'
socioeconomic characteristics with the lengih of hospital stay and
hospital charges within diagnosis-rel ated groups. N Engl J Mcd.
1988:318:1579-85.

5 0 0 Annaisof internal Medicine - 15 Sepiember 1988



82. Hsia DC, Krushat M, Fagan AD, Tebbutt JA, Kusserow RP, Accu-
racy ot" diagnostic coding for Medicare patients under the prospec-
tive-payment system. N Engl J Med. 1988;318:352-5.

83. Ashby JL Jr, Parmer CL. The impact of Medicare prospective pay-
ment on central city and suburban hospitals. Health Aff (Mill-
wood). i985;4(4):99-108.

84. Guterman S, Eggers PW, Riiey G. Greene TF, Terrell SA. The first
Ihree years of Medicare prospective payment; an overview. Health
Care Financ Rev. i988;9(3):67-77.

85. Ware JE Jr, Brook RH, Rogers WH, et al. Comparison of healih
outcomes at a heallh maintenance organization with those of fee-for-
service care. Lancet. l986;l:1017-22.

86. Fackelmann KA. Peer review of ambulatory care. Medicine and
Health. 1987;41(35).

87. Shimshak DG, DeFuria MC, DiGiorgio JJ, Getson J. An analysis
of HMO disenroUment data. GHAA J. 1987;8{ 1): 13-22.

88. Hillman AL. Financial incentives for physicians in HMOs. Is there a
conflict of interest? N Engl J Med. 1987;317:1743-8.

89 Losek JB, Walsh-Kelly CM, Altstadt JF. HMOs and pediatric
emergency care. Pediatr Emerg Care. 1987;3:79-81.

90. McKinlay JB, Arehes J. Towards the proletarianizaiion of physi-
cians. Int J Health Serv. 1985;15:16!-95,

91. EUwood PM Jr, Anderson NN, Billings JE, Carlson RJ, HoaRberR
EJ, McClure W. Health maintenance strategy. Med Care
1971:9:291-8.

92. Whiteis D, Salmon JW. The proprietarization of health care and tbe
underdevetopment of the public seulor. Int J Health Serv.
1987; 17:47-64,

93. Sager A. Why urban voluntary hospitals uluse. Health Serv Res
1983;18:451-75.

94. Hernandez SR, Kaluzny AD. Hospital closure: a review uf curieut
and proposed research. Health Serv Res. l')B3;18:419-36.

95. Robinson JC, Garnick DW, McPhee SJ. Market and reguliitory
influences on the availability of coronary angioplasiy and bypass
surgery in U.S. hospitals. N Engl J Med. 1987;317:H!i-9(),

96. Detsky AS, Stacey SR, Bombardier C. The efToxtiveness of a regula-
tory strategy in containing hospital costs. The Ontario e;(pcrieiice,
1967-8i. N Engl J Med. 1983;309:l5l-9

97. Lee SS. Health policy, a social contract: a companscm of the United
States and Canada. J Public Health Policy. 1982;3L293-3(M,

The Corporate Compromise 501






