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THE CATASTROPHE OF UNINSURED AND UN-
DERINSURED AMERICANS: IN SEARCH OF A
U.S. HEALTH PLAN

FRIDAY, SEPTEMBER 12, 1983

House OF REPRESENTATIVES,
SeLECT COMMITTEE ON AGING,
Washington, DC.

The committee met, pursuant to notice, at 10:05 a.m., in room
2518, Rayburn House Office Building, Hon. Edward R. Roybal
(chairman of the committee) presiding.

Members present: Representatives Roybal, Bonker, Vento,
Regula, Jeffords, Bentley, and Meyers.

Staff present: Fernando Torres-Gil, staff director; Judith Lee, ex-
ecative assistant; Gary Christopherson, director of health legisla-
tion; Nancy Smith, professional staff member; Christinia Mendoza,
professional staff member; Austin Hogan, director of communica-
tions; Carolyn Griffith, staff assistant; Mary Wunderlich, cominuni-
cations assistant; Donna Carroll, intern; Eric Arderson, initern; and
Joe Fredericks, deputy minority staff director.

OPENING STATEMENT OF CHAIRMAN EDWARD R. ROYBAL:

The CHAIRMAN. The committee will come to orcer.

Most Americans would agree that the United States has among
the best health care in the world, but only for those who have fi-
nancial access to it—in other words, who have a lot of money. Then
you can be sure that your health will be protected.

Today’s hearing, however, will focus on two critical access prob-
lems. First is the large number of Americans without health insur-
ance. Studies indicate that over 31 million people are uninsured.
Without insurance protection, health providers are growing more
reluctant to grovide needed care.

The second access problem is underinsurance, inadequate cover-
age of primary acute or long-term care. Young families are more
likely to be working for employers providing only minimal cover-
age. Over 200 million Americans lack long-term care protection,
public or private, and risk financial disaster if hit by a catastrophic
illness.

I am deeply saddened by the personal tragedies I have witnessed
due to lack of access to health care. It is unacceptable that the per-
sonal catastrophe of an illness can be accompanied by a second ca-
tastrophe, a financial disaster striking young and old alike. Clearly
a broad-based problem exists, and only a broad-based solution will
provide protection which Americans so desperately need.

1)
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For that reason I have introduced H.R. 5070, the U.S. Health
Act, a comprehensive health care plan guaranteeing access to the
full specirum of necessary health care. U.S. health will dismantle
existing barriers to health care, slow the current health care cost
spiral, and improve health care quality as well. ,

Given the forces of change and the current unequal access, now
is the time to commit to protecting the uninsured and the underin-
sured. However, policymakers will not solve the problem unless
and until Americans of all ages demand that it be done. When
public policymakers believe that elections will be won or lost on
this issue, this catastrophic problem of 31 million uninsured and
200 miilion underinsured Americans will be solved.

Today the Aging Committee will examine the problems of Ameri-
ca’s uninsured and underinsured and launch its search for a U.S.
health plan to solve this tragic problem.

[The prepared statement, with attachments, of Chairman Roybal
follows:] -
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PREPARED STATEMENT OF CHAIRMAN EDWARD R. ROYBAL

Most Americans would agree that the United States has among the best - if not the
best -- health care in the world. That is, the best health care for those wio are
fortunate enough to have access to it. Tragically, many Americans do not have adequate
access to quality heulth care.

Today . hearing focuses on two critical access deficiencies. First is the large and
growing number of Americans without any health insurance coverage. Recent studies
indicate that over 31 million people are uninsured. Without the protection of insurance
coverage, hospitals and other health care providers are growing mare and more reluctant
to provide needed care.

The secand great deficiency is one of underinsurance, inadequate coverage far
primary, acute, and long term care. Young families are mare and more likely to be
working for employers who provide only minimal coverage. Over-200 million Americans
are without long term care protection — be it public or private -- and are at major risk
of financial disaster when hit by a catastrophic, chronic illness.

I am deeply saddened by the personal ‘ragedies | have witnessed due to o lack of
access to needed health care. It is unacceptabie that the personal catastrophe of an
illness can be accampanied by a second catastrophe -~ a financial disaster striking young
and old alike.

Clearly, a broad-based problem exists and only a broad-based solution will provide
the full health protection which Americans so desperately require. Fortunately, there is
no shortage of options for dealing with this tragic problem.

In choosing among the many available options or in packaging © more
comprehensive solution, certoin criteria should be applied:
Are the uninsured fully insured?
Are the underinsured insured for basic health costs?
Are the underincured insured for catastrophic acute care costs?
Are the underinsured insured for catastraphic long term care costs?
Is the quality of health care assured?

Are costs affordable for individuuls, government gnd employers?

By applying these criteria to all proposdls, the American peopie and policymakers can
judge the adequacy and merits of each one.

As we consider different options, it is important to keep in mind that all funding
comes from the same source, the American peaple. How much Armericans pay depends
heavily on their health stotus and instrance coverage and, unfortunately, much less on
their ability to pay. The challenge is to create an insurance system which ensures equal
access even far those Americans with limited ability to pay for nceded health care.

For that reason, | introduced my USHealth Act of 1986 (H.R.5070), a
comprehensive, national health plan to guarantee that all Americans have access to the
full spectrum of necessary health care. Not only wauld USHealth dismantle existing
barriers to health care, but it would slow the current health care cost spiral and improve
health care quality as well.

Uncertainty may exist about the extent of public support for active gov.s'nment
leadership, However, the public, fostered by the growing personal experience with
inadequate health care coverage, is making increasing demands that gaverment address
this crisis, .

The federal government, in conjunction with States and the private sector, has the
responsibility and must make the commitment to act as *he steward of the nation's
health care delivery system and the protector of the nation's kealth.

As has been demonstrated by the Medicare program, government can take an active
role in ensuring access to millions af Americans while working closely with the privaie
sector. Outside of the United States, Canada has also demonstrated that government can
take the leadership rale in assuring health care accessibility and affordability. So too the
American gavernment can take the lead in and shauld shoulder the responsibility for
ensuring equity of access far all Americans. Equal access is far too important o matter
to be left to chance, to whim or to "market forces."
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Given the forces of change and the current inequities of access, now is the time to
make the commitment to protect the uninsured and underinsured. The risk to the
uninsured and underinsured is great and grows every day. High and rapidly rising health
costs are hitting Americans of all ages. If costs are not controlled, health costs for
everyone -- individuals, employers, government -- will outdistance our ability to pay for
needed health care. We no longer can afford not to act.

However, public and private sector policymakers will not solve the problem unless
and until Americans of all ages demand that it be done. When public policymakers
believe thct elections will be wan or lost on this issue, then and only then will this
catastrorhic problem of aver 31 million uninsured and over 200 million underinsured
Amerizans be solved.

As a young Congressman in the 1960s, | was deeply heartened when two major
federal initiatives, Medicare and Medicaid, were enacted to improve access to health
care. And while these twa prograins have done much ta help America's elderly and poor
over the past twenty years, much more remains ta be accamplished. On this, the
twentieth and bittersweet anniversary of the beginning of Medicare and Medicaid,
Americans must rededicate themselves ta the principle aof equal access to quality and
affordable health care for all Americans, regardless of age or income.

Today the Aging Committee will examine the problem af America's uninsured and
underinsured and launch its search far a U.S. health plan ta solve this tragic problem.
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until Americans of all ages demand that it be done. When public policymakers
eve that elections will be won or lost on this issue, then and only then will this
istronhic problem of over 31 million uninsured and over 200 million underinsured
erizans be solved.

As a young Congressman in the 1960s, | was deeply heartened when two major
rral initiatives, Medicare and Medicaid, were enacted to improve access to health
% And while these two prograins have done much to help America's elderly and poor
: the past twenty years, much more remains to be accomplished. On this, the
ntieth and bittersweet anniversary of the beginning of Medicare and Medicaid,
sricans must rededicate themselves to the principle of equal access to quality and
rrdable health care for all Americans, regardless of age or income.

Today the Aging Committee will examine the problem of America's uninsured and
srinsured and launch its search for a U.S. health plan to solve this tragic problem.
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until Americans of all ages demand that it be done. When public policymakers
eve thot elections will be won or lost on this issue, then and only then will this
istronhic problem of over 31 million uninsured and over 200 million underinsured
erizans be solved.

As a young Congressman in the 1960s, | was deeply heartened when two major
rral initiatives, Medicare and Medicaid, were enacted to improve access to health
% And while these two prograins have done much to help America's elderly and poor
: the past twenty years, much more remains to be accomplished. On this, the
ntieth and bittersweet anniversary of the beginning of Medicare and Medicaid,
sricans must rededicate themselves to the principle of equal access to quality and
rrdable health care for all Americans, regardless of age or income.

Today the Aging Committee will examine the problem of America's uninsured and
srinsured and launch its search for a U.S. health plan to solve this tragic problem.
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Tederal government initiates o natiancl compaign to encaurage beneficiaries to enroll in
quolified HMOs. Employers are encauraged ta encouroge their employees ta enroll in HMOs.

Federol and State Cast Cont- Z.ument Programs
The federal health care cast cantainment progrom includes oll services ond patients. The
cost contoinment pravisions take effect in 1992 ond include the following:

- Inpotient hospital care is pald on the basis of Medicare's prospective poyment system
using the Diognostic Reloted Groupings and adjusted for population differences (for
exomple, bosed on o severity index). Future poyment increases are limited to
increases in per copita Gross Notionol Praduct.

« Physicion, nursing home, home health, haspice, ond ancillory services (including

prescription drugs) ore poid on the bosis of o praspectively set, fixed fee developed in

consultotion with health core providers and odjusted fqr differences in potient

Populatian, service type, ond input prices. Future payment increases ore limited to

increases in per copita Gross National Product.

Exceptions to this payment system include poyments ta qualified Heolth Maintenonce

Orgonizotions and payments in Stotes with on opproved stote-sponsored cost

containment progrom. Future poyment increases for Health Maintenance

Orgonizations and state-sponsared cost contoinment pragroms are olso limited in

effect ta increases in per copito Grass National Product,

- Payments to oll providers ore to be adjusted os necessory to ensure reasanable

availobility of heolth care services in rural areas, centrol city oreos ond for other

"'special need" areas or populations, :

Utilization review of all health and lang term core services is conducted by the Peer

Review Orgonizotions.

States have the aption ta be exempt frcm the federal system ana ta implement their own
olternotive payment progroms. In order to qualify for the exemntion, the stote progrom niust
meet or exceed the cost containment targets entailed in this bii ¢nd mointoin occess and
quality equal to or exceeding the levels resulting from this bill, The olternative poyment
system must be mondotory for ond equitably treot oll types of praviders covered under the
State system.

For eoch State wishing to develop acceptable alternative poyment programs, the federol
gavernment pravides o three yeor development gront tataling between $1 million ond $3
million. Those Stotes with acceptable pragroms are eiigible to have u:p to 50 percent of the
savings (0s compored to whot would hove paid under this omended low?odded ta reduce the
state payment for the poor beginning in 1992. Na additional stote funds ore needed ta match
this lotter ollocation.

Catastrophic Protection and Beneficiary Cost Sharing.

Beneficiories are protected from the cost of catostraphic illness but are required to poy
coinsurance os follaws:

a. 20 percent of heolth core ond skilled nursing home and home heolth costs up too

maximum of $500 per person per year (indexed ta per copito GNP), and

b. 25 percent of non-skilled long terin casts up to o maximum of $1,000 per person per

veor (indexed to per copita GNP).
Cainsurance poyments are made directly ta the Trust Fund. The obave coinsuronce provision
is woived for individuals in fomilies with incomes under the paverty level ond for individuols
whose health core casts require the fomily ta spend down belaw the paverty level. Hawever, o
smollhcopoyment may be charged ta the poor os long os it does not prevent access to needed
heolth core,

SECTION |I: INSURANCE SYSTEM

A. USHEALTH PROGRAM:

The following refarms toke effect in 1992,

Administrotion:

Overall administrotion is by the federal governrnent's USHeolth Administration
(currently, the Heulth Care Financing Administration) which is both on off-budget and
aperotes os on independent agency.

USHea!th Is averseen by the USHealth Board. The Health Board hos responsibility for
ond contral <ver the progrom subject ta the law, or subsequent changes in the low, establishing
the USHeal th progrom. The Administratar of the USHeal th Administrotion reparts to the
USHeolth Health Baard, Within the USHeolth Administration, on Ombudsmon of fice is
estoblished to represent beneficiory interests and help resalve beneficiary prablems. The
Adminisstrcltor ond the Heolth Boord members are oppointed by the President with the consent
of the Senate.

L d .
Index is bosed on o 3-year maving overoge of increoses in per copita Grass National Product.

(11
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- C. PRIVATE INSURANCE:

The anly private insurance which remains would be far benefits beyond thase pravided in
USHealth. Any costs wauld not qualify for o tox deduction either far employers ar for
individuals.

Insuronce companies are permitted ond encaouraged to perfarm intermediory ond corrier
functions under contract to the USHeolth Trust Fund.

SECTION I1l: DELIVERY SYSTEM

As described obove, Health Mointenance Orgonizations (HMOs) ond similar delivery
systems ara ta become the primary vehicle far delivering health and continuing care services
in the long term, This is nat ta limit future delivery systems ta the current definition of
HMOs os long os olternative delivery systems are Initially and cantinuausly qualified by the
USHealth Administration, pravide the full range of benefits, ond perfarm as effectively in

terms of quolity, access, cost to the consumer, cost to the respective third party payer, ond
cavered services.

Campaign to Promote HMOs

The federal government is ta conduct o notionol medio compaign ta encaurage the
development of ond enraollment in HMOs.

Financiol Incentives for HMOs
This bill improves the HMOS' finoncial pasition relative ta other delivery opproaches by
roising the poyment rote to 100 percent of the Average Areo Per Capita rate by 1992.

SECTION [V: QUALITY ASSURANCE SYSTEM:

The current Medicore quolity assurance (QA) system of Peer Review Organizations) is
upgraded to caver oll medicol services (inpatient ond outpatient) for oll potients and all
praviders ond to place os much emphasis on quality ossurance os on cost containment. Most
provisions are ta be phosed in os of Jonuary [, 1991, A State hos the aption to obtain o waiver
from this requirement if it establishes its awn plon of quolity ossuronce and os long os it
provides ot least the some level of pratection os the omended federal plan.

Increased Emphasis on Quality Assurance:

This bill requires DHHS ond, subsequently, the USHeolth Administrotion to oward,
administer, ond evaluate its PRO contracts under the stipulation thot ot least one-holf of the
PROs' level of effart is for the purpose of quality assurance as of Jonuary I, 1991,

Extension to All Potients and Payers:
This bill requires the DHHS ond, subsequently; the USHeol th Administration ond its
contfroct PROs to conduct quality ossurance for all patients.

Extension to All Medical Services:

This bill requires the DHHS, ond, subsequently, the USHeolth Administrotion ond its
contract PROs to conduct quality assurance activities on aoll medicol praviders including
hospitals, physician offices, nursing homes, home health agencies, and hospices. The level of
PRO effart expended on each type of pravider is in propartion to the national heoith care
expenditures for this type of pravider. Similorly, membership on PRO boards reflects the
range of health care providers reviewed by the PRO.

Hospitol Discharge Planning:

This bill sets guidelines far discharge planning ta protect against inoppropriate discharges
and 1o ensure a smooth and timely tronsition to post-hospital core. It olsa requires thot
hospitals have in place a discharge plonning pr~-»ss t::at begins os close ta the time of hospital
admission os oppropriote and that olerts nursing home ond home health providers of o potient's
onticipated need far post-hospital care ot the eorliest passible time.

Quality Assurance "Hot-line™

This bill requires PROs ta hove o 7-doy-o-week hot-line for receiving questions and
comploints from health care providers, consumers, ond interested porties concerning heolth
care quality prablems. PROs are required ta assist in the resalution of ony legitimate quality
reloted problems. The USHeolth Administration, in coordination with each PRO, shall provide

beneficiaries with the hot-line number for their PRO in o way that can be eosily ottached to
their USHealth cords.

L ocal Consumer Advisory Board:

This bill requires each PRO to have a Cansumer Advisory Board (CAB) by Ocsaber |,
1986 which conducts ongaing aversight of the PROs, pravides input inta the uward ond
evoluation of PRO contracts, and can receive input from Medicare beneficiaries and other
interested porties. The CAB and the PRO ore responsible far educating consumers on quallty
assuronce and on the availobility of assistance fram the PRO ond ather ogencies. The PRO
mokes ovoiloble ta the CAB such informotion ond stoff os are necessory to corfy out the CAB
function, but not review infarmation on either individuoi health core praviders or consumers.

The CAB is required ta prepare an annual repart on the PRO's performance and submit
that repart to the respective Gavernor(s), to the nationa! Council on Quality Assurance, ond to
DHHS ond, subsequently, the USHealth Administration. CAB input is ta be utilized in
decisions to oword PRO contracts. '
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The CAB consists of 5-7 volunteer members oppointed by the respective Governor of the
Stote covered by the PP.O and representing organizations of the elderly, the disobled, the poor
and other consumers.

National Council i Guality Assurances

This bill requires the estublishment of o national Council on Quality Assuronce (CQA).
The Council's function is to pravide oversight on the operations of the quality assurance
system ond make recommendations to DHHS ond, subsequently, the USHealth Administration,
and to the Congress for its improvement. lts oversight function includes the review of the
administration of quality assurance, the overall performance of the PROs and wcivered stote
plans, reports of the Consumer Advisory Boards, quality assurance studies and methodologies
developed by DHIS, the USHealth Administrotion ond others, the doto needs of the PROs and
input from interested parties. . . i

DHHS and, subsequently, the USHealth Administration are required to provide such
information os is needed by CQA to corry out jts responsibilities, Bosed upon these reviews,
the Council is to make rscommendations ennually for improving quality osscronce to DHHS
and, subsequently, the USHealth Administration, ond to the Congress. DHHS end,
subsequently, the USHealth Administrotion ore required 1o take into account CQA input in its
administrotion of the PRO progrom.

The Congressional Office of Technology Assessment (OTA) will provide for the
appointment of the fifteen member Council consisting of equal numbers of health core
providers, health care consumers, ond experts in quality assuronce. Subject ta the review by
OTA, the Council may emplay stoff as necessory ta carry out these functions.

Studies ond Reports:

The USHealth Administration sholl prepore on annual report which ossesses the
performonce of the quality assurance system ond oddresses the recommendations of the CQA
ond the concerns and recommendations of the CABs. DHHS ond, subsequently, the USHealth
Administration sho!l onalyze the impact which the federal cost contoinment system,
limitations on health care provider poyments, end Heol th Mojatenance Orgonizotions have had
on health core quality, access ond beneficiary cost ond submit an onnuol report tc Congress,
The USHeolth Administratien shail conduct studies on ond develop improved methodologies for
quality assessment and assurance for health care services including hospital, physicion, nursing
home, home health services, ond nospice services. The USHeolth Administration shall submit
on onnual report ta Congress on the progress toword developin: such methodologies,

Financing

As compared ta current low and adjusted for inflation, the funding level for the PRO
program is increased by SO percent in FY 1992 (first year of implementation), by 65 percen; in
FY 1993, ond by 7S percent in FY 1994 and in subsequent years. The funding for the CQA and
the PROs progrom will be made from the Trust Fund. For those States with their own
federally qualified quality ossurance plons, the USHeclth Administration is outhorized to make
avoiloble funds up to the omount that would have gone to the respeciive PRO as outhorized
above.

SECTION V: FINANCING OF THE USHEALTH PROGRAM

Much of the long term cost of expanding access ond reducing costs tor oll beneficiories
comes from reducing heolth care cost inflation for oll payers and oll heolth care providers.

~ Heolth care cost savings ore expanded by holding cost increases down 1o pei_ copito
grovth in GNP,

- Seneficiary cost-sharing opplies to ol services (but is limited by the catos; - phic
provisions).

In order to finonce the USHealth progrom gnd to provide on orderly transition from the
current system of finoncing heolth core, USHealth is financed through the following revenue
sources:

- A premium opproximoting the cost of the "Medicore Port B premium poyment" is
chorged to peaple over the oge of 65. This premium moy be woived for 2lderly with
incomes under the poverty level.

~ Employers poy o tox bosed on a percentage of employee compensgtion. The basis for
setting thot percentage is the aggregote amount which employers are peying under the
current system for employec and retiree health benefits in 1990.

~ The cigorette excise tax is raised by 16¢ and indexed to per capita GNP.

The "Medicare payroll tax" is exponded to cover oll inceine levels.
Stoles provide revenues equal on average to I /2 cost of the poor (., everyone under
poverty level). Payment farmula is as follows: (total cost of poor) X 1/2 X (Stote
population / US population) X (Stote per copita income / National per copito income).
~ An eormarked surcharge on il corporate and personal income toxes is made which
equals the amount necessary to maintain the solvency of the USHealth Tryst Fynd.
(Financing formula:  Total USHealth expenditures minus cost cost sharing minus cost
sovings minus Stote shore minus cigoratte add~on minus the "Medicore payro!l tox"
minus the employer tax minus other revenue additions = Net revenue required from
an X% surchorge on federal corparate ond individual income tox.)
- Revenues are placed in the USHealth Trust £und which is of f-budget..
- Within 6 years, the Trust Fund should have cn apprapriate reserve for contingencies.

For more information on the "USHealth® F’rogram Act, c;\focf the House Select Committee
on Aging (202-226.3375), Room 7i2, Annex 1, Washington, D.C. 20515,
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14 miake TECOMMENQOrtons 10 UMMy ond, subsequently, the USHeolth Administration,
e Congress far its impravement, Its aversight function includes the review of the
‘ation of quality assurance, the overoll performance of the PROs and wcivered state
rarts of the Consumer Advisory Boards, quolity assurance studies and methodalagies
1 by DHFS, the USHealth Administrotion ond others, the dota needs of the PROS ond
m interested parties. . . .

S and, subsequently, the USHealth Administration are recuired to provide such

ion os is needed by CQA to corry out jts responsibilities, Based upon these reviews,
cil is ta make rscommendotions annually for impraving quality osscrance to DHHS
equently, the L'SHealth Administrotion, ond to the Congress. DHHS and,

atly, the USHealth Administrotion ore required 1o toke inta account CQA input in its
‘ation of the PRO progrom.

Cangressional Office of Technalogy Assessment (OTA) will pravide for the

ent of the fifteen member Council consisting of equal numbers of health core

» health care consumers, ond experts in quality assuronce. Subject ta the review by
Council may emplay stoff as necessory to corry out these func tions.

nd Reports:

USHealth Administrotion shall prepare on onnual report which ossesses the

nce of the quality assurance system ond oddresses the rezommendotions of the CQA
ancerns end recommendations of the CABs. DHHS ond, subsequently, the USHealth
rotion sha!l onalyze the impact which the federol cast contoinment system,
35 on heal th care pravider poyments, and Heal th Moiatenance Orgonizotions have had
care quality, access and beneficiary cast ond submit an annuol report tc Congress.
2alth Administraticn shall conduct studies on ond develap fmpraved methodalogies for
isessment and ossurance for health core services including haspital, physicion, nursing
me health services, ond nospice services. The USHeol th Administrofion‘shall submit
report to Congress on the progress taward developin: such methodalogies,

F
:ompared ta current low and adjusted far inflation, the funding level for the PRO

is increased by S0 percent in FY 1992 (first yeor of implementation), by €S percen. in
ond by 75 percent in FY 994 ond in subsequent years. The funding for the CQA and
+ progrom will be made from the Trust Fund. For those States with their own
qualified quality assurance plans, the USHeclth Administrotion is outhorized to moke
funds up ta the omount that wauld have gone to the respeciive PRO as outhorized

SECTION V: FINANCING OF THE USHEALTH PROGRAM

ch of the ‘Iong term cost of expanding access ond reducing costs tor oll beneficiories
om reducing health care cost inflation for olf payers and oll health care providers.

-eolth core cost savings are expanded by holding cost increases down to pe; copito
jrowth in GNP,

Seneficiory cost-sharing opplies ta ofl services (but is limi ted by the cotos;-phic
sravisions).

rder to finonce jhe USHeol th progrom gnd to 'provide on orderly tronsition from the
ystem of finoncing health care, USHealth is financed through the following revenue

\ premium approximoting the cast of the "Medicare Part B premium payment" s
thorged ta peaple over the age of 65. This premium may be woived for 2lderly with
ncomes under the paverty level.

‘mplayers pay a tox based on a percentage of employee compensation. The basis for
retting that percentoge is the oggregote umount which emplayers ore pcying under the
wrrent system for employee ond retiree heol th benefits in 1990.

“he cigarette excise tax is raised by |6 and indexed to per copita GNP,

"he "Medicare payrall tax" is exponded to caver all inccme levels.

itoles provide revenues equal on averoge ta | /2 cost of the poor (l.e., everyone under
raverty level). Poyment formula is os follows: (total cost of poor) X 1/2 X'(Stote
ropulation / US population) X (State per capita incame / National per copita income).
\n earmarked surchorge on ail corporate and personal incame taxes is made which
‘quals the amaunt necessary ta mointain the solvency of the USHealth Trust Fynd.
Finoncing furmulo: Tatal USHealth expenditures minus cost cost sharing minus cost
avings minus State share minus cigarette add-on minus the "Medicare payrall tox"
ninus the emplayer tox minus ather revenue additions = Net revenue réquired from
In X% surcharge on federal corporate and individual income tox.)

levenues are placed in the USHealth Trust Fund which is of f-budget.

Vithin 6 yeors, the Trust Fund should have cn oppropriate reserve for contingencies.

Information on the "USHealth" Exrogram Act, contact the House Select Committes
(202-226-3375), Room 712, Annex 1, Washington, D.C, 20515,
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A more ambitious ond comprehensize federal public insurance option might
protect all Americans (including the fully insured, the uninsured, and the underinsured),
cover health and long term care, shield Americans from catastrophic acute and long term
care expenses, upgrade the quality assurance system and contain total health care
costs. One such comprehensive health protection pecikage is the Chairman's proposed
"USHealth" program.

Criteria for Assessing the Options. As we consider the available options, it is
important to keep in mind that all funding comes from the same source, the American
people. How much Americans pay depends heavily on their health status and insurance
coverage and, unfortunately, much less on their ability to pay. The chollenge is to create
a system of insurance which ensures equol access even for those Americars with limited
ability to pay for needed health care.

In choosing among the options for ensuring equal access for all Americans or in
packaging a more comprehensive solution, vertain criteria should be applied:

Are the uninsured fully insured?

Are the underinsured insured for basic health costs?

Are the underinsured insurad for catastrophic acute care costs?
Are the underinsured insured for catastrophic long term care costs?
Is the quality of jeolth care assured?

Are costs affordable for individuals, government and employers?

By applying theses criteria, the Americon people and policymakers can judge the
adequacy and merits of each health insurance proposal offered.

Commitment to Insuring the Uninsured and Underinsured. Uncertainty may exist
about the extent of public support for active government leadership. However, the
public, fostered by the growing personal experience with inodequate health core
coverage, is making increasing demands that goverment address this crisis.

The federal gavernment, in conjunction with States and the private sector, has the
responsibility and must make the commitment to oct as the steward of the nation's
heolth care delivery system and the protector of the nation's health. Government should
shoulder the responsibility and can take the lead in ensuring equal access. "Equal access"
is far too important a matter to be left to chance or to whim or to "market forces."

Now is_the time to make the commitment to protect the upinsured and
underinsured. The risk to the ninsured and underinsured is greot and grows every day.
High and rapidly rising health costs ore hitting Americans of all oges, incomes and types
of illness. If costs are not controlled, health co: X< for everyone -- individuals, employers,
government - will outdistance our ability to pay. We no longer can afford not to act.

Howevar, public and private sector policymakers will not solve the problem unless
and until Ameiicons of alt ages demand that it be done. When pubtic policymakers
believe thaf zlecfions wiil be won or lost on this issue, then and only then will this
catastrophic problem of over 31 million uninscred and over 200 million ynderinsured
Americans be solved.
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AMERICA'S UNINSURED AND UNDERINSURED:
A NATION AT RISK OF INADEQUATE HEALTH CARE AND CATASTROPHIC COSTS

Heolth insuronce coverage for 235 million Americans of oll ages s o deep ond
immediote concern to Congress because it ison essential element if people are to access
needed core ond reduce the personal burden of catostrophic heolth costs. * Recent
studies continue to document serious gops in insurance coverage. Over 31 million persons
— more than 13 percent of the U.S. populotion — ore uninsured, highlighting the need for
some type of remedial action. Of equol concern are the many mitlions of Americans who
are underinsured — those whose insurance is inadequote. The underinsured ore olso not
ensured access to needed health core, be it primary, acute or long tern: core, nor are
they protected from cotastrophic health costs. - When faced wiih o catastrophic acute or
long term illness, over 200 million Americans are potenticlly underinsured.

THE UNINSURED

Any effort to.estimate the number of uninsured people is difficult due to the lock

of o sotisfoctory doto gathering system, Asa result, the following current estimotes of
the uninsured ore low since they miss significont numbers of uninsured.

The U.S. Census Bureau's Survey of Income ond Progrom Participation (S|PP)
token during the third quorter of 1985 revealed thot opproximately 13.5 percent of
Americans, representing 31.8 million persons, ore without health insurance — public or
private. The uninsured ore, by ond large, people under oge 65, os the Medicare program
provides coveroge for the elderly. About 15,000 people over age 65 ore uninsured. The
16 to 24 oge group contains the largest proportion of uninsured with aver 22 percent
lacking insuronce. Sixteen percent of those under the oge of 16 are without insurance.

The SIPP survey shows that of those under 65 years of age, about 15.2 percent are
uninsured. To glve some historical perspective to this statistic, 12.5 percent of people
under age 65 were uninsured in 1977, (Nationol Medicol Core Expenditure Survey
(NMCES), 1977} This proportion rose to a high of I7.1 percent in 1983, (SIPP, 1983)

The Employment Factor. Approximately 75 percent of the uninsured ore
employed adults or their dependents. The employed uninsured tend to be young ond
relotively less educoted. Workers in occupotions that are seasoral or tronsitory in noture
and those in occupations requiring relatively less technical skill cre olso more likely to be
uninsured. (National Center for Heal th Services Research, 1985)

The Poverty Factor. Although the uninsured ore distributed across income levels,
o disproporiionately large share are economically disodvontaged. According to the | 982
Current Population Survey, 35 percent of the uninsured have o fomily income below the
federal poverty threshold of $9000 for o fomily of four; 64 percent (nearky two-thirds) of
the uninsured have o fomily income below 200 percent of the federal poverty standord.

The Geographic Factor. The likelihood of being without health jnsuronce appears,
to some extent, to be o function of geogrophic region of residence. Two-tenths of the
residents of the West South Central states are uninsured, whereas, only one in ten
residents of New Englond ore uninsured, Some of this voriation is directly reloted to the

vorying odequacy of stote eligibility criterio of Medicoid programs. (Corgressional
Research Service, |986)

The Medicoid Foctor. Medicoid deserves much credit for improving the poor's
access fo heolth core.  However, mony poor persons are not eligible for Medicoid
coverage. Poor people mc?' not quolify for Medicoid either becouse they don't meet the
categorical requirements (i.e. they aren't oged, blind, disabled, or eligible for Aid to
Families with Dependent Children} or becouse they don't meet the stote-determined
resource and income requirements. This latter problem is exemplified by the foct that
the cut-off income level far Medicoid eligibility dipped below 55 percent of the federal

povert: threshold in 23 stotes in 1984, (Marior Lewin and Lawrence Lewin, Business ond
Health, September 1984)

According to a 1982 study, only 37.5 percent of those -- both aged ond nonaged --
with incomes below the federal poverty stondord ore octuolly eligible for Medicoid.
Another 13.2 percent of those with incomes below the federol cut-off level ore covered
by employer-provided heolth insuronce, leaving 49.3 percent of the federolly—certified
poor without any form of public or privote health insuronce. (Thomos Joe, Judith

Meltzer, ond Peter Yu, Health Affoirs, Spring 1985) These ore the pecple who fall
through Medicaid's cracks.

* Access is defined os the ability to poy for services, the availobility of services, ond the
obsence of other barriers. This report focuses on the ability to pay issue.
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. The Uninsurable Foctor. Included in the group of persons whi are uninsured are
persons who are nof cavered by a group health plan and cannot purchase private health
insurance because of preexisting inedical conditians. This group alsa includes many
insured Americans wha have very restricted coverage due ta one ar mare seriaus health
prablems. President Reagan's Health Palicy Advisary Graup estimates thot "perhaps one
million Americans are uninsurable «... totally or for specific conditions.” -

The many millions af Americans wha have inadequate health insurance -~ the
underinsured -- are alsc a majar public policy concern. Estimates af the underinsured are
defermined by examining the extent to which payments of out-af-pocket health casts
affect a family's flnancial well-being. Even far those with some type of health care
caverage, the associated aut-af-pocket casts, os a result af premiums, deductibles, and
copayments as well as payment far noncavered services, can reach catastraphic levels or
preclude persons from seeking needed care. -

A recent Natianal Center far Health Services Research (NCHSR) study suggests
that "twa distinct types of families have aut-af-pocket exnenses that are relatively high
in relatian ta incame: {I) families which, due ta high-cast iliness, ircur tatal health care
bills sa large that in spite af relatively good insurance coverage, the uncavered partian
paid out-af-pocket amounts ta a considerable sum; these are the intended beneficiaries
af most traditio: ..} stop-lass catastrophic health insurance praposals; and (2) families fgr
wham relatively small out-af-pocket expenses represent a high percentage af their
incame due to a combinotion af law incame and inadequate health care caverage."

Depending an the way "underinsured" is defined, estimates af the prapartian af the
privately insured under age 65 wha are inadequately insured range fram 8 percent ia 26
percent. In general, about 13 percent are thought to be underinoured. Hawever, the
percentage wha are underinsured far catastrophic acute ar lang term illnesses is much
higher -~ more than 8BS percent af all Americans. Accarding ta the NCHSR repart,
between one-third and two-thirds af all nongraup enrallees are underinsured. Graup
enrallees, wha represent 90 percent af persons with private Insurance, are still a
substantial majarity af the underinsured.

The Catastrophic Cost Factar On the prablem af catastrophic health casts, the
NCHSR study shows that the families with a high ratia af out-af-pocket expenses to
incame were faund ta be headed by sameane under 18 ar aver 65 years af age, nat
employed, and with lawer incame. The prapartion wha are underinsured is highest when
it comes ta catastrophic pratectian -~ insurance agalnst the small passibility of large
uninsured expenses fram a castly illness. More than 200 million Americons - over 85
percent of Americans - lock adequate pratection ogainst catastrophic acute ar long term
carc costs.

The High and Rising Cost Factor. Already individuals and emplayers are having
difficulty paying the high cast af adequate heolth insurance. Even for people wha might
be able ta affard adequate insurance and mast other out-of-pocket health care costs, the
future presents the prablem af rapidly rising out~af-pocket casts. Elderly aut-af-pocket
casts are prajected ta rise abaut twice as fast as their income. Even warking Americans
are unlikely ta keep pace. Per capita health care costs are prajected o graw at an 8.0
percent annual rate between 1985 and 1990 while the costs af ather goods (Consumer
Price Index) are prajected ta grow at a much clower annwal rate af 4.8 percent. (Health
Care Financing Review, Spring 1986)

The Non-ccvered Acyte Care Factor. Americans aver the age of 45 are in a
samewhat different position than Americans under the age of &S primarily due ta the
availability of Medicare coverage far basic medical care. However, most elderly are still
at risk, just as are the nan-elderly. Medicare and mos: private insurance exclude
payments for preventive exominations, eyeglasses, prescriptians, prosthetic devlces, and
foot care. Furthermare, both Medicare and most private insurance pravide only the most
minimal protection against catastrophic health care costs -- the most significant af
which is the enormous, unpredictable, and graviing cast af long term care.

One indicatar of the inadequacy of Msdicare coverage is the foct that aboui two-
thirds af the elderly have chosen ta purchase supplemental insurance policies. However,
the supplemental insurance policies are bath expensive and generolly anly help pay for
deductibles and coinsurance far Medicore covered services. As a result, the elderly
remain_unprotected from the costs of dental care, prescription drugs, ond lang term
care. Further, neither Medicare nor the private supplemental palicies pravide protection
far expenses resulting from longer term, acute illness.

The Non—<covered L Term Care Foctor. When it comes to long term care, over
85 percent of Americans are underinsured. Home care remains a relatively uncavered
service for mast Americans. Nursing hame coverage provided by Blue Crass and Blue
Shield, commercial insurance plans and Medicare is limited. Currently, only 16-25
private insurance companies affer long-tL:m care insurance which is substantially more
camprehensive than standard Medigap palicies and which ga beyond restrictive Medicare
definitions for nursing care.
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At o cost of $20,000 to $50,000 o yeor, nursing kime core would be financially

"devostoting to most people.  According ta o studs conducted by Harvard ond

Massachusetts Blue Crass ond Blue Shield for the Commi-tee an Aging, nearly two out of
thres elderly persons living clone will impoverish themselves after only 13 weeks in a
rurst g home.

The Age 55 ta €5 Factor. Inadequate private insurance is o prablem particulorly
amaong those beiween the oges of 55 ond §5. While this oge group is mare likely to be
insured thraughaut the year thon the rest of Americons, they face the likelihood of high
medical expenditures ot on age of reduced empioyment, reduced income ond lower rotes
of graup insuronce enrallment. (NCHSR, 1985)

THE UNINSURED AND UNDERINSUY .ZD AT RISK

The risks ond problems facing mony millions of uninsured ond underinsured
Americons ore greot ond growing.

THE RISK OF INADEQUATE ACCESS. Acrcording to a 1982 Robert Wood Johnson
Faundation survey on occess, ane million fomilies have ot leost ane member who was
refused core becouse of inadequate funds. Similarly, 5.1 percent of insured fomilies
found it difficult to obtoin heolth core in the twelve months prior to the survey. The
survey olso indicoted that 4.8 percent of insured fomilles needed health care in the
twelve manths prior to the survey but did not abtain it A Louis Harris survey indicated
that cver 8 percent of American families in 1983 did not obtain needed medical care for
financiol reasons.

The Notionol Medical Core Expenditure Survey determined that utilizotion
potterns suggest that the uninsured moy not hove the occess they need to medical core.
The insured under oge €5 receive 54 percent mare physicion ombulatory core thon the
uninsured. Further, the insured under age 65 receive olmost twice as much haspital care
os the uninsured.

Not only do the uninsured receive less care, but they perceive themselves to be in
poarer heolth thon the insured. The Rabert Wood Johnson Foundotion's 1982 study shows
thot 20.4 percent of the uninsured believe theinselves to be in foir or poor health
compared to only 13.4 percent of the insured. Poorer health status of the uninsured
indicates thet mare health core is needed for the uninsured, not less.

THE RISK OF CATASTROPHIC HEALTH COSTS. Cctostrophic costs refer to
lcrge, unoffordoble, aut-of-pocket health care expenditures that con result from illnesses
requiring either ocute or long term core. In determining whether or not o person's
medical expenses are cotastrophic, either o person's medical expenditures con be
meosured ogoinst o specific dollor threshold omount or meosured relotive to on
individuol's incame.

A recent Notional Center for Health Services Reseorch study documented the
number of tamilies with high aut-of-pocket health care expenditures relative ta income
in 1977, Of all families, 19.9 percent incur out-of-pucket costs for perzonal health
services exceeding 5 percent of income; 9.6 percent have health care costs in excess af
10 percent of income; ond 4.3 percent have health coste in excess of 20 percent of
income.

_ Another indicotor of the inodequacy of coveroge is the foct thot elderly
Amemfons will be spending just aver 16 percent of their income on health care in 1986,
averaging $1,850 per person. Older persons now pay a larger portion of their income for

health care than they did when Medicare and Medicaid began 20 years ogo. (House Select
Committee on Aging, 1986)

.. Since the previous figures ore bosed salely on out-of-pocket expenses actually
poid, they likely underestimote the prablem. These figures fail to incarporote costs faor

thase services that were needed but were nat sought by or provided to the uninsured ond
underinsured.

THE GROWING RISK FOR THE UNINSURED AND UNDERINSURED. The impoct
of non-existent or inadequote insuronce on access to needed core is expected to grow
even stranger os heolth care costs continue their upward spiral. As heolth care costs rise

ropidly, it is less likely thot Americons con poy the out-of-pocket costs and mare likely
thot access is restricted,

Rising Costs. In the cose of the elderly, the House Committee on Aging estimotes
thot wt-oi-pocket costs will grow from 17 percent of elderly income in 1977 to 185

percent in 1991. By 1991, elderly out-of-pocket costs ore projected ta average $2433 per
person ond to omaunt to obout 40 percent of totol clderly heolth core costs. For the
totol population, the situation will olso get viarse os heolth expenditures continue to rise
foster thon the Gross Notionol Praduct, a measure of the notion's obility ta pay.

Changing_Employer Behavior. Emplayers -- the primary purchosers of private
health core caveroge -~ are increasingly becaming "prudent buyers" ond are beginning to
shop for the least expensive providers of health core ond encoyroge insurance companies
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to do the some. Responding to this pressure to reduce prices, health cere providers ore
beginning to scrutinize their costs, eliminote or reduce services thot do not generote an
odequate level of revenues, ond ovoid free or discounted care for the poor ond neor poor.

Increasing Competition. Further exacerboting the olrecdy restricted finonciol
access to heolth core is the current emphasis on "campetition" in our heolth system.
Prior ta this era of "morket reform" in health care, private ond public health core
providers provided varying amounts of free and discour.ted care ond could recover the
associated "lost" chorges by shifting them onto the bills of private paying patients. But
this voluntary and informol pattern of cross-subsidizotion of free ond discounted care is
becoming less availablie as the health system becomes more price-sensitive.

Changing Hcspital Behavior. Vonderbilt University survey indicates that both
privote ond public hospitals are taking octions to limit the omount af free core
provided, In (981 ond 1582, approximctely 15 percent of hospltals odopt‘ed explicit

licies and procedures to restrict care to nonpaying patients. (Geraldine Dallek,

Heolth/PAC Bulletin, May/June 1985)

The growing pressure to limit the amount of care provided to non-paying patients
appears to be prempting a rise in the practice of “patient dumping." Wr..ile dota on the
number of patients tronsferred due to an inobility to pay do not exist, o study of
Chicago's Cook County Hospitol reveoled that the number of ¢nnual transfer potients
received by the hospital increased 500 percent between 1979 and 1985. (Washlngtpn
Report on Medicine and Heolth, July 15, 1985) Siwnilarly, a study of Porkland Memoriol
Hospital in Dallas, Texas indicoted a 300 percent increase in the number of tronsfer
patients received between 1983 ond 1985. (Wall Street Journal, March 8, 1985)

According to the Urbon Institute, even stote and local governments have reduced
their direct financial support for public hospitals -- whot have long been considered the
hospitals of last resort for the uninsured and urderinsured. (Marion Lewin ond L.awrence
Lewin, Business and Health, September 1984) In |985 alone, 17 state and local public
huspitals closed their doors. Furthermore, the need for subsidized care is most critical in
impoverished communities where local taxpoyers ore less able to finance care for the
uninsured poor. (Urbon Institute, June |984)

INSURING THE UNINSURED AND UNDERINSURED

"Equal access" occurs when entry into the health care delivery system is based on
need rather than factors such as status of health insurance coverage, ability to pay out-
of-pocket costs, or place of residence. As described earlier, most Americans do not have
equal access. However, most Americons would ogree that the inequities should be
removed and that equal access to health care should be achieved. The key questions are
how ond when.

OPTIONS FOR INSURING THE UNINSURED AND UNDERINSURED. Fortunately,
there is no shortage of options for insuring the uninsured and underinsured. Though there
are many ways to choracterize the many options, much of the current debate focuses on
private versus public sector options,

Private Sector Options. Some orgue thot private sector options should be the
primory or only options used. Here the apprcaches might include encouroging or
requiring employers to extend coverage to more employees, retirees or laid-off workers
or to expand the breadth of coverage for all employees. Another option might be to
encourage personal saving for medical expenses through vehicles such as medicol IRAs or
health savings accounts.  Another route might be to allow expanded tax deductions or
credits to cover expenses such as tor long term core. Yet another option is to encourage
insuronce companies 1o make more insurance policies available which cover catostrophic
acute and long term care expenses. What must be kept in mind is thot these private
sector options serve to decrease federal revenues and do not directly address the
problems of the medically indigent and others with [imited ability to poy.

Public Sector Options. Some orgue thot public sector options shouls be the
primory or only options used. State and federol options might include extending the
Medicaid program to pick up all of the poor or the unemployed. A different approach for
the unemployed might be to puichase private insurance for them. Another Medicaid
olternative might be to allow low income irdividuols to "buy" into Medicaid. A similar
option might be for States to develop private "risk pools" where individuals could buy
Insuronce at group rates. States might tax hospitols to create "bod det and chority
pools" and permit hospitals to draw from these pools to cover uncompensated care.
Another route might be to use gront programs such os the community health center and
maternal and child heolth programs.

Looking only at the federal level, a wide range of options ore available. Using
Medicore as a base, federal opproaches might include extending the eligible Medicare
population or expanding coverage to include catostrophic acute and long term care.
Some recent proposals to institute Medicare vouchers might be used to cover other
people. The federal government might also provide the services directly as it does
through the Veterans Administration and the Indian Heolth Service. A hospitol-based
option might be to mandate some minimum *fair shore of free care® and provide
enforcement through conditions for hospitol licensure, certificate of need approval,
porticipation in the Medicare program or eliglbility for tax-exempt bonds.

20



17

A more ombitious and comprehensive federol public insuronce option might
protect oll Americons (including the fully insured, the uninsured, ond the underinsured),
cover heolth ond long term care, shiel¢ Americons from cotostrophic ocute ond long term
core expenses, upgrode the quolity wisuronce system ond contoin totol heolth core
costs, One such comprehensive heolth protection pockoge is the "USHeolth" plon
intro)c)iuced by Choirmon Roybol. (See ottached summory of USHeolth Act of 1385 (H.R.
50700, -

CRITERIA FOR ASSESSING THE OPTIONS. As we consider the avoilable options,
it is imporfont fo keep in mind fho! all funding comes from the same sour the
American le. Funding moy come directly or indirect y from the Americon people
through individuo! premiums, joint employer employee paid premiums, individual ond
corporate toxes or direci out-of-pockel poyments to heolth core providers, How much
Americons poy depends heavily on their health statys and insuronce coveroge ond,
unfortunotely, much less on their obility to pay. The challenge is to create on insurance
System which ensures equel access even for thase Americans with limited ability to pay
for needed health care.

Mony options ore ovailcble for ensuring equal occess for oll Americans. In
choosing omong them or in pockaging o more comprehensive solution, certain criteiia
should be opplied:

Are the uninsured fully insured?

Are the underinsured insured for basic health costs?

Are the underinsured insured for catostrophic ocute care costs?
Are the underinsured insured for catastrophic long term core costs?
Is the quolity of heolth care assured?

Are costs affordoble for individuols, government ond employers?

By opplying these criterio to all propbsals, the Americon people ond policymokers con
judge the odequocy and merits of eoch one.

COMMITMENT TO INSURING THE UNINSURED AND UNDERINSURED.
Uncerfainty moy exist about the exfent of public suPmorf for active government
leodership.  However, the public, fostered by the gro' . 4 personol experience with
ir;‘ndequnte health care coverage, is moking increasing der unds that goverment address
this crisis.

The federol government, in conjunction with States and the private sector, has the
responsibility ond must make the commitment 1o act as the steward of the nation's
health care delivery system ond the prots :tor of the notlon's heaith.

As hos been demonstrated by the Medicare program, government can take an
octive role in ensuring access to millions of Americans while working closely with the
privote sector. Medicare has continued to mature as a major health insurance progrom
and continues to provide leadership on cost containment and quality assurance issues.
Outside of the United States, Canada has also demonstrated thot government can take
the leadership role in assuring heolth care occessibility and affordability. Sa too the
American goverament can take it !zad in and should shoulder the responsibility for
ensuring equol access for all Americans. Equal access is far too important a matter to
be left to chance, to whim or to "market forces.”

Mojor heolth core reforms as envisioned akove are never easy, but they must be
done, They can be done if we put aside our differences and recognize what is most
important — nomely, protecting the American people,

Given the forces of change and the current inequities of access, now is the time 1o
make the commitment to protect the uninsured and ynderinsured. The risk to the
uninsured and wnderinsured is great and grows every day. High and ropidly rising health
costs are hitting Americans of all ages. [f costs ore not controlled, health costs for
everyone — individuals, employers, government .- will outdistance our ability to pay for
needed heolth care. We no longer 1 afford not to act.

Public and private sector policymakers will not solve the problem unless and until
Americans of all ages demand that it be done. When public policymakers believe that
elections will be won or lost on this issues then and only then will this catastrophic
pr;:b‘:im of over 31 million uninsured and over 200 million ynderinsured Americans be
SOlv

The CHAIRMAN. The Chair would now recognize Mr. Regula.

Mr. RecurA. Thank you, Mr. Chairman.

First of all, I would like unanimous consent that our colleague,
Mxr. Rinaldo’s, statement be made part of the record.

The CuHairMAN. Without objection, so ordered.

[The prepared statement of Representative Rinaldo follows:]
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PREPARED STATEMENT OF REPRESENTATIVE MATTHEW J. RINALDO

Thank you Mr. Chairman. Our nation's health care system has undergone
revolutionary changes in organization and financing in the current decade. One of the
consequences of this revolution is the subject we are discussing tod~y: who will provide
and pay for the health care of those who cannot afford to and are not insured?

Tam proud to say that my state of New Jersey has been a winner in this revolution
by taking the leading edge in providing quality health care for all its citizens. It has
expanded the Medicaid program to include more of the medically needy, and has
instituted and all-payer Diagnosis Related Group method of payment. By using an all-
payer system, New Jersey is able to alloca te.the costs of bad debt and charity care
proportionately to all insurers, and the burden of this care is shared more broadly and
equitably.

I am also proud of the success of the Mediccre system, ‘which covers 30 million

people. This is d rated by the extensive coverage of the elderly today in
contrast to the dramatic lack of insurance prior to 1966. Medicaid ard private insurance
fuirther help to {ill the gaps in health insurance for the elderly.

One of the losers in the revolution on health care spending is the practice of cost-
shifting. Cost-shifting subsidized the patients who could not pay for health care by
charging those who could pay substantially more for the same services. The need for
cost-effectiveness in the heal;.h care industry has forced the long-standing practice of
cost-shifting out into the open, and brought about a more equitable payment system,
which is a vietory for the patients.

However, at the same time the age-old problem of the medically indigent was

brought to the forefront.

There are several ways we can look at reforming and restructuring health
insurance so that those who "fall between the cracks" are c‘nught. Any long term solution
must strergthen and not replace current financing and methods of providing health care.

In the private sector, we need to increase the incentives for creative end
comprehensive health insurance to reduce the size of the medically indigent population.
In the public sector we must restructure and extend public programs to finance care for
those who are unable to obtain private insurance.

We must keep in mind ‘wo things as we set out ‘to revolutionize our nation's health
care system again. Better private insurance Usage and options can result in more cost-
effective usage of public welfare funds. Also, proper health care throughout a person's
life will help their health later in life; without [ oper eare, many risks are taken that
may have to be accounted for when a person is eiderly. It is clearly a pay now or pay
later situation.

Thank you Mr, Chairman.
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STATEMENT OF REPRESENTATIVE RALPH REGULA

Mr. ReguLA. It is interesting to note that in 1984, the Gallup did
a poll, and 79 percent of the respondents were of the impression
that Medicare covered all the potential costs that they would have
as elderly. I think that is a common illusion that exists, and not
until people are faced with catastrophic costs do they suddenly re-
alize that Medicare does not cover everything and that their own
financial resources are put at risk as a result thereof.

I commend you, Mr. Chairman, for addressing this problem and
calling this hearing because it is one that we have failed to act on
in terms of either a public—adequate public response nor have we
enccuraged the private sector to deal with it.

The President did appoint a commission that has just completed
its recommendations, and among other things they consider offer-
ing as an opticn an IRA that could be used as an alternative for
individuals so that they could provide funds to deal with cata-
strophic costs. This is embodied in some legislation that I have in-
troduced.

It is interesting also to note that in 1986 there will be 11 million
Americans that will be faced with a catastrophic illness of some
type or another and, therefore, need a program that will address
this problem for them. I think probably the final answer should be
a combination of public and private sectcr initiatives, and I hope
that out of this hearing we can develop some ideas, and I look for-
ward to hearing from each of the witnesses.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Regula follows:]
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PREPARED STATEMENT OF REPRESENTATIVE RALPH REGULA
1 commend our chairman for his diligence {n pursuing this lapse of
direction in the basic health policies of our nation. To date, both the
public and private sectors have falled to establish any comprehensive plan
for dealing with the catastrophic and long-term care needs of the elderly

and disabled.

Health (s part of an’ {ndividual's human capital and must be {nvested
wisely. Unfortunately, we do not possess the sole ability to control our
own health., Although the type of lifestyle and decisions regarding
preventive health are primar{ly ones own, circunstances may develop that
inflate cost beyond what the average patient can be expected to pay. It is
these people, the victims of catastrophifc {llness, who are forced into
financial and emotirt.al bankruptcy by the dictates of a system that {s the
result of {nactfon. Those who are at risk are all Americans, both young

and old.

Under current law, Medicare benef{cilaries, and che public in general, are
largely uninsured or under-i{nsured against the cost of prolonged care in a
hospital, nursing home, or within their own home. Over 11 m{llfon older
Americans will suffer from some form of chronifc catastrophic disease this
year. In 1986, it {s predicted that approximately one million persons will
fall {nto poverty and onto the velfare rolls as the result of the costs of

catastrophic medical care.

Unlike many problems, few Anericans realize Med{care and most private
insurance supplements fail to adequately cover catastrophic {llnesses.

Ir. a 1984 Gallup Poll survey, it vas found that 79 percent of respondents

mistakenly belfeved that Medicara pays the costs for care in a rursing

hope .

Recently, the President's Private/Public Sector Advisory Cammittee on
Catastrophic Illness released thefr {n{tial findings regarding

catastrophic and long-term care. Listed as an option which deserves
careful consideration was the medical IRA or other similar savings
mechnnls‘m. This recommendation {s gim{lar to legi{slat{on, H.R. 4349, which

1 i{ntroduced earl{er this year,

Homentum continues to build for the development of federal policy, policy
which has heretofore teen indifferent at best. Our distinguished chairman
has also offered legislation regarding this matter, As we work coward the
most appropTiate answer we have joined together to evidence a firm
bipartisan resolve to provide for the necessary care of these people.
Although our approaches vary each moves tovard the basic goal of providing

adequate catastrophic and long-term care to Americans,

1 am confident that the testimony ro be provided by the highly acclaimed
panel of witnesses before us will most certainly provide an insight {nto
the problem and how to serve the best interests of the aged.

\
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The CralrMAN. Thank you.
The Chair now recognizes Mr. Bonker.

STATEMENT OF REPRESENTATIVE DON BONKER

Mr. BoNkER. Thank you, Mr. Chairman.

L, too, would like to commend you for sponsoring this timely
kearing. While this is the Seirct Committee on Aging, when it
comes to health care and answers, it is certainly an issue that
spans the generations, so I commend you. For senior citizens, I
think it is obvious that most elderly Americans depend heavily on
Medicare for health protection.

When I served as a staff assistant on the Senate Select Commit-
tee on Aging in 1964, whan Medicare was enacted, the promise at
the time was that Medicare would be comprehensive and that
senior citizens would no longer have to worry about health care.
Now 20 years later, we find that Medicare covers only about 38
percent of the related healtu costs. Indeed, seniors are spending
about 15 percent of their disposable income for health care.

So somewhere Medicare hasn’t really fulfilled that early prom-
ise, and I think this committee at some point will have to address
that issue. Indeed, this is a good starting point.

I would like to take just a moment, Mr. Chairman, to plug legis-
lation that I have introduced that would jndecd make Medicare
mere comprehensive by really providing another option in Medi-
care io extend full coverage under parts A and B so that seniors
wouldn’t have to go out and acquire medigap insurance. Some of
them are fraudulent policies, other times senjors are in a position
that paying for addendum coverage is hard.

I think the idea is to provide more comprehensive coverage
under Medicare that would be possible through an increased premi-
um so that there would be no Federal outlays. Another option is
beneficiaries would be able to purchase prescription drugs used in
the treatment of chronic illnesses. These are gaps in the Medicare
program, and I think Congress can address these problems without
having to place undue burdens on the current budget.

So I am hopeful, Mr. Chairman, as we proceed with this vital
issue under your leadership that we can indeed narrow our focus S0
that we can meet the earlier commitments made by Congress to el-
derly Americans.

I look forward to the distinguished panel that we have scheduled
to testify today.

The CuairmaN. Thank you, Mr. Bonker. Before we call our first
witness, I would like to take this opportunity to submit several of
our colleagues’ prepared statements for the hearing record. Hear-
ing ne objections, so ordered.

[The prepared statements of Representatives, Lloyd, Snowe, and
Bentley follow:]
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PREPARED STATEMENT OF RtPRESENTATIVE MARILYN LLOYD

I BELIEVE IT IS IMPORTANT FOR THIS COMMITTEE TO CONTINUE ITS
FCCUS ON A PROBLEM THAT IS CATASTROPHIC IN SCOPE --- NOT ONLY FOR
THE ELDERLY, BUT FOR EVERY AMERICAN WHO IS EITHER UNINSURED OR
UNDERINSURED AGAINST THE RISK OF ILLNESS.

AT A CONGRESSIONAL HEARING WHICH WAS HELD IN CHATTANOOGA,
TENNESSEE, IN MARCH OF THIS YEAR, WE HEARD WITNESS AFTER WITNESS
DOCUMENT THE INADEQUACIES OF THE MEDICARE PROGRAM, WHICH, AS WE
KNOW, OFFERS LITTLE IF ANY PROTECTION AGAINST THE RAVAGES OF
CHRONIC AFFLICTIONS THAT REQUIRE LONG-TEEFM CARE.

MOST FAMILIES HAVE THEIR HANDS FULL JUST TRYING TO COPE WITH THE
EMOTIONAL STRAINS OF CARING FOR A LOVED ONE WHO HAS BEEN STRICKEN
WITH A CHRONIC DISEASE OR ILLNESS. WHEN YOU ADD TO THIS STRAIN
THE COST OF PROVIDING CARE TAT IS JOT COVERED BY INSURANCE, THE

COMBINATION CAN HAVE "CAT.: :WaLF:

* TUUIZFQUENCES FOR THE FAMILY.

AND, WHEN THF FAMILY'S RE&D%°7> “RE .1 AUSTED, THE BEURDEN IS THEN

PASSED ON TO THE COMMUNITY. E.&N THOSE WHO CONSIDER THEMSELVES
FINANCIALLY SECURE CAN BE PAUPERIZED BY THE COST OF PROVIDING
UNINSURED CARE FOR THEMSELVES OR A LOVED ONE GVER AN EXTENDED
PERIOD OF TIME.

MOST OF US WORK HARD ALL OF OUR LIVES TO BUILD OUR OWN "SAFETY
NET™. WE WANT TO BE INDEPENDENT. WE DO NOT WANT TO BE A BURDEN
ON OUR FAMILIES OR QUR COMMUNITIES. OUR 'SAFETY NET® IS USUALLY
STRONG ENOUGH TO SUPPORT US SO LONG AS WE CAN STAY IN RELATIVELY
GOOD HEALTH. WE STRIVE TO KEEP OURSELVES FIT BECAUSE WE KNOW THAT

IS THE KEY TO OUR INDEPENDENCE. WHAT MOST OF US FEAR MORE THAN
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DEATH, IS THE THREAT OF A MENTALLY OR PHYSICALLY DEBILITATING
ILLNESS OR DISEASE THAT COULD DESTROY QUR SAFETY NET AND WITH IT
THE QUALITY OF LIFE THAT WE HOLD DEAR.

IF WE AS A SOCIETY TRULY BELIEVE THAT HAVING ACCESS TO
APPROPRIATE AND AFFORDABLE HEALTH CARE IS AN AMERICAN RIGHT, THEN
IT IS TIME FOR US TO RECONCILE OURSELVES TO THE FACT THAT WE HAVE
A LONG WAY TO GO IN MEETING MT PROMISE.

I THINK IT IS TIME FOR. US TO TAKE A GOOD HARD LOOK AT WHAT IS
HAPPENING TO PEOPLE WHO ARE CAUGHT UP IN THE HEALTH INSURANCE
AVAILABILITY AND AFFORDABILITY CRISIS --~- THE 30 MILLION PEOPLE
WHO ARE TOTALLY UNINSURED AND THE MILLIONS OF OTHERS --- INCLUDING
THOSE ON MEDICARE --- WHO ARE UNDERINSURED WHEN IT COMES TO
CHRONIC HEALTH PROBLEMS THAT REQUIRE EXTENDED CARE.

SOME OF US IN THE CONGRESS HAVE ALREADY OFFERED PROPOSALS TO
DEAL WITH THIS CRISIS, AND WE'RE EAGERLY WAITING ON THE

ADMINISTRATION'S PROPOSAL, SO THAT WE CAN PROCEED TO DEVELOP WHAT
I HOPE WILL BE A COMPREHENSIVE ANSWER TO THIS MOST PRESSING
PROBLEM.

I WANT TO THANK TODAY'S WITNESSES FOR HELPING THE COMMITTEE TO
DOCUMENT THE DIMENSIONS OF THE PROBLEM. THEIR TESTIMONY WILL BE

OF GREAT VALUE TO THE COMMITTEE AND THE CONGRESS.
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PREPARED STATEMENT OF REPRESENTATIVE OLYMPIA J. SNOWE
MR- CHAIRMAN, | WANT TO COMMEND YOU FOR HOLDING THIS

HEARING TO EXAMINE THE PROBLEMS COF THOSE WHO HAVE LITTLE OR
NO HEALTH CARE COVERAGE.

IT ¥S INDEED UNFORTUNATE THAT MORE THAN THINTY MILLION
PEOPLE IN THIS COUNTRY GO WITHOUT SUCH VITALLY IMPORTANT
PROTECTION AS HEALTH INSURANCE- WHILE SOME OF THOSE WHO ARE
AT RISK ARE LAID-OFF WORKERS, THE VAST MAJORITY ARE EMPLOYED
PEOPLE AND THEIR DEPENDENTS. MANY SELF~EMPLOYED INDIVIDUALS
AND THOSE WORKING FOR SMALL COMPANIES WITHOUT HEALTH CARE
COVERAGE CANNOT AFFORD TO PURCHASE THEIR OWN HEALTH
INSURANCE- MORE THAN 9 MILLION EMPLOYED PERSONS ARE
UNINSURED AND TOGETHER WITH THEIR DEPE!DENTS THIS GROUP
ACCOUNTS FOR THREETQUARTERS OF ALL PERSONS WHO LACK
COVERAGE: UNE THIRD OF THE UNINSURED ARE CHILDREN AND TWO-
FIFTHS OF THE UNINSURED CHILDREN LIVE IN FAMILIES HEADED BY
A FEMALE.

IT Is NOT SURPRISING THAT MANY OF THESE PEOPLE GO
WITHOUT NEEDED MEDICAL CARE- [N MANY SITUATIONS IT 1s
NECESSARY FOR A PARENT TO CHOOSE BETWEEN SLACING FOOD ON THE
TABLE OR GETTING NEEDED MEDICAL CARE.

THE LACK OF SUFFICIENT HEALTH INSURANCE ALSO Is
BECOMING A SERIOUS PROBLEM FOR HOSPITALS ACROSS THE
COUNTRY. IN 1982 ALONE, HOSPITALS IN THE U.$. pROVILED
BETYEEN $b AND $/.5 BILLION OF UNPAID CARE- MANY HOSPITALS
WILL NOT HOW PROVIDE UNCOMPENSATED CARE, AND IN TURN THIS
PLACES HUMAN LIFE IN SERIOUS JEOPARDY. | KNOW WE HAVE ALL
HEARD STORIES OF PREGNANT WOMEN OR [LL PATIENTS BEING DENIED
ADMISSION TO ONE OR MORE LOCAL HOSPITALS.

[f 1s HOPED THAT THE RECENT UPWARD TREND IN THE NUMBER
OF UNINSURED PEOPLE HAY BE CURBED BY A PROVISIOX [N THE
ConsoLIDATED UMNIBUS BUDGET RECONCILIATION ACT KEQUIRING ALL
EMPLOYERS TO INCLUDE A CONTINUATION OPTION FOR FORMER
EMPLOYEES. |HE CONTINUATION OF THE GROUP HEALTH INSURANCE
WILL ENABLE W!DOWS, DIVORCED sPnUsEs..sPOUsEs OF MEDICARE
ELIGIBLE EMPLOYEES AND DEPENDENT CHILOKEN TO CONTINUE FOR
THREE YEARS, AT THEIR OWN EXPENSE, ON A GROUP POLICY:
TERMINATED EMPLOYEES, EXCEPT [N CASES OF GROSS MISCONDYCT,
MUST BE PROVIDED WITH AN lB~MONTH CONYINUATION OPTION-

THE CUBRA PROVISION, HOWEVER, DOES NOT ELIMINATE THE
PROBLEM OF THE UNINSURED AND THE UNDERINSUREDs MANY SMALL
EMPLOYERS CANNUT AFFORD TO HAVE A HEALTH FLAN, AND MANY
ELRERLY PEOPLE COVERED BY MEDICARE CANNOT AFFORD TO PURCHASE
MENIGAP INSURANCE.

MR. CHAIRMAN, | LOOK FORWARD TO HEARING FROM THE
EXCELLENT PANEL JF WITNESSES WHO PRCMISE TO SHED FURTHER

LIGHT ON THIS SERIOUS PROBLEM.
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PREPARED STATEMENT OF REPRESENTATIVE HELEN DELICH BENTLEY

It is a faot that the growing number of uninsured and underinsured
persons and the inoreasing numbers of poverty strioken health oare
reaipients have given momentum to oomprehensive health oare legislation.

I oommend the Chairman for his insight on the issue of health eare and agree
with his deocision to explore and implement effeaotive health poliaies. For
this reason I was oompelled to all for a field hearing in Aprii...a hearing
whioh expiored out-of-pooket healtn oare gosts.

Health eare, espeoially for the elderly and those who have experienced
catastrophio illnesses, is a necessity. Affordability] often sealed down by
saorifioing quality, is no longer a tangible goal.

Health oare is & right, not a privelege; all oitizens should have
acoess to affordable health oare plans. It is a disgrase when health oare
statistios are so glum in a nation whioh has 3o muoh to offer, An estimated
40 million persons are now without health insurance, a 25 percent inorease
sinoe 1677. Unemployment, widowhood, divoroe and early retirement agaount
for this astronomieal figure.

Similarly, there are many millions of persons who are unéerinsured.
Their existing health care policies are inadequate and they are not assured

of acoess to needed health oare nor are they proteoted from oatstrophio

health qosts.

Laok of suffieient insurance effeots not only these peoples' lives
should they face catastrcphio injury or fllness, but it also offeats thne
existing medicaid and medicare policies. It seems to prove the »ddage "what
oomes around goes around.” This committee must gorreot the ineffioiencies
in our ourrent system. . . we must take aotion now to improve our system., I
weldome the witncuses and am anxious to hear their testimony. Testimony

whioh I hope wiil enlighten the Members of this Committee.

< 29
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The CHAIRMAN. Our first witness this morning is Joyce Gordon,
who will convey to us the persenal tragedy of being underinsured.
Her 17-year-old daughter suffered a severe brain injury in an auto-
mobile accident. The insurance companies terminated payment for
the $8,000-a-week cost of hespitalization because they just came to
the conclusion that the daughter was not making enough progress
in the recovery. The Gordons will have to bear most of the cost of
care for their daughter.

This is a good example of the suffering that goes on among fami-
lies throughout the United States. I appreciate Ms. Gordon’s will-
ingiess to share their personal tragedy with us. I know it is not
easy, but we greatly appreciate your presence and ask you to pro-
ceed in any manner you desire.

STATEMENT OF JOYCE GORDON, FORT WASHINGTON, MD,
MOTHER OF BRAIN-INJURED CHILD

Ms. GorpoN. Thank you, Mr. Chairman, and committee members
for the opportunity to share with you the details of an experience
that my family and I have been living through for the past 10
months. It is an experience of which you hear about or think only
happens to others but could never touch you or your family.

My first-born child is 17 years old and lies in a semicoma state
today. Karen was 16 years old when she was injured. She, her
sister, and three other teenagers were returning home from a
church youth fellowship meeting on November 18, 1985. The car,
driven by a classmate, swerved to miss an oncoming car head on
and in doing so missed the car but struck a telephone pole. Karen,
the only passenger wearing a seat belt, was the only one severely
injured in the accident. She was transported by helicopter to the
shock trauma unit at Prince Georges General Hospital where
sometime that night the doctors told us she was in a coma and had
suffered severe brain damage. From that night on, there have been
many emotional and stressful moments brought on by this devas-
tating event.

A severe head injury can radically change the life of the individ-
ual and family. A serious head injury results in the loss of con-
sciousness or coma. The state of unconsciousness may be hours but
also may last for an extended time period. Experience has shown
that the longer the coma, the more likely that the person will
suffer functional deficits. Intellectual impairment problems, behav-
ioral disorders and related physical disabilities are some of the
problems likely to occur. Rehabilitation for the person and counsel-
ing for the injured person are ofien needed for months or possibly
years. Head injury patients who are not rapidly admitted to inten-
sive rehabilitation programs require twice as long a rehabilitation
period as those rapidly admitted.

Karen began a therapy program at Mount Vernon Rehabilitation
Center in Alexandria, VA on January 18, 1986. Her care concen-
trated first on overceming physical problems, such as high fevers,
infections, and flustuating vital signs. Once these were under con-
trol, she began her pregram of learning how to live again. Imagine
hearing voices but not comprehending the meaning of what is
being said. The sounds you hear are lost in a jumble, and you can’t
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remember how to respond to the words. You see objects, familiar
objects, but you can’t remember what they are for or how to use
them. You have forgotten how to do all of those ' g5 that we -
take for granted, like brushing your teeth. You hear people talking
to you, helping you walk, gently leading you back into a world that
has been lost to you for an infinite period of time. This is where
Karen exists today.

We decided to bring Karen home as opposed to placing her in a
nursing care facility and continue her care as much as we could
after we were told by the staff at Mount Vernon that due to
Karen’s slow progress our insurance companies would no longer
cover her hospital costs.

My husband’s major medical insurance reads as such, “If you are
admitted to a specialized hospital (of which Mount Vernon is) ap-
proved by said plan, you will receive a credit of up to 85 percent
toward the usual charges of that hospital for 150 days.” My insur-
ance coverage reads like a photocopy of the above. One hundred
and fifty days, which is approximately 5 months of time, to recover
from a severe head injury. One of Karen’s doctors told my husband
and I very early during Karen’s illness that the brain was very
much like the nervous system in its recovery—slow and deliberate.
It could take as leng as 2 years to heal. Two years and the insur-
ance companies gave us 5 montks. Therefore, you can imagine our
anger when we were told the insurance company felt Karen’s
progress was slow.

Head injury survivers are a new group. A few years ago, Karen
would not be here, but today 50,00511;0 70,000 severe head injury
patients survive each year. Statistics state the cost to provide care
fgr a head injury survivor for life is anywhere from $4 to $9 :nil-
ion.

My husband and I had always considered ourselves among the
fortunate, good jobs with good benefits, good kids, an overall good
life, but the emotional and financial stress of this catastrophiv ill-
ness has created a very tense environment. Add to this frustration
and heiplessness in trying to get assistance. We find that because
we are classified as “middle class,” own a home and are not on the
brink of bankruptcy, we qualify for no assistance. We are among
the under-insured—that growing number of eople due to the won-
derful technology of modern medicine which is saving more and
more lives. Karen’s care at home cost approximately $2,000 per
month, 10 percent of which is covered by my insurance. Ten per-
cent is a very small percentage indeed. X family with no savings,
investments, o other means of additional income could be totally
wiped out. It is easy to say that comprehensive programs are
needeglt. it is another matter to recognize that need and then to act
upon it.

Our story is just one example of thousands out there in similar
- situations who found out that no family is exempt from this type of
tragedy. They say everything happens for a reason. I would like to
think that Karen’s suffering has some meaning. If that reason is to
help alert you and the public of the financial catastrophes experi-
enced by individuals and families who not only are lacking insur-

an(lz)e but those who have inadequate health insurance as well, then
so be it.
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Thank you.

The CHAIRMAN. ““ni you, Mrs. Gordon.

The next witness is a distinguished gentleman, a young man w#o
just turned 80 years old on August 26. Dr. Sabin, may I wish you a
belated happy birthday, and I understand that you continue to be as
active now as you have been in the past, and I can understand why.
You have had an excellent career and made a tremendous contribu-
tion to humanity. Dr. Albert Sabin is a biologist and is most known
for the development of the Sabin oral vaccine.

In recent times, he was the recipient of the Presidential Medal of
Freedom, the Medal of Liberty, all due to his excellent work. This
gentleman has saved thousands upon thousands of individuals from
a disease that I remember crippled thousands at one time.

It is a real pleasure to ask Dr. Sabin to proceed in any manner
that he may desire. Please proceed, Dr. Sabin.

STATEMENT OF ALBERT B. SABIN, M.D., DEVELOPER OF SABIN

POLIO VACCINE; R¥ ;: "ENT OF MEDALS OF FREEDOM AND
LIBERTY '

Dr. SaBIN. Mr. Chairman, me:"2rs of the committee, first of all,
- thank you very much for your kind remarks and for inviting me to
this hearing. Unfortunately, much unfinished business has prevent-
ed me from preparing a statement, and I had no time to even orga-
nize my thoughts until this morning, and here is what I came to.

I asked myself what I could contribute as an 80-year old physi-
cian who has spent his entire life in medical research rather than
in medical practice. Well, since I am here, I hope you will permit
me to express a perscnal view on how the explosion of new money
provided by medical research for medical practice is to a large
extent responsible not caly for the excellent health care that is ap-
parently available to the majority of Americans, but also for a
medical practice that too frequently has lost its very important
components of human compassion and its availability to all, re-
gardlesg of ability to pay.

There was a time when medical practice was about 90 percent
human compassion and about 10 percent kriowledge. That was in
my youth. Now, with all the new knowledge that medical research
has provided and must continue to provide for the best possible
health care, the old system leaves almost no time for the essential
human compassion. Cempassion without knowledge is helpless and
knowledge without compassion is insufficient for the practice of
medicine.

The most important current challenge, in my way of looking at
it, is_how best to achieve the desirable objective of combining
knowledge with compassion in the best possiblle doctor-patient rela-
tionship within a framework that meets the justifiable expectations
of society for optimal human health care without reference to the
ability of many individuals to pay the ever-increasing and current-
ly almost prohibitive costs of such care.

Medicine has been and must continue to be professional men and
women dedicated to the relief of human misery. It must not
become a business for profit. I deplore the increasing commercial-
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ization of hLealth care. Sure, it costs money, a lot of money, to pro-
vide decent health care to all. I believe it can and should be done
in a way that highly trained physicians and allied health profes-
sionals are properly corapensated, that hospitals are used not for
the physician’s convenience, as it sometimes is, but only for serv-
icss that cannot be performed equally well in ambulatory health
care facilities.

The old system—and I think here comes the rub—the old system
of compensation by fee for each item of professional service or for
each item of material or service used in a hospital, like so many
items in a supermarket, does not leave the physician striving for
ever enough income, enough time, for human compassion, and
makes a hospital a business organization for profit that is not com-
patible in my view with the best health care at a price that the
individual American and society can afford.

Let me now mention some of the problems and what I think may
be an approach to overcome them. The problem resulting from ex-
tensive new knowledge is the extraordinary degree of specialization
that it requires now to deliver health care. We cannot turn back
the clock. We cannot do without it. I have seen reports estimating
that currently about 90 percent of all physicians in medical prac-
tice are specialists of one kind or another, and presumably there
are 60 or more different specialties.

It used to be the other way around years ago, and I believe that
what we need now as a result of this is not merely some relief,
temporary however it may be necessary, a physician knows that
very well when he approaches a complex prokiem, but a new ap-
proach to the delivery of health care, and that is we really need a
new kind of specialist, a specialist that I would call a total care
physician.

Now, a total care physician is quite different from our so-called
primary health care physician, which we already have, the family
physician, which we already have, or the general practitioner,
whaich we already have. He must be a specialist who knows what
all the other specialists’ specialties can provide for the proper han-
dling of a patient, and then he must also be the person to whom
the reports of the specialists are addressed, and then he is the
person who deals with the patient in a compassionate way. And in
order to have time to do that, he cannot continue in the present
systemn where he gets paid for every little thing that he does.

For that reason I consider, Mr. Chairman, the statement that
you have in your proposal for a long-term solution of the problem,
health maintenance organizations are at the very bottoin of this,
and it is not anything new or different in the United States, There
have been excellent health maintenance organizations, like the
Kaiser plan, which was in World War II, and there are many more,
but I regret very much that this also has become a commercial ac.
tivity, and I think it should not and it cannot.

A proper health maintenance organization should involve total
families from beginning to end, should have large numbers in
order to make it operable, and, therefore, it should also provide
prepaid total health care for the American people, and in such a
system the total care physician would be the king pin, and he must
be the same physician that sees the patient every time the patient
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comes and not somebody different each time. And he is in the same
place, in ambulatory health care facilities rather than hospitals.
There are sufficient specialists medically for the patient to contact
and obtain the necessary workup, also helped by allied health pro-
fessionals who don’t need all the training that a physician has.

And I think that only when such a system—which already exists
in the United States but I think is being badly implemented by too
many improper health maintenance organizations—when this
comes, there will be a situation in which a doctor can stil! deliver
the best possible care and be dedicated to the relief of human
misery without thinking what he gets for it. But he should be prop-
erly compensated.

And then I think any system must involve a method for people
who cannot afford to pay to become members of such prepaid
health services.

I want to conclude, Mr. Chairman, with a conviction I have
somehow developed over the years that in a civilized compsssionate
nation, there can be no place for a system that deprives uninsured
and underinsured people of access to the same quality of health
care, the same quality I say with malice aforethought, so to speak,
the same quality of health care that is the privilege of those who
can afford the best. ,

Thank you very much.

The CaairMAN. Thank you, Doctor. The next witness is the presi-
dent of the National Education Association, Ms. Mary Hatwood Fu-
trell, who has focused national attention on the need to improve
the quality of education. Her recent efforts in that cause include
launching Operation Rescue, a national campaign to combat illiter-
acy and the school dropout problem, and serving on the Carnegie
Forum on Education. :

Ms. Futrell will testify on two critical elements in America’s
future. No. 1 will be our children. No. 2 will be their teachers. She
will focus on how their lack of adequate health insurance threatens
the future of all Americans.

There is a vote on the floor. We will recess and hear your state-
ment immediately after we return. Thank you.

[Recess.]

The CuairmMaN. The hearing will resume.

Ms. Futrell, would you please proceed in any manner you desire.

STATEMENT OF MARY HATWOOD FUTRELL, PRESIDENT,
NATIONAL EDUCATION ASSOCIATION

Ms. Furrern. Thank you very much, Mr. Chairman.

Mr. Chairman, and members of the committee, I am Mary
Hatwood Futrell, president of the 1.8 inillion member National
Education Association.

NEA’s interest in the issue of health care in this country stems
itom our interest in advancing good public policy and from our in-
terest in the welfare of all Americans, but especially that of our
members and their families.

It stems from our deep concern about the well being and future
of America’s children and it stems from our deep commitment to
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quality education for 2ll, for there is a direct correlaticn between
heaith care and the learning process.

Nlness—particularly chronic, debiliiating illness—is one of the
most devastating things that affect American families. Not only
does a serious illness exact 2 physical toll on individuals, it can
create severe emotional and financial hardships for an entire
family. The fear of succumbing to such devastation haunts many

ericans,

The repercussions of such physical and financial hardship extend
to the widest reaches of a family. When the victim is a child, the
burden is all the more painful. But children are also prey to the
psychological effect on families, the demands of time that rob them
of attention, and the economic consequences that can trap them in
iives of Jimited hope and opportunity.

There are many who believe that healtk insurance protects the
majority of Americans, but—between those who have no health in-
surance coverage st all and t.aose whose protection is entirely inad-
equate—the truth is otherwise.

An estimated 85 million £ mericans have no health insurance at
all, includirg 26 million working families. Conservative estimates
project that more than one-third of the uninsured are chil..ren.

NEA is also concerned about the extent of coverage in private
and public family health plans. In response to rapidly rising health
care costs, health insurance providers are discouraging reliance on
health insurance through high copayments and deductibles, often
to the detriment of those covered. The Commerce Department re-
ports that the typical costs for a family of four, including deducti-
ble and copayments, was between $500 and $700 a year in 1985,
This approach discourages preventative examinations and treat-
ment which could reduce the need for more expensive remedial
care,

Our Nation clearly has the resources and the technelogy to treat
and prevent a broad array of physical ills. To perform medical mir-
acles to some and deny basic health services to others is a national
shame. The United States is the only industrialized nation in the
world, besides the Republic of South Africa, that does not provide
some type of national health insurance.

The impact on the classroom. The effects of inadequate and
uneven access to health care on academic performance begin well
before a child starts to school. Inadequate prenatal and early child-
hood care, for example, can retard a child’s intellectual evelop-
ment, a setback which is extremely difficult and expensive to com-
pensate for in remedial education programs.

Health problems can cause obstacles to learning in direct ways.
Far too often we find children who appear to have learning disabil-
ities, but who instead are suffering from malnutrition or treatable

iseases. Many students are compelled to drop out to care for a sick
family member or to work to support the family when the primary
earner is incapacitated.

Education and health issues are related in other ways. Children
are susceptible to many minor illnesses in the school setting, and
yet not all families can afford adequate treatment. Schools are
asked to play an important role in health care, through such ef-
forts as requiring immunization and screening for hearing and
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visual problems. Schools are also held responsible for identifying
victims of physical and sexual abuse or for identifying those who
are chemically dependent.

Schools can play an appropriate role in coordinating health and
other services. But as a society, we must ensure broader access to
programs for preventative health care and treatment.

Deficiencies in access tc health care are serious problems for edu-
cation employees themselves,

According to Education Research Services, oaly 34 percent of
America’s public school districts provide fully paid family ceverage,
while 84 percent of the public school districts provide fully paid
sinile coverage. The cost of purchasing group family coverage is
prohibitive for far too many education employees, while the conse-
quences for not being covered are devastating.

The average teacher salary for 1985-86 was $25,250, while the
average income for teacher families in 1985 was approximately
$39,000. The costs of purchasing family coverage—e * = for thos=
with access to group rates—represents some 17.5 percent of an indi-
vidual’s take home pay for the average single-income teacher
family and more than 11.5 percent of the average teacher family.
But there are many teacher families whose income is far kelow the
average. Arid adequate family coverage is even farther out of reach
for many education support employees, as well as retired education
empleyees of all job classifications.

Clearly, to continue to rely on private health insurance providers
will only perpetuate the inadeguacies and deficiencies of the cur-
rent system. There is a rote for local and State governments in pro-
viding quality health care insurance, at the very least, for all
public employees. The reality is that such universzl coverage is
still a long way off, and the trends are not favorable.

If we are to ensure quality health care for all Americans, the
Federal Government must play a leadership role. Therefore, we
subscribe to the following principles.

Principles of a national health insurance plain:

One, NEA believes that access to affcrdable, quality health care
is a basic right of all Americans.

Two, Federal health care legislation should be built on the solid
foundation of social insurance established in such programs as
Medicare and Social Security, and should not be means-tested.

Three, it must be universal in scope and comprehensive in cover-
age, including preventive, acute, rehabilitative, and long-term serv-
ices in and out of the hospital.

Four, Federal health care legislation should include specific
standards for quality assurance.

Five, the national program must help contain health care costs.

Six, the administration of the program should be a state respon-
sibility, with specific minimal standards.

Seven, the Federal program should encourage innovation in the
development of organize systems of health care delivery and fi-
nance.

Eight, a national advisory board with eciuitable representation of
consumers and health care providers should be established and em-
powered to make recommendations to the executive and legislative
branches for future development of the program.
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Nine, nothing in the program should force public employees in
states which have established their own statewide health care
plans to become part of the Medicare system, nor should it discour-
age the development of comparable state health programs.

In conclusion, Mr. Chairman, we applaud your initiative in intro-
ducing H.R. 5070, and we welcome these hearings as a sign of re-
newed congressional interest in a truly comprehensive health care
plan for all Americans. Your bill properly combines a number of
related health programs and extends benefits in areas where such
extensions are sorely needed.

It is imperative that the funding sources of a national health
care plan be stable and adequate to do the job properly.

The urgent need for a compreheusive health care plan compels
us to reexamine our national priorities. It is our hope that this re-
examination will result in the development of programs which pro-
vide quality health care and quality education and ultimately
result in the strength and prosperity of our people and our Nation.

The United States is the only industrialized nation in the world
besides the Republic of South Africa that does not provide some
type of national bwalth insurance., The urgent need for a compre-
hensive health care plan comp;s us to reexamine our national pri-
orities. It is our hope that th 5 re aminatior -l:r ' 'y the de-
velopment of programs which pruvide uality wealth ¢ ;2 and qu..
ity education, and result in the strenath and prosperity of our peo-
ples and our Nation.

Thank you. .

[The prepared statement of Ms. Fu; reli follows:j
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PREPARED STATEMENT OF MARY HATWOOD FUTRELL, PRESIDENT, NATIONAL
EDUCATION ASSOCIATION

Mr. Chairman and Membnrs of the committee:

I am Mary Hatwood Futrell, president of the 1.8 million-member
National Education Association. We appreciate thiy opportunity
to testify on a.comprehensive plan to address ‘the health care
needs of the American people. While we are deeply concerned
about this issue as it affects our nation's people as a whole,
our testimony today will focus on the education employzas of this
country and the children we serve in the public schools. .

NEA has.long supported the establishment of a national health
policy that will meet the needs of all Americans. NEA's support
for such a plan, reaffirmed at our national convention this past
summer, is based on the belief that access to adequate health
care is a right of ever{ citizen. We believe that a national
health insurance plan shoulé@ be gupperted and funded by the U.S.
Congress, that the flan should encourage diversity and
flexibility in the provision of health carc services, and that
this plan must be mandatory and be provided by both public and
private agencies that have aubatuntgul consumer representation on
their governing boards.

NEA'Ss interest in this issue stems from otvr interest in
advancing good public policy and from our interest in the welfare
of our members and their families, It gtems from our deep concern
about the well-being and future of America's children. And it
stems from our deep commitment to quality education for all, for
there is a direct correlation betwezn health care and the

_learning process.

The extent of the problem

Illness — particularly chrenic, debilitating illness — is oae
of the most devastating things that affect American families.
Not only does a serious illness exact a physical toll on
individuals, it can create severe emotional and financial
hardships for an entire family. The fear of succumbing to such
c¢evastation haunts many Americans.

The repercussions of such physical and financial hardship
extend to the widest reaches of a family. When the victim iz a
child, the burden is all the more painful. But children are also
prey to the psychological effect on families, the demands of time
that rob them of attention, and the ic q that
can trap them in lives of limited hope and opportunity.

There are many who believe that health insurance protects the
majority of Americans, but — between those who have no health
insurance coverage at all and those whose protection is entirely
inadequate — the truth i8 otherwise.

An estimated 35 million Americans have no hezlth insurance at
all, including 26 millior working families. Conservative °
estimates project that more than one-~third of the uninsured are
children.

Indications are that rather increasing, access to health care
coverage is declining. According to the National Citizens Board .
of Inquiry into Health in America:

o In 1982 alone, at least 700,000 poor children lost all
Medicaid benefits because of cutbacks in federal and state
welfare budgets and in eligiblity standzrds.

o A 95 percent increase over three years in Blue Cross/Blue
Shield group health premiums has resulted in a steady drop of
subscribers to the group health plan.

o The private insurance industry is responding to health care

inflation by avoiding coverage of preventative care, cutting
berefits, and shifting more responsibility to the consumer.
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Mr. Chairman, this issue is not limited to those who lack
employment. Of course, since most health ilnsurance in this
country is made available through employers, the unemployed are
at tc d risk b of a lack of health care coverage.
But today, the cost of family health insurance, either through
private or group plans, is out of reach of many working
Americans. ~Between 25 and 35 percent of the Ame.ican work force
lacks health coverage of any kind, largely because the cost of
even the most miniwal health insurance coverage -- that is, a
plan with high deductibles and copayments —-- can consume too
great a share of a family's total income.

Moreover, there is a disturbing gap between coverage for
adults and for children, brought about by limitations in coverage
restricting such things as well baby care, immunization, and
regular checkups, exacerbated by the tendency of many employer-

rovided health plans to provide fully- or partialiy-paid
nsurance for the worker, but not for dependents.

Inadequate coverage

NEA is also concerned about the extent of coverage jin private
and public family health plans. In response to rapidly rising
health care costs, health insurance providers are discouraging
reliance on health insurance through high copayments and
deductibles, often to the detriment of those covered. ‘The
Commerce Depaitment reports that the typical costs for a family
of four, including deductible and copayments, was between $500
and $700 a year in 1985. This approach discourages preventative
examinations and treatment which could reduce the need for more
expensive remedial care.

Our nation clearly has the resources and the techLnolagy to
treat and prevent a broad array of physical ills. To perform
medical miracles to some and deny basic health services to others
is a national shame. The United States is the only
industrialized nation in the world, besides the Republic of South
Africa, that does not provide some type of national health
insurance. .

The impact on tﬁe classroom

The effects of inadequate and uneven access to health care on
academic p.:rformance begin well before a child starts to school.
Inadequate prenatal and early childhood care, for example, can
retard a child's intellectual development, a setback which is
extremely difficult and expensive to compensate for in remedial
education programs.

Health problems can cause obstacles to learning in direct
ways. Far too often we find children who appear to have learning
disabilities, but who instead are suffering from malnutrition or
treatable diseases. Many students are compelled to drop out to
care for a sick family member or to work to support the family
when the primary earner is incapacitated.

Education and health issues are related in other ways.
Children are susceptible to many minor illnesses in the school
setting, and yet not all famililes can afford adequate treatment.
Schools are asked tc play an important role in health care,
through such efforts as requiring immunization and screening for
hearing and visual problems. Schools are also held responsible
for identifying victims of physical or sexual abuse or for
identifying those who are chemically dependent.

Schools will continue to have noninstructional
responsibilities for the health and welfare of their students,
and schools can, in fact, play an appropriate role in
coordinating health and other services. But as a society, we
must ensure broader access to programs for preventative health
care and treatment.

Educational problems cannot be divorced from the needs of the
whole child. Por many students, education reform efforts are an
empty promise if American children are denied full access to
basic health care.

The_impact on education employees

Deficiencies in access to health care are serious problems for
education employees themselves. -
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Attached hereto is a series of diagrams supporting these
assertions. These diagrams are based on data published by the
Department of Health and Human Services along with its press
release of July 29, 1986, on macro-economic data published in the
Economic Report of the President, transmitted to Congress in
February of 1986, and on data published by the U.S. Bureau of
Labor Statistics in its motnhly updates on inflation. Each of the
diagrams is annotated at the bottom. The graphs therefore require
no further amplification.

Of particutar interest to the busy reader will be Figure &,
which iffustrates with stunning clarity the difference between
nominal doltar figures Cunadjusted for inflation) and real dollar
figures Cexpressed in constant 1985 dollars). 1t will be seen
that in the tate 1970s, when the nominal figures were growing at
ever larger annual rates, the corresponding real figures were
actually growing at successively declining growth rates. Exactly
the opposite has occured since 1980. The nominal figures have
risen since that time at sver falling annual growth rates--the
phenomenon celebrated in the press refease--while for the most
part the annual growth rates in real health expenditures have
been rising since 1980.

Also of special interest to busy readers will be Figure 8.
That graph shows the ratio of annual inflation in the
Medical-Care Price Index to annual inflation in the Overall
Consumer Price Index. During the late 1970s, the ratio fluctuated
around 1, actuatly falting betow 1 during 1978-80. Since 1980,
however, the ratio has risen much above 1. It reached 2.8 in
1982-83, fell in 1983-84 to 1.6, but has since shot up again to
about 3 Cand much higher still if one includes oil in the Overall
Consumer Price Index). Price infiation in health care actually
took off only after 1980! Figure 12 shows that the momentum may
even be picking up steam this year.

I'f these data do represent merely the false peace of ming
that comes with "money illusion,” then the American health care
sector may be in for a hard time as both government officials and
the business community awake from their pleasant reveries. On the
other hand, it is also conceivable that these officials and
executives have been awake for some time, but are simply
powerless vis-a-vis the folks in the white coats. We shall see in
the latter half of the 1980s.

Finalty, as a fortuitous aside, { found Figure 6 surprising.
We have become conditioned by the media to think of the period
1676-80 as one of economic stagnation, and of the period since
1980 as one of general economic prosperity. Figure6 indicates
that, remarkably, the annual growth rates in renl Gross National
Product durina 1976-80 were Quite respectable by historical
standards, while the picture since 1980 has been rather mixed. In
fact, the average annual compound growth rate in real GNP during
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the four-year period 1976-80 was 3.1%, while the corresponding
average annual growth rate during the five-year period 1980-85
hes been only 2.4%, 1t is not obvious why one should label the
1980s as one of great economic prosperity.
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FIGURE 1

U.S. HEALTH—CARE EXPENDITURES, 1965—85
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This diagran depicts the time path of Natiomal Health Expenditures
in current (nominal) dollars, unadjusted for general price inflation.
The curve is Ssmoothly upward sloping and does not show a sharp break
with the onset of the “pro-competitive" era or with the DRG era.
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FIGURE 2

NATIONAL HEALTH EXPENDITURES

IN CONSTANT 1985 DOLLARS
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This graph shows the trend of National Health Expenditures in
constant 1985 dollars. Adjustment for infaltion was made with
the Consumer Price Index, All Items.

The diagram shows that, if there is a sharp break at all, it
actually occured after 1980, albeit not in the direction one
would have predicted for the "pro-competitive” era: outlays
actually grew more rapidly after 1980 than before!
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FIGURE 3

NATIONAL HEALTH EXPENDITURES 1975-85:
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Thia diagram compares the time Path of nominal National Health
Expenditures with that of real {constant~dollar) National Health
Expenditures.

Even more revealing is a comparison of annual percentage increases
in these two time series, as shown in Figure 4 overleaf.
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% OF THE GNP
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Figure 6 presents the longterm time trend in the percentage of
the Gross National Product being devoted to Health Expenditures.

The picture shows wiggles that reflect mcverments in both the
numerator (National Health Expenditures) and the denominator
(Gross National Product). For example, the sharp decline in

the ration during 1983-84 reflects in good measure the rather
sharp increase in the real GNP during that period, as is shown in
Figure 7 overleaf.

Figure 6 ghows rather clearly that the cost explosiou in health care
actually began in 1980. During the late 19708, the ratio actually
did not grow very much at all.

Figure 6 also auﬁgests what has beer argued earlier: that it uay

be premature, to say the least, to celebrate a victory over the
cost problem in health care.
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FIGURE=6

ANNUAL GROWTH IN REAL GNP

IN CONSTANT 1982 DOLLARS

ANNUAL PEERCENTAGE INCREASE
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SOURCE: EC.REP.OF THE PRES'.'88, p.234.

The above graph shows annual growth rates in real Gross National Product,
the denominator in the ratio "Percentage of the GNP going to Health Care."
The display shows that real GNP grew at an unusually large rate in 1984,
which 1s apt to have contributed to a lowering of the Health Expenditure/
GNP ratio during 1983-84. Thus one should not make too much of the down-
ward blip in the ratio during that period. It did not represent the “tur-
ning of the health-care supertanker on a dime."

As an aside, it may be noted that the much-maligned peried 1976-80 was
actually not one of economic stagnation by historical standards, and by

the standard of the early 1980s. In fact, during the four-year period
1976-80, real GNP grew at an ayerage annual compound rate of 3.04%. By
contrast, during the five-year period 1980-85, real GNP grew at an gverage
annual compound rate of only 2.4%. In retrospect, the period 1980-85 is
unlikely to be noted by historians as one of great economicedvance. It was
a period of boom and bust, with an only moderate average growth nerformance.
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FIGURE 7

TRENDS IN CONSUMER PRICES 1965—85:

CPI-ALL ITEMS vc CPI-MEDICAL CARE

PRICE INDEX, 1967 = 100
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SOURCES: PRESIDENT'S EC.REP, 86, p.3153
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Figure 8 shows movements in two price indeces Since 1965:
o the Consumer Price Index for All Items

o the Consumer Price Index for Medical Care

The diagram shows how sharply the two indeces diverge after 1980.
They began to diverge even before 1980, of course, although there
were years in the later 1970s when the Medical-Care price index
actually rose less rapidly than the overall Consumer Price Index.
The next diagram makes this clear.
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Inflation is measured by the annusl percentage increase in the
relevant price index.

If nne divides the annual increase in the Medical-Care Price Index by
the annual increase in the Consumer Price Index for All Items, then
the last ten years trace out the pattern shown in Figure 9.

It 18 seen that, during 1978-80, the ratio 1s less than one, which
means that Medical-Care pries rose less rapidly than the overall
Consumer Price Index.

Since 1980, the ratio has shot up rapidly, rising to almost 3 in
1983 and then, after a decline to 1.6 in 1984, back up to about
3 in the first quarter of 1986.

Actuall, the overall CPI in the first quarter of 1986 fell by 1.9%.
That fall was driven by the sharp decline in oil prices since the

fall of 1985. If one excludes oil from the CPI, its annualized increase
during the fire~ quarter of 1986 was probably between 2% and 3%. In
Figure 9, the higher of these figures (3%) was used. During that

reriod the Medical-Cire Consumer Price Index rose by an annualized

rate of 8.7%.
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CPI—ALL ITEMS va CPI~-MEDICAL CARE

J3vD TVDIQaW 14D

ANHUAL INFLATION RATES

/4;3'

Sz
0 2

t N L

L3 T
80 81 82 as 84 (1.} a8t

A 4 A
22 c™M-ALL (TEuS m CPi~MEDICAL CARE

Figure 11 showe the actual infdltion rates in the Medical-Care
Price Index and the overall Consumer Price Index fcr the period 1980

to 1985. The ratio plotted in the preceding graph reflects these
inflation rates.
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Eligibility:
AlI'U.S. citizens and residents are eligible far the UsHealth program.

Financing:
Financing comes from several sources as outlined in Section V, "Financing of USHeal th."

Benefitss

Beginning in 1992, the basic heal th benefits packaae, for oll enroilees, are simil~r to
Medicaid "categorically needy" package and include tlie following: inpatient hospital services,
outpatient hospital services, physician services, rural health clinic strvices, laboratory, x-ray
services, EPSDT (for those under age 21), family planning (individuals of chifd-hearing age),
preventive care, prescription drugs, physical therapy, occupational therapy, prosthetic devices,
orthopedic shoes, nursing hame services, home health services, respite care, inpatient
psychiatric hospital services, outpatient rehabilitation, hospice, alcohol and drug abuse
rehabilitation, outpatient mental health, and ather medical or remedial care recognizod under
State law and specified by the USHealth program. Cental (including dentures) and eyeglasses
are added before the year 2000 unless total USHealth expenditures viould excezd 12 percent of
GNP,

More specifically, long terin care benefits ce covered. Fuii coverage is provided with
the cn-payments made to the Trust Fund. The co-payment is waived for inw income and for
spend-down individuals. As part of the long term care benefit package, incentives are to be
developed to encourage families to keep aLTC family riember in their home.

Beneficiaries are protected fram the cost of catastrophic illness but are required to pay
co'nsurance as follows:

a. up to a maximum of $500 per person per year (indexed to per capita GNP) for health

care and skilled nursing home and home health costs, and

b. up to a maximum of §1,000 per persan per year (indexed to per capita Gt P} for non-

skilled long term care costs, '

Payment:

Beginning iri 1992, inpatient hospital care is paid on the basis of Medicare's prospective
payment system using the Diagnostic Related Groux;:ings and adjusted for population
differences (for example, based on a severity indeX). Future hospital prospective payment rate
increases are limited to increases in per capita Gross National Preduct as described in the cost
containment section above. Capital is no longer allowed as a pass through and is added to the
DRG payment. The adjustment to a particular DR nayment reflects the amaunt of capital
required far that DRG. The mean ratio of total capital outlays to total non-capital DRG
Payments is nct 1o exceed the mean ratio for the most fecent three years.

Beginning in 1992, a fixed, prospective fee schedule is used to pay all providers in full for
all non-hospital services (including physician, rursing home, home health, drugs, laboratory).
The fee schedule is developed by the USHealth Administratior in consultation with the
respective provider organizations and consumer groups. In designing the fee schedule,
odjustments should ba inade for differences in resource inputs and input prices. For example,
physician payments should address current inequities among geographic areas, physician
specialties, and types af service. To the extent possible and appropriate, the fee schedule
should reward higher quality providers. For comparison purposes, the mean weighted fea
cannat exceed the mean fee for a similar service paid under the current Medicare system as
amended by this Act. Except for adjiritments to reflect service defivery changes, future fee
increases are limited to no more than increases in per capita Gross National Product.

Beginning in 1992, the payment for HMOs is raised from 95 percent of the Average Area
Per Capita rate (AAPC) to 100 percent of AAPC, The AAPC is adjusted by age, sex, enrcllee
type, and appropriate heclth status factors. (The federal government initiates a national
compaign to encourage beneficiasies to enroll in qualified HMOs.)

Beginning in 1992, the approvad health care provider fee is full payment.

Medical education is paid on the same basis as under current Medicare law. .

This provision does nct apply in States with federally qualified alternative payment
programs,

Celivery System:

+ HMOs are the preferred providers of health care far beneficiaries, The USHealth
Administration shall require require participating HMOs (including HMOs, CMPs, and IPAs) to
be qualified as specified under Title XII1 of the Public Health Service Act beginning jn 1992,
HMOs must continue to be qualified on an annual basis. HMCs shall be penalized or removed
from the program when they no ionger meet the HMO qualification standards. The Office af
Heaith Maintenance Organization's cost {or carrying out the ongoing qualification precess is
covered by the Trust Fund.

Beneficiary Information:

Publications are provided which give side-by"-side comparisons of HMO: in each area of
the country. The use of HMOs is promoted, including the provision of a camparison of HMOs
with the non-HMO providers in terms of quality assurance, covered services, and out-of-pocket
costs to the elderly and disabled. (laformation on the quality assurance system and the
availability of a consumer hot-line are described ir: the quality assurance section.)

B. MED:iCARE AND MEDICAID:

USHealth replaces the current Medicare and Medicaid programs and is built upon those
twa programs. All Medicare and Medicald beneficiaries are ‘entitled to enroll in USHer}zh,
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ANNUAL PERCENTAGE INCREASE
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FIGURE 10

INFLATION: CPI—-ALL vs. CPI MEDICAL CARE

ALL OF 1985 and 19B6, 1st QUARTER
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Figure 12 ghows annual inflatiomrates in the overall Consumer
Price Index, in the Medical~Care Price Irdex, and in several
of the latter's components, for all of 1985 and for the first
quarter of 1986.

It i8 seen that all components of the Medical-Care Price Index
outgrew the overall Consumer Price Index in 1985 and in the
firat quarter of 1986. With the exception of fees for physician
services, the annual inflation rates in the first quarter

of 1986 (for Medical Care) were higher than the corresponding
rates for 1985. This is brough out more clearly in Figure 12
overleaf.

Note that the overall CPI decresed at an annualized rate of 1.9%
during the first quarter of 1986.
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FIGURE 11

INFLATION: CPI ALL ITEMS vs MED. CARE

1985 AND 1at QUARTER 1986
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Figure 12 compares the annual inflation rates for 1985 and the
first quarter of 1986. ’

It 1a seen that the inflation rate for all medical care items other
than physician fees rose over the period.

Once again, a victory over price inflation in heclth care 1s certainly
not evident in these displays.
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FIGURE 13

INFLATION RATES , FIRST HALF OF 1886:

OVERALL INFLATION vs MEDICAL CARE
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SOURCE: U.S. BUREAU CF LABOR STATISTICS

Shown in this diagram are the annualized inflation rates that can be
calculated from Consumer-Price-Index data published by the U.S. Bureau
of Labor Statistics in mid-August, 1986.

These Gata indicate that the trends manifest during the first Juarter
o. 1986 continue unabated.
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The CHAIRMAN. At this particular point, I would like to have
your written statemnent included in the record following your oral
remarks and that would include also the recommendation that you
made with regard to your two-tier health program, which wili, of
course, be carefully studied by the committee. We are looking {for
something that can be done.

The bill that is now under consideration could well nct be the
answer, but whatever it is, we want answers, and we feel that
there is a great nezd for a national health plan.

However, Dr. Helms, it seems to me that you don’t quite agree,
that there is a difference of opinion, at least with this panel.

You did state, however, that there are four ways in which medi-
cal care is financed at the present time; that one is through coin-
mercial insurance, which is twc-thirds of all people covered under
that. You also have public insurance, which is Medicare and Medic-
aid. You have State and local governments, which also finance
medical care and most of that is for the indigent. Then you have
out-of-pocket payments.

But may I ask, if we combine all four plans, can we actually
state that all these four plans also include long-term and cata-
strophic illness?

Dr. HeLMs. That is what I was trying to say, that there are real
gaps in that system. I think the President’s concern and the Secre-
tary’s is based on the knowledge that there are real gaps and there
are real problems. We have had a whole series of hearings on this
study around the country and we have heard numerous stories like
the one that Mrs. Gordon told here this morning; they have im-
pressed the people in the Department who have worked on the
study and also the committee members listening to the hearings.

If you combine all these things, I think we are saying, yes, there
are gaps in the system. But I don’t think that calls for, in the old
traditional sense, a national health insurance plan.

I know Mr. Flemming disagrees with that. We have tried in this
study to analyze all of the options that people have come up with
from the academic community, from the Hill here, and others. I
think that they are analyzed quite throughly in the report.

We have not gotten to the point where we are making choices
about what we are going to recommend. The analysis so far seems
to show that we have got specific gaps in the system and we think
we ought to use the strengths of the existing system to try to make
some changes to address particular gaps, and they are the cata-
strophic and the long-term care situations.

The CHAalRMAN. But you referred to them as gaps.

Dr. HeLms. Well, traditionally long-term care has not been cov-
ered in this country.

The CHAIRMAN. The point is that long-term care has not been
covered.

Dr. HeLms. With the exception of medicaid which many people
qualify for by spending down. It pays a big part of that total! bill
although it varies enormously from State to State. Also, we have a
very infant industry of long-term care insurance, and some people
wlho are wealthier are buying into continuing care community
plans.

But these latter don’t cover very many.
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The CHAIRMAN. But, Dr. Helms, you know I have a little difficul-
ty with your references to gaps and so forth. I think we must estab-
lish the fact that these four plans that you made reference to do
not cover long-term care, they do not deal with the problems of cat-
astrophic illness, and therefore, it is more than a gap, it does affect
over 31 million people in the United States who arc at the present
time uninsured.

Would that be a correct statement?

Dr. Hems. Well, I am not going to get into a discussion of exact-
ly what the numbers are. I think it is a large number.

The CHAIRMAN. What do you think the number is that are unin-
sured? Our numbers are 31 million uninsured. Reference has been
made that there may be as many as 40 million.

What is your figure?

Dr. Herms. There is no single aggregate number that I consider
satisfactory.

The CHAIRMAN. But we do know that there are millions that are
uninsured.

Dr. Herms. Agreed.

The CHAIRMAN. But we don’t know whether there is 20, 31, or 40
million?

Dr. Herms. But I will say traditional insurance provided through
employers has changed a lot over the last few years in the sense
that there is much more catastrophic coverage. I think that Dr.
Reinhardt will probably agree that among economists we think
there is enormous promise for the concept of catastrophic insur-
ance. Certainly for acute care because it is such a rare event.

And even if you look at the statistics on catastrophic long-term
care—depending on your definition—it seemis that it chould be in-
surable.

What we are looking at are the things the Federal Government
_can do to try to take away the barriers and the disincentives that

the commercial insurers have had for providing these kinds of in-
surance. We think there is great promise for that.

The CHAIRMAN. You spoke on ways to reduce or redefine the un-
or under- insured, but you barely mention what the administration
is doing to protect. these Americans. Can you tell us what these spe-
cific plans are for insuring coverage and access to acute and long-
term care for Americans of all ages?

I think ‘#e have established the fact that we do agree there are
millions and while we disagree on the number, I say 31 million,
you may say less, but there is a need for millions of people—a need
for long-term care assistance.

Does the administration or your Department have a specific plan
to address itself to these problems whether it be 31 million, 10 mil-
lii;)n ;)r whatever it is, whatever number you have. Do you have a
plan?

Dr. HeLms. Not at this point. What I have tried to say several
times is that no decisions have been made. But there is a desire to
see what we can do with this. We are looking at several options,
different kinds of plans, that have been put forward for increased
long-term care insurance, for different spend-down provisions, for
reform of Medicaid, for things like home equity conversions.

1313
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We have gone through a number of these different options. I
think most are in the literature. We have tried to do an analysis on
all these.

Which ones we might propose has not yet been decided.

The CuarMaN. Has your Department established who has the
responsibility for caring for the poor? Is it just Medicaid? Do we
have any other plan? )

Dr. HeLms. Well, again, the low income and the indigent are a
substantial part of the study. We are even trying to analyze the ef-
fects of the tax reform legislation on this. The Federa! Government
has a certain responsibility but I don’t think in any sense are we
going to say that the Federal Government should take all that re-
sponsibility. _

The CHAIRMAN. Dr. Helms, I was in social work many, many
jv)ears ago and I remember coming to a conference in Washington,

C, on health care and remember recommendations—resolutions
and recommendations that were passed. At that particular time—
this was before medicare, of course—recommendations were being
made to establish a system where the Government could do certain
things. Since then health educators and people in the health field
have stlclldied it. We continue to study the problem. We know there
is a need.

Why haven’t we dcne something about it up to this time?

Dr. HeLms. Well, because I think that is what Professor Rein-
hardt was getting at. Proposals that would wipe out a major part of
this insurance industry are just not politically realistic.

The CuairMAN. Do you think that the proposed plan, the US
Health plan, if you have read it, do you think that it is designed to
wipe out anything?

Dr. HeLms. I have not had the chance to study it in detail. I
think the financing part of it is probably not realistic, but I do like
certain features having to do with prepaid plans.

The CuHairMAN. Since you brought up the financing end of it, I
have a chart here that shows that back in 1967, U.S. health care
expenditures were in the neighborhood of $50 billion. In 1980, it in-
i:_reased to $250 billion. Teday, in 1986, it is in excess of $400 bil-
ion. -

If it continues to go at this particular rate, it will definitely
exceed 12 percent of the gross national product. Now, the question
that comes to mind, can we afford to exceed that or can we better
afford to set up a system that has cost containment and, at the
same time, provide care at either 12 percent of gross national prod-
uct or less? What choice do we have?

Which would be better? To continue what we are doing or to
come up with a plan that can modify the situation to the point
where the delivery system can be made available to all regardless
of income?

Dr. HeLms. Mr. Chairman, let me say that it is very difficult for
any economist to say what appropriate percent of the gross nation-
al 1product should go for health care.

think that the health insurance industry is going through a
change, and I think it needs to be speeded up. But one of the big-
gest difficulties that all economists get into is trying to predict the
future. I read somewhere recently tﬁat Mr. Penner, of the Congres-
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sional Budget Office, said we economists can’t even predict the
past. I would like to see a system that gives a lot more incentives
for everybody to be efficient. In {hat sense, I think that what per-
cent of the GNP ends up going for health care would be a matter of
consumer choice as opposed to Government mandate.

I do not think governments can really regulate this in any very
efficient way.

The CHaiRMAN. Has your Department designed such a system?

Dr. Heiums. We have taken several stabs at it. The Congress
hasn’t paid much attention to our previous attempts. We hope
when we come out with a catastrophic plan that we will have some
reform features that the Congress will be interested in.

The CHaRMAN. I don’t know of any plan that has been submit-
ted that deais directly with the problem that we have been discuss-
ing or that in any way would resemble putting in place a national
healih system, at least not one that has come from ycur Depart-
ment or any other department of the Federal Government.

Dr. Herms. Well, the Department of Health and Human Services
did put forward, in about 1983, several plans, one to change the tax
treatment of health insurance to get at the problem I thin'z Profes-
sor Reinhardt was talking about.

?The CHAIRMAN. But that was not a catastrophic health plan, was
it?

Dr. HewMs. Not in that sense, but it had several features that we
felt got at the main problems. We also proposed a plan to restruc-
ture Medicare to improve catastrophic coverage for Medicare re-
cipients.

The CHAIRMAN. I remember those particular struggles and re-
member what took place at that particular time. However, the con-
stant reminder to the Congress was that things were costing too
much, that we couldn’t afford more than what was being recom-
mended.

lDr‘5 Reinhardi, as an economist, can we afford a national health
plan?

Mr. REINHARDT. There is no question we could afford it. There is
no question we could spend 12 percent of the GNP on health care
without harming the economy. Wi zther you may want to do that
i, of course, another question. Perhaps with some impudence, but
to make a point, I attached to my formal statement a picture of our
allegedly budget-conscious President in which he boldly takes
credit for spending this fiscal year, $26 billion on agricultural sup-

ort programs. I read that that program’s cost is expected to go to

30 to $35 billion in the next fiscal year. This is money that goes
primarily to induce farmers not to grow food, and much of it winds
up in the pockets of well-to-do farmers or agribusiness.

It is my view that a Nation that can afford to pay that much
money to prevent the growing of food, and that spends so many bil-
lions on weapons of dubious quality could easily afford to spend 12
percent on health care if that is what it takes to keep our system
both humane and the best in the world.

The other thing that is often overlooked which I point out is that
it is a little odd that we salute as a sign of national health when
expenditures on automobiles go up but somehow as a sign of major
calamity when health care expenditures go up.
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One really has to ask ultimately in either case, are the expendi-
tures we make worth the benefits we buy with it?

I think we want our physicians to live well. I don’t think there is
a national mcod to underpay physicians.

I think we want our hospitals to have balanced budgets and our
nurses to be well paid for the work that they do.

The product delivered by the health system is much appreciated
by the American people, and thus I think this Nation w:ll have no
trouble spending 12 percent or so of the GNP on health care if that
burden is fairly shared by the people.

In fact we could afford an even looser and more expensive
system and not mortgage this country anymore than it is, in fact,
being mortgaged in many other more dubious ways under current
Federz] policy.

The CHAIEMAN. Dr. Flemming, what is your opinion with respect
to, No. 1, the need which you have emphasized, and second, can we
afford it. Do you agree with Dr. Reinhardt?

Mr. FLEMMING. Mr. Chairman, in my opening statement, I think
I did point up my own convictions relative to the need. I just think
we face a desperate situation in this country in this area at the
present time and it is growing. You have talked about the number
of people who are uninsured. Back in the latter part of the 1970’s
that number—as I recall, it was around 27 million; it is now, on the
basis of the figures that I have looked at from the Census Bureau
and so on, moved up to approximately 40 million and it keeps
growing.

We are not solving it in any sense of the word at all. Our system
is a patchwork system. There isn’t any question about that at all.

I find myself following Dr. Reinhardt without any difficulty at
all in terms of his comr.ients on our system and in terms of his
comparison of what we confront in this country with what people
c??front in other countries where there is a national health plan in
effect.

Research of the other countries he mentioned, of course, has a
national health plan. As he said, the kind of situation that we con-
front you can’t imagine existing in those countries.

In terms of-—let me say this. I followed Dr. Reinhardt all the way
through to his specific proposal. I recognize that if we have a na-
tional health plan that there will be two tiers, but I see no reason
at all why we should settle for anything less than exists in the
other countries. In other words, that 90 percent of our people
would be under the universal health plan and maybe 5 to 7 or 8
percent of them would cpt to be on the outside.

I do not see any reason at all why we have got to settle for 20
and 80 percent. Of course, I recognize that the poor are really up
against it, but tke thing that I am struck with is that under our
health care system we tell people that you can’t be helped or assist-
ed in any safisfactory way as far as long-term care is concerned
unless you spend down your resources until you become one of the
poor. .

In other words, that situation to me is intolerable and sc that I

feel that we must move for the kind of a plan that is reflected in
your bill.,
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On the cost side of it, as I indicated in my testimony, as I travel
the country, as I talk to audiences oftentimes of clder persous, but
other times made up of other age groups, I am frankly an advocate
for a national health plan and I tell them that I feel that you are
providing the Nation with the kind of leadership that we need in
this area in introduction of this bill and the content of this bill.

I have questions and answers always afterward, and the first
question I will get is, well, aren’t you dreaming when you are out
here advocating something like this when we got $200 billion defi-
cits and we havz a national debt over $2 trillion and so on, and I
know that that is an issue, and I know it is an issue that we have
to confront.

But I try to then talk with them about Canada and the United
States and the fact that 20 years ago we were both in the same
boat as far as our expenditures for health care, about 6.5 percent
gross national product.

Canada in the early 1970’s put a national health plan into effect
including cost-containment features just as your bill contains cost
containment features. Where are they today?

They are at 8.4 percent. I suspect—I krnow you can go up there
and some people will feel there are some things that are not in
that package that ought to be in it and so on, but the point is that
research has access to adequate health care up there.

They got over that particular hurdle. But here w2 are at 10.7.
We have jumped from the 6.5 of 20 years ago and we are up to 10.7.
We have still got roughly 40 million people on the outside looking
in.

Well, there is something wrong with that. We are spending
money that falls under the label of health care wnich really isn’t
health care. The best example of that that I can think of is the mil-
lions we spend on determining whether people are eligible for Med-
icaid and that gets more complicated all the time.

We keep spending more money on it, not less money on it. What
good does that do anybody as far as health care is concerned? That
1s money down the drain.

We make it available to research, and that opens it up. For re-
search you don’t have to spend money for that particular purpose.

As I indicated to you, former Secretary Phil Lee, former Assist-
ant Secretary for Health, really believes that the savings that are
built into a national health plan plus the kind of cost containment
that is included in your bill could add up to the fact that we could
l'éai\}fe a national health plan without an increase in our present

P.

Now, he may be a little overly optimistic in that, but he is an
expert and he follows this constantly day in and day cut. But as-
suming he is, it we have to go up to 12 percent, are you telling me
that we can’t afford 12 percent of GNP in order to at long last im-
plement the right of access to adequate health care—that doesn’t
make sense.

We do have it. We do have the physical capacity to do that. I can
talk about things that we are spending money on that we don’t
need. I am encouraged over the fact thai the Congress at long last
is beginning to bring defense expenditures under control.
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Of course, I agree with Dr. Reinhardt and I agree with George
Will, we are the most undertaxed democratic democracy in the
world and we can get additional revenue in that particular way.

I like your package. I might like something else. I think Dr.
Reinhardt has made a couple suggestions here on getting revenues
that are important and I might like to drop out some things and
put in some things.

But the point is we can put together a package that would estab-
lish the trust fund on which people could count and that package
can be put together in such a way that it will not undermine in
any way the fiscal integrity of our Nation.

The CuairMAN. Thank you, Dr. Flemming.

I agree with you. I think we can put together a package. I think
Dr. Helms has stated that the administration shares the concern of
this committee and the advocates of a national health plan.

There is a difference of opinion as to what can be done. There
seems to be also a difference of opinion as to the number of people
that are underinsured or uninsured.

I don’t see how that difference can come about because that
comes from the most reliable source—the Federal Government.
However, there is difference at least at this meeting. Dr. Flem-
ming, you raised your hand?

Mr. FLEMMING. Just one additional point I would like to make
based a little bit on Dr. Reinhardt’s point. He said he likes, obvi-
ously, the thrust of your bill. 4

But he says he wonders whether we can really move forward
with this kind of an approach in our present political ard moral
climate.

I am a little more optimistic on that. I feel that out of the grass-
roots there is a political and moral climate that will respond to
leadership on this.

The people out there are very, very unhappy over this situation.
Well, a lot of them are suffering.

A lot of them are scared to death that their families will be put
in tha particular position and so on,

Bu:t they have not had a handle to take ahold of. The introduc-
tior: of your bill, holding of these hearings, and the other hearings
thet you will hold and then if the other committees pick this up
and begin holding hearings, will give them a handle to take ahold
of and I can guarantee you that the Members of the House of Rep-
resentatives and the Senate are going to hear from che grassroots
on this. You asked another witness a little earlier whether there
would be a coalition on this.

There will be a coalition—there is a coalition on this in the proc-
ess of forming, and it is going to be one of the most broadly based
coalitions that we have seen on any issue over the period of the
last 20 or 25 years.

It cuts across political lines. It cuts across ideological iines. It
cuts across economic lines and I think that there is a political and
moral climate out there waich if we give them a handle, give them
something very, very specific to react to, is going to respond in a
way that will surprise the Nation.
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The CHAIRMAN. Dr. Flemming, I think you read my mind ke-
cause I was going to bring up this matter of the coalition and in-
clude Dr. Helms in this particular discussion.

The truth of the matter is that we have a situation where Dr.
Helms and his Department do not agree completely. He does agree
that there is a need to do something.

But he doesn’t agree with the recornmendations that we are
making. On the other hand, Dr. Hel:ns, I find that there are no rec-
ommendations forthcoming from your Department with respect to
this matter; is that correct?

Dr. HErms. Absolutely not. The President has asked for a report
hy the end of this year. That report is being prepared. The Secre-
tary has not seen the analysis yet. We are discussing this within
the Department, going over the analysis, identifying a good set of
options from which he and the President will decide what they will
proposz.

But ihiere will be a definite plan as I have said, and I think it is
going to be concentrated on the problems of catastrophic care.

The CHAIRMAN. The President made such a statement, and there
was great response thrcughout the Nation. That, I think, is what
Dr. Flemming makes reference to. The peuple of the United States
are ready for something.

My reference to the fact that nothing has been forthcoming from
your Department or the administration is based on what I know to
be a fact as of today. The fact that you will in the future bring
something to the Congress is something that we will await with
great anticipation. If it is going to address itself to the problems of
long-term care, catastrophic care, and those things we have been
discussing, we can assure you that the Congress will take a look at
it with great interest and use it to great advantage.

You stated that you had not read the piece of legislation that
this committee has presented. May I recommend that you do?

It is not perfect and if you can improve it and send a recommen-
dation to this committee with the support of your Department and
the administration and call it by some other name, it is perfectly
all right with us.

What we want is to do something. The need is great and while
you have acknowledged this great need, you have not quite agreed
with the urgency of the situation.

Do you think there is a possibili(tiy that the coalition we talked
about, and you heard about in our discussion with respect to coali-
tion, could include your Department?

D:. HELMs. I have no way of knowing. At this point, we must
first decide what we are going to do. To the extent that our propos-
als are consistent or inconsistent with your bill, a coalition would
be something I think we might consider.

The CHAIRMAN. At least we have an assurance then that some-
thing will be forthcoming soon with regard to this subject matter
and that we will address our atte..tion to it. At that particular
time, we may be able to sit down and talk about means and ways
of coordinating our activities and coming up with a plan that could
mal:e some sense.

Dr. HeLms. Mr. Chairman, we certainly can’t object to that.

The CHAIRMAN. Right.

1i9



Since we seem to have reached at least one item that is in agree-
ment, I wish to thank the witnesses for your testimony. It has been
most interesting and most informative. I like the fact that experts
dlsagie“ »n the method. You don’t disagree, I don’t think, that

i+ croblem. It is that problem we want to attack. If we can

Uo e e o blpax tisan way, I think that may be the way to go. We

have to do somrething, Dr. Helms, Dr. Flemming, and Dr. Rein-

hardt, and we take your recommendatlons seriously and we thank
you for your appearance this afternoon.

The hearing is adjourned.

[Whereupon, at 1:34 p.m., the hearing was adjourned.]
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APPENDIX
PREPARED STATEMENT OF DOUGLAS A. FRASER, CHAIRMAN, HEALTH
SECURITY ACTION COURCIL, WASHINGTON, DC

Mr. Chalrman, Members of the Committee: 1 am sorry 1 am unable to appear
in person at the September 12, 1988 hearing on H.R. 5070, the USHealth Act of 1988.
The dates eerlier selected for this initial hearing were compatible with my schecule.
Regrettably the current hearing date conflicts with a long-standing earlier ccmmitment
1 have outside of Washington.

I have been pnrtieularly; eager to appear before this committee because our .
Health Security Action Council and its companion organization, the Cemmittee for
National Health Insurance, have had a deep and continuing Interest over the last 17
years In seeing that & eomprehensive solution I3 achieved to this nation's worsening
problems, We need to' make available to the American people a decent level of
affordable health Services.

We are dismayed by the continuing erosion of protection and the series of
proposais by health policy makers which offer partial, inadequate solutions to major
problems which require comprehensive, universal approaches,

We therefore applaud Congressman Edward R. Roybal and his colleagues for
introducing a new effort to provide an essential program. We hope and expect this will
re=stimulate the debate, bring abouF renewed examination of the lssues and proposed
solutions, and eventually offer the American people needed federal, state and local

leadership In providing priority health services not now available to too many Americans.

A Massive Problem

The most important single fact the American people need to know end understand

is that the mimber of Americans without any public or private health insura. e or with
inadequate proteetinn has been increasing year by year. . According to the federal

government’s National Center for Health Services Research (Department of Health end
Huran Services), 50.7 million Americans under age 85 have no private health insurance,
lnadetiunte protection, and no coverage frcm public programs. The persistence’and
increase in this large poptlation impose major ensts on all of our society.

ilaving a job doesn't neccssarily provide protection. A_Imoat' 85 percent of the
uninsured are working adults and thelr dependents (1983). One-third of the unprotected
are children.

Medicaid has proved not-to be'a major source of financing of medicai care
needed by the poor. In 1984, it covered less than 40% of the poverty population and
had become primarily a supplemental insurance plan for those receiving medieal services
under Medicare. Only one quarter of its expenditures went to pay for actual medical

care for the poor under 65.
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The problem of inadequate health care protection is pervasive, natichwide, and

a present danger to the well-being of our country.

New_Thrests

The American health care system is in chaos, as business and labor, providers
and consumers seek to find effective means of controlling esculsting prices and costs.
Many economists are congratulating Americans on how well inflation has been contained.
But health services prices continue thelr excessive rise. In July, 1988, compared with
a year earlier, there was only & 1.6 percent increase in all prices. In the same period,
medical care prices Increased four and a half times more rapidly (7.6 percent). And
notional per capita expenditures on health services have reached an all time high.

Workers wages and the incomes of those on fixed pensions and Social Security
have not inereasea at nearly a commensurete rate. Employers, pressured to contain
runaway health eo.sts, hava sharply escalated insurance deduetlblés, co-insurance, and
employee premium-sharing. The Congress and the federal government, faced with
monumental ennual deficits, seek In part to reduce them by graduslly shifting the
responsibility for the payment Jor health services for the elderly and disabled to private
employers and the states.

One of the newest crises has arisen as American corporations, led by the LTV
Corporatit;n, the glant steelmaléer, began to terminate rotiree health benefits fo: which
they have been committed {or years. It is troubling to.hear business spokasmen now
refer to retirce health insurance, not as deferred compensation, as the U.S. Department
of Labor and others have always characterized it, but as an unfunded lUability for which
the corporate employer does not necessarily have a continuing obligation. Some 7
million retirees now protected by employer health plans, particvlarly those not yet aged
63, are both astonished and threatened by the possibility that they may lose long-
expected health services protection at a time when the workers are no longer & part

of the work force.

Fragmented Approaches

The experience of the last several cecades has taught us that, in the absence of
a comprehensive universal national health program, st;.rinus inequities and runaway coots
are Inevitable. We have further seen demonstrated that fragmented epproaches to
solving problems of health services are usually futile, expensive and frustrating. Special
projects for some of the poor, prcposals to compensate hospitals for portions of services
for which they don't get paid, plans to require employers or their laid-off workers to
maintain insurance protection for several months after lay-off, the establishment of
state risk pools to provide Insurance coverage for "uninmirable™, usually hani. eoped, .

persons are well meaning steps in the right direction. But over for*y vasre -;

Y veor

with these kinds of limited proposals have shown they don't 7o far enov,: 3 paovids
meaningful protection to the increasing teis of millions of Americans vr'tw;: ~pt=

or private insurance.
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And it is contrary to good public health policy to revive proposals for types of
so-called catastrophic health insurance which do not pay for real health catastrophles.
It is counter-productive to suggest that the health of the elderly and severely disabled
wo1:|1d be improved if the soclal Insurance basis of Medicaro were destroyed by requiring
actual or disguised welfare-orienczd means testing for edicare bepeflciarles.

We are, therefore, pleased to see that H.R 5070' takes a comprehensive approach
to American health care. It offers protection for everyone. It establishes a fuli range
of needed benefits and provldés for safeguarding the quality of care for which the plan
will be paying. It focuses BPll’l‘OPl'iﬁ‘ely on the priority health needs of tne nation,
Including an effective long term care program. It recognizes the importance of econsumer
participation In policy development,

We believe the plan, as structured, can be ccst-effective and, at the same time,
provide needed consumer and patient protection. As you well know, the approsch in
this bill, in one form or another, has been adopted by almost every industrialized or
semi-industrialized nation, except South Africa.

There are aspects of the legisiation which we believe could be strengthened or
modified. Our own Council has been at work developing a new national health proposai
whieh we hope, before long, to announce and which we believe wili provide an approach
to a national health program which will be aimed at the same objectives as H.R. 5070.
However, H.R. 5070, and you, Mr. Chairman, who has introduced it, do a real service
to the American people and to the Congress in reopening the debate on the need for
comprehensive change and on proposals to bring about essential alternatives to the
current methods of financing and delivering needed health care services.

We look fnrwn.rd to cooperating with this Committee In a serious new examination
of the issues and propased solutions. Above all, we are pleased that it {s your intention,
Mr. Chairman, that they are to be discussed In the context of universal eitizen
participation, a comprehensive benefits plan, and health system reorganization.

The Health Security Action Counecil is a national consumer-oriented health poliey
and action organization of national leaders and & network of labor, business, women's,
youth, senior citizen, education, religious and farm- organizations. Its aim is to develop,
promote and secure the adoption of measures to Improve the nation's health.
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PREPARED STATEMEWT OF BARBARA A. ROHA, R.M., M. ED., PRESIDENT,

RE-HAB ASSOCIATES. INC. & SPORTS MEDICINE CENTER, WEST SPRINGFIELD. MA

Mr. Chairman cnd Members of the Committee:

I am Barbara Rohan, President of Re-Bab Associates, Inc. &nd the
sports Medicine Center in West springfield, Massachusetts. I am
appearing before the committee today on behal{ of the National
Aseociation of Rehabilitation Facilities (NARF) of whick I am a
pember. We are very pleasec the committee and ite chair are
taking such an aggressive role in addressing the health nceds of
all Americans and Particularly the reed to address catastrophic
injuries, and the concomitant catastrophic expenses including

long term care.

NARP i the rational voluntary organization of community based
rehabilitation facilities. Its membership includes over 6060
facilities including freestanding rehabilitation hospitals,
rehabilitation units in general hospitals, outpatient
rehabilitation facilities and vocational developmental centers.

They serve over 788,0888 persoins with disabilities annually.

The objective of medical rehabilitation is to restore people who
suffer from illnesses, injuries or congenital deformities to
their maximum functional level. A recent 8tudy by NARF revealed
that the average length of stay in these facilities is 34.1 days
and the average charge per case exceeds $15,888 with charges
ranging considerably higher for certain injuries. These figures
reflest only ingatient medical rehabilitation costs. These coots
are catastrophic for any individual or any family with a member

who suffers froa a stroke, brain injury, spinal cord injury,
various forms of arthritis, congenital deformities and other

major traumas. Over 88 percent of the people sent to
rehabilitation hospitals and units return home. Only 17 pexcent
are referred to skilled nursing facilities. Rehabilitatior
services include physician services, rehabilitation nursing
services, physical, occupaticnal, ppeech language patholegy and
sudiology services, psychological and social services, racreation

therapy services as wcll as equipment cnd supplies.

Many rehabilitation patients require extensive outpatient
rehabilitation services delivered by either freestanding

- 1
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outpatient facilities, home health agencies, hospital outpatient
departments and rehabilitation agancies.

_We commend this committee for addressing the tremendous cost:

associated with a serious illness or injury and for proposing a
mechanism to meet these expenses. We urge the committee, in its
consideration of any final proposals to the Secretary, to lcook at
the need for catastrophic health insurance which addresses both
inpatient and outpatient medical rehabilitation needs for the.
total population - the employed, unemployed, underemployed, the
poor and the Hedicare population. We also recommend that you
include long term care insurance in any final recommendation. We
make this statement in view of all our facilities' Professional
experience with the catastrophic and long term care needs of
rehabilitation patients whether the services are delivered at

home or in an institution.

Catastrophic insurance is generally defined as coverage for large
health care expenses, usually measurad annually and caused by the

onset of a serious chronic illness or an accident resulting in
recurring, costly treatment and, frequently, repeated hospital

admissions.

The committee has, I helieve, already 'hend extensive testimony
about why existing health coverage does not adequately addresgs
tue needs of many patient3. The problems in Medicare, Medicaid
and commercial health insurance are magnlfied 18¢ fold when
focused on a patiernt needing rehabilitation setvices, There are
glaring gaps in coverage and payment for patients needing
rehabilitation services and disabled individvals wilh residual
impilrments whe incur continuing costs for medical, health and

personal care needs.

Most Americans have some form of health insurance. EHowevet, it
may be limited by maximum dollar expenditures and/or the scope of
covered services. Medicare and Internal Revenue tax subsidies
help pay for these extraordinary expenses, however, there are
over thirty-five {35) million Americans who have no or limited
health care insurance., There are also thirty-six (36) million
Americans with dicabilitiee. Of this group approximately one
third do work and receive no public assistance. One quartex are
receiving public assistance but are not working., The balance

receive public assistance and 5 percent of them work. However,

1 25“
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the nature and extent of their health care coverage is noc well
known.

Studies show that half of those who spend more than $5,808 per
year for medical expenses are in institutions. 1.3 percent of
the population accounts for more than 58 percent of all charges
in ghort stay hospitals, and this pattern holds across all age
groups. If data on long stay institutions is added,
approximately 2 percent of the population accounts for over 68
percent of hospitai and institutional care expenses each year.
Bigh family costs tend to be concentrated on one family member.
Also, high cost illnesses are repetitive and result in repeated
hospitalizations, and, these costs began before and continue
after the year measured in the studies. Disabled Medicare
beneficiaries use nearly twice as many Medicare services as the

elderly and use them more at every expenditure threshold.

The most recent study from the National Center for Health Care
Statistics show that

a fifth of the nation's 8P million families incur
‘catastrophic’ out-of-pocket medical expenses--costs that
absorb an abnormally high Percentage of their total income.
Nearly 16 million families spend 5 percent or more of their
annual incomes on out-of-pocket medical costs, even though
these expenses average under $580 a year in nearly a third
of the cases... Half epend 18 percent of their earnings on
medical care, and over 3 million families use at least 28
percent for the same purpose. HBospital care is the biggest
expense for the ¢ million families with large medical
bills., Nearly half of the money by familiies in the 19
percent bracket, for example, goes toward hospital inpatient
services--nearly twice as much as for families as a whole.

While some of the 16 million families incur catastrophically
high expenses in spite of fairly comprehensive insurance
coverage, moei: face & combination of little or no insurance
coverage and low income. In fact, two-thirde of families
with high out-of-pocket medical exp have § bzlow
the federailly set poverty line. Many of these families are
headed by an unemployed person under 18 or over 65 years of
age. Among those with some public or private insurance,
coverage varies according to the ratio of direct expenses to
costs of families in the 5 percent erpenditure bracket, but
covers 28 percent of the total costs for those in the 28
percent category. Conversely, the share paid by Medicaid
and private insurance declines as out-of-pocket expenditures
rise in relation to income.

Besides spending a large portion of their income on medical
car®, families with high out-of-pocket costs account for a
disproportionat= share of the health care expenditures of
U.5., families as a whol-. Fotr example, families in the 5
percent expenditure hracket account fur more than 4P percent
of all health care exparditures; those in the 18 percent
group are responsible for a quarter; and femilies in the 28
percent expenditure group account for 13 percznt.

Our members have found that rehabilitation patients easily

exhaust their health care coverage or require extensive services

which are not covered. 1In either event the patient and the
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family, if a family support system exists, are confronted with

excessive financial burdens fo: the services. If the patient
is unable to pay, our facilities must decide under what
conditions to provide the services. Many non-profit facilities
are required by their charters to serve patients withovt regard
to their ability to pay which may cause excessive financial

burdens for a facility.

A brief study of insurance coverage by NARF has revealed that
rehabilitation services needed by patients depends upon whether &
patient is hospitalized, since nonhospital custodizl or gkilled
nuroing hume care or extensive home health care is frequently not
covered except under Medicaid and partially covered under
Medicare. This 1jnited coverage, which is dependent upon
hospital stays, does not address chronic illnesses or
disabilities which require intermittent hospitalization and home
health or nursing care.

Additionally this study highlighted the problems that exist
under commercial health insurance with coverage for
rehabilitaticn services. Recently the Hasbinoton Posk carried a
four part series on the experience of a Virginia family when
their 20 year 01d son was in an automobile accident and suffered
eevere head injuries. This article traced his care from the
shock/traura center through his rehabilitation. The excellent
series highlighted all the emotion, time and money which a family

experiences when a member suffers a catastrophiZ illness.

The second article in the series highlighted the problems the
family faced when he was ready for rehabilitation. When the
family sought to have him moved to a rehabilitation unit in a
local hospital, (which is a NARP member) they discovered that
their health care coverage througk the federal government, a
health maintenance organization (HMO), Kaiser Pé:maﬁente did not
cover rehabilitation services., The article notes that the son
had been in a trauma center hospital for 78 days before being
transferred., According to NARP's recent study the range and
length of stay once a patient is referred for rehabilitation
gervices for a head injury is from 12 to 88 or more days. Again,
this is only for the inpatient hospital rehabilitation stay and
does not account for the services needed after discharge from che

hospital.

with respect to this particular case the bills were sky high.



O

ERIC

Aruitoxt provided by Eic:

124

The shock/trauma charges alone were over $168,089, The family

.had never worried about bills before, assuming that the medical

insurance through the father's employment covered all
possibilities. The family, like many families, had no reascon to
believe “hat they would find themselves without ccverage. Once
the son began to emerge from a coma and Gqualified for a
rehabilication center, Kaiser Perman« fi: .2 stated it would
pay none of the cost, estimated at a,..nu,ﬂu per month, for
rehabjilitation at a rehabilitation center near their home. The
family, upon reviewing the benefit booklet which had been
supplied, found at the very end of the 1ist of exclusionsa under
*"What Is Not Covered®” an exclusion for “the services of a
rehabilitation center." These types of exclusions are not
uncommon in commercial insurance coverage and are particularly
common with HMOs. P.:equently, a company will say that the
services of a rehabilitation Loepital are not covered because the
hospital does not meet the plan's definition of a hospital,
usually because it requires surgical facilities on the premises
and does not recognize a contractual arrangement with another
iocal facility. A secund frequent type of s#rlusion, cited in
the article is that the insurance doesnot '~ *ve which is
primarily for reaabilitation, convalescence or custodia: -are,
However, this pa:ticulai health plan would cover )83 day: year
if the son were in & nureing home as opposed to a rehabilitation
center. The family's only other option was to qualify for
hedicaid but the only state approved Medicaid facilities were 190

miles away.

After a secoid opinion and repeated interviews the BMO agreed to
pay for four more veeks of care in a general hospital while the
son received speech and physical therapy. I% still would not
promise to pay for long term rechabilitation once the son 1left
the hospital. Eventually it agreed to pay for only 68 days of
rehabilitation care in the rchabilitation unit of the local
hospital.

when interviewed, the company stated that it tries to predict how
many catastrophic bills it may incur and, while it may be willing
to absorb "our fair share of cases like thie,” it did not want to
price its product out of the market and suggested that families
obtain major medical policies for an additional montlly premium.
The Posk noted that major medical policies can be difficult to
obtain and that Kaiser and most BMOs simply‘do not offer them.
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Almost a year after the injury, the son continues to make
progress in the rehabilitation unit. After intervention by the
governor, the hospital was qualified by the state to treat
Medicaid recipients. One wonders why ohtaining coverage had to
be so difficult!

Existing ccverage has a high institutional bias. 1If services ar
to be reccived, they are generally available only when a patient
remains in & hospital setting. Hence, there is often
inappropriste institutionalization and unnecersary care for some
patients, and inadequate or unavailable services for others.
After hompitalization, a patient is frequently referred for
outpatient services, home health care or skilled nursing care.
when a patient's coverage is exhausted or the needs less intense

services which are not covered such as nonskilled services,
simple custodial care, respite care or home health aid care,

these services are withheld. The patient's health may decline
demanding readmission to a hospital and the cycle begins anew.
So do the costs. These pxob_lems are becoming increasingly acute
as our nation ages and as medical technology saves more people,
but leaves impairments requiring extensive rehabilitation
services. Those over age 65 will comprise 17.3 percent of the

population by 2828; those over 65, 2.4 percent.

The objective of medical rehabilitation is achieved through
integration of medical and social services. As noted, the types
of injuries and illnesses which are treated by rehcbilitation
medicine include spinal cord injuries, stroke, head injuries,
amputations, coft tissue injuries, arthritis, major fractures and
others. Hospitals specializing in rehabilitation medicine and
treatment developed from early models such as the Institute of
Physical Medicine and Rehabilitation in New York. There are
slightly over 5g¢ rehabilitation hospitals and units throughout
the country. They are licensad by the states where they are
located and accredited by the Joint Commission on Accreditation
of Hospitals or the Commission on Accreditation of Rehabilitation
Pacilities. They alsc qualify under the Medicare Act as
hospitals. There are over 688 outpatient facilities offering

some level of rehabilitation services.

The primary function of such facilities ie to provide diagnosis
and treatment of patients for specified medical conditions both
gurgical and nonsurgical. The characteristics of freestanding

hospitals and rehabilitation units d!ff_e! little from those of
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acute care hospitals except their Bervices are focused on fewer
treatuent areas. The average 1eng£h of stay is longer because
the cbjective is restoration of impaired functions which
generally follow gerious disease or injury. Once a patient is
released, many requ’re outpatient and home care services. Some
disabled people require continuing institutionalization when home

and community care are inadequate.

While the emotional benefit of personal independence may not be

measured in dollars, psychological, physical and financial

independ can. studies of rehabilitation patients who
are medically and vocationally rehabilitated show thac for every
federal dollar invested the person's eamingﬁ incréase $18 per
hour. Cost studies of stinke rehyhilitation also show
considerable return on the investment in services. A person who
is not rehabili%ated costs $92,736 in 19f8 dollars umore to
support than a rehabilitated patient living at home. The average
cost for a stroke rehabilitation program is $8,888-$11,508 in
1988 dollars. This results in average Bavings of $81,258 to
$84,740, again in 1980 Jollars.

In view of the problems of coverage and payment nf rehabilitation
services, NARP recommends the following to the committee

pertaining to HR 5078, the D.S. Health Act of 1986:

A. COVEBRAGE
Any final proposal from the committee should recognixe and cover
rehabilitation and the complete spectrum of the patient's

rehabilitation and long term care needs. Catastrophic costs are
-
a continuing fact for the rehabilitation patient, the family and

others, particularly those with long term disabilities. The
challenge is real and solutions must be realistic. Any policy
definitely should have catastrophic health insurance as an
adéition to or replacement for existing benefits, not as a trade-
off for or limitation on other benefits which may further burden
a majority while benefiting only & few. ER 5878 does this.

B.  POPULATIORS
Any final recommendation from the committee should cover all
populations including the poor, working poor, unemployed,

employed, and Mecdicare and Medicaid beneficiaries. HR 5878 does
this.
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C. CONTINUUM OF CARE SETTINGS
Any final recommendations should recognize that services are
delivered in alternate settings reflecting the continuum of
rehabilitatisn care and should be covered for payment. These
include rehabilitation units of general hospitale, freestanding
medical rehabilitation units, hospital outpatient departments,
comprehensive outpatient rehabilitation facilities,
rehabilitation agencies, skilled nursing facilities and the home.
Delivery of services at or while at homé as opposed to continued
institutionalized care should be emphasized, except uvhen not
medically advisable. The final measurc should clearly state that
services delivered at any of these sites are covered and that
these sites are covered providers.

D. SERVICES

Coverage of services offered under Part A and B of Medicare is a
starting point for a basic package of rehabilitation services.
We are concerned that tle Medicaid categorically need package of
benefits does rot adequately address ail nreeded rehabilitation
services. In addition it should provide for the long term care
needs of rehabilitation patients by expanding services such as
unlimited home health, outpatient rehabilitation, respite, adult .

day, home health aide and psychosocial rehabilitation services.

B. PINANCIAL THRESBOLD

Any propcsi) for catastrophic health insurance should include a
deductible amount as a percentage of income over a period or as
a minimum annual expenditure. HR 5878 proposes a maximum annual
out of pocket expenditure of $1,588 for basic health care and

long term care.

F. FIRAICIEG

HR 5878 relies upon HMOs for the delivery of services. Given
rehabilitation facilities' history with HMOs to date, we find
this distrubing for a number of reasons. First for the no;l
Medicare population federally qualified HMOs must provide only
two months of rehabilitation services. As noted in the story
above and in reports from our members, HMOs either do not provide
this services or provide limited rahabilitation services, not
comprehensive programs through experienced providers. To date

similar problems have occured with Medicare beneficiaries. HMOs
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are not well educated about the benefits of rehabilitation both
in terms of long term cost Bavings, lowering over all admissions

and returning people to their maximum functional capacity.

We recommend the bill be amended to assure that EMOs if used as
the focal point for the delivery:
[ provide comprehensive rehabilitation services both
short and long term
o use existing inpatient and outpatient providers
[ be subject to quality assurance reviews tu assure an
adequate number and level of services are being

provided.

We are prepared to work with the committee as it grapples with
these difficult issues.
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PREPARED STATEMENT OF JOYCE V. ROMERO, SECRETARY, KANSAS DEPARTMENT ON AGING

We can only estimate the numbers. The 1784 Current Population
Survey Oof the U.S. Bureau of the census, estimated there are 35
willion uninsured Americans. In a 1986 report, the National
Council on the Aging estimated there are 40 million persons in
the United States who lack health insurance coverage. The U.S.
senate Special Committee on Aging reported in 1985 that there are
3 million people age 55 to 64 who are without insurance; probably
at least 10 percent of the total uninsured population.

It is this suh—group, the older population, which concerns the
Kansas Department on Aging., In a 1979~1980 study conducted for
the Department ("Needs Assessment Survey of Non-Institutionalized
Older Kansans"), the total percentage OF persons in the sample
{n=2,501), all age 60 and over, who did not have any form of
insurance was 4 percert. However, 11 parcent of the respondents
aged 60 to 64 did not have private health insurance or dedicaid,
and of course were not. covered by Medicare. This group is most

at risk. For both the 5 to 74 and the 75 and over age groups,
only 2 percent were without insurance.

For older persons without insurance, whether they are uninsured
in the work force, widowed, divorced, or have retired early, it
can be a long and expensive wait before reaching age 65 when
Medicare is available {at which time they are also eligible, if
they can afford it, to purchase a Medigap policy). ‘here is a
great probability that if uninsured, a chronic illness could
impoverish the elderly. According to a recently released study
by the 0.S. llouse Select Committee on Aging, two-thirds of
individuals and one~third of couples aged 66 and older will spend
themselves into poverty within 13 weeks if stricken by a chronic
illness that requires long~term care.

Currently not one group insurance policy exists for older adults
who are not yet 65 years of age. People who need insurance but
are not yet eligible for Medicare had better be prepared to pay
extremely high premiums., For example, two years ayo Marie Herbel
of Wichita, Kansas was paying $77 per month for her group
insurance policy. When she retired her individual premium
increased to $234 per month., She-was not yet 65 so she was not
eligible for Medicare and she could not get a group policy
because none were offered.

If someone is unemployed or perhaps works only part-time and does
not have insurance or has been left uninsured through widowhood

or divorce, they most likely will not be able to afford private
insurance. They just have to hope they will be able to "get-along,”

The U.S. Public Health Service conducted a four state survey of’
rural physicians this year in Kansas, Missouri, Iowa and Nebraska.
A clear majority, 70 percent, of the physicians reported a
decrease in their patients' abilities to pav for care. Addition-
ally, %9 percent reported their patients wiited to seek treatment
until trwir health problems were advancesi, Rather than pragtice
preventive health care, the patients wrre hoping their o, iitiers
would improve so they would not have to see a doctor; ~bvicuals
this was not the case.

These are {ndicators of an uninsured or minimally ipsured popula-
tion. While the survey did not report the age breakout of the
physicians' gatients, you can be sure that a siganificant number
were over age 60. Besides the fact that theé four states al) L.
a large elderly population®, it is also kno'n &inat the eldedly
visit a physician more than twice as often as the younger
population.

Something must be done to address this problem. Too many
Kansans, too many Americans, do not seek medical care because
they can not afford to, and many others wait too long to obtain
care pecause of the expense, at which time their conditions may
be chronic, Forcing people to rely on Medicaid is not the best
way to solve the medical indigent problem. The uninsured are our
newest class of "“have-nots”; a class we could help.

The Kansas Department on Aging urges the f],5. House Select
Committee on Aging to act on this issue on behalf of those
persons who are without insurance protection.

JVR:;SW:m3
9/15/86

* Note: In 1984 the percentage of ¢lderly in t: four mid-west
states: Kansas = 13,3%; Missouri = '..6%; Iowa = 14. %%
and Nebraska = 13.4%.
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Since we are unable to attend the hecring on H.R. 5070, we are writing
to offer some comments on your proposal.

Cancer Care, Inc. is a voluntary social service agency which, for over
41 years has offered comprehensive social services to cancer patients
and their families. We have offices in New York City, Long Island,
and New Jersey, and have recently opened a new office in Los Angeles.
We are conipletely dependent upon contributions from the public and
foundations. During our '84-'85 fiscal year we served 9,984 patients,
and the call on our services has increased markedly.

Cancer Care's services include individual and group counseling, help
with planning for the care of the patient, and some financial assistance
to eligible families to help them meet the costs of heme care plans
and transportation to and from treatments. We are also utilizing a
special foundation grant in 3 boroughs of New York City to assist certain
medically indigent patients with payments for cancer therapies. During
our '84-'85 years, we disbursed $864,000, we anticipate the total for
our '85-'86 year will be $1,010,000 and are planning for even more
disbursements next year, $1,077,000.

In addition to our direct services to clients, Cancer Care maintains
a vigorous public affairs program and responds to legislative and policy

issues relevant to the needs of cancer patients and the catastrophically
ill, in general.

Cancer Care has many times in the past advocated for a national health
insurance program that would provide adequate coverage for catastrophic
illness, especially coverage for appropriate and sufficient home care
and other out-patient needs. What we mean by this is home care that
is not predicated on the current Medicare acute care model which allows
for only part-time and intermittent home health aide services if the
patiznt requires a skilled Service.

i i ithout
an have as serious an illness as cancer and need help at home w
K::es:arily requiring a skilled service. Mnst of the elderly patients we are
helping financially are not eligible for Medicare's home health services, Others
are receiving some, but we are enabling them to get more home care coverage
because their condition and situation warrant it.

i i from
We are, therefore, gratified that the intent of H.R.5070 is to move Aaway
Medicare's current Emphasis on the acute care model for the delivery of home
health secvices. We would have preferred, however, to have this more clearly
spelled out » the legislation, and we hope that this will be rectified.

roposal includes coverage for intermediate care facilites
iwne :ﬁiﬁzﬁsefo"flfiﬁ'e‘ﬁ pnue(s?ing facilities, ’remediai and rehabilitative care,
prescribed drugs, dentures, prosthetic devices and eyeglasses. However, 1.we
hope that you will see fit also to include coverage for social work couns? u;g
since such counseling helps patients and their families cope more effectively
with the stre'ses and strains of illness.

: N . 1
We wish to commend you, Representative Roybal, for presenting this proposa
which, after so many ye'ars. reintroduces the_ concept of a na!ional health
insurance program which would provide a one-tier system of ‘medlcal care !or
all Americans. We hope that this proposal will be given the serious consideration
which it deserves.

@)
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According to Education Research Services, only 34 percent of

" America's public school districts provide fully paid family

coverage, while 84 percent of the public gchool districts provide
fully paid single coverage. The cost of purchasing group family
coverage is prohibitive for far too many education employees,
while the consequences for not being covered are devastating.

The average teacher salary for 1985-86 was $25,250, while the
average income for teacher families in 1985 was approximately
$39,000, The costs of purchasing family coverage — even for
those with access to group rates — represents gome 17.5 percent
of an individual's take hore pcy for the average single-income
teacher family and more thiun 11.5 percent for the average teachsr
family. But there are many teacher farilies whose income is far
below the average. And adequate family coverage is even farther
out of reach for many education support employaes, as well as
retired education employees of a}l job classifications.

Cleasly, to continue to rely or private health insurance
proviiers will only perpetuate the inadequacies and deficiencies
of the current system. Therc i8 z role for 1c..al and state
governments in providing quality health care insurance, at the
very least, for all pubiic employees. ' The reality is that such
universal coverage is still a long way off, and the trends are
not favorable.

If we are to ensure quality health care for all Americans, the
federal government must play a leadership role. Therefore, we
subscribe to the following principles.

Principles of a national health insurance plan

1. NEA believes that access to affordable, quality health care
is a bazic right of all Americans.

2, Pederal health care legislation should be built on the
801id foundation of social insurancc established in such programs
as Medicare and Social Security, and should not be means-tested.

3. A national hezlth care program must be universal in gcope
and comprehensive {n coverage, including preventive, acute,
rehabilitative, and long-term services in and out of the
hospital,

4. Pederal health care legislation should include specific
standards for quality agsurance.

S. The national program must help contain health care costs by
requiring prospective budgeting, to be worked out on a state-py-
gtate basis.

6. The administration of the program should be a state
responsibility, with specific minimal standaids governing access,
quality, and cost containment.

7. The federal pregram should encourage innovation in the
2§VE1°Pment of organized systeas of health care delivery and

nance. :

8. A national advisory board with equitabie representation of
consumer: and health care providers should be established and
empowered to make recommendations to the executive and
legislative branches for future development of the program.

9. Nothing in the federal program should force public
emplogeeﬂ in states which have established their own statewide
health care planas to become part of the Medicare system, nor
should it discourage the development of comparable” gtate health
programs.

Conclusion

Mr. Chairman, we applaud your initiative in introducing H.R.
5070, and we welcome these hearings as a sign of renewed
Congressional ipterest in a truly comprehensive health care plan
for all Americans. Yeour bill properly combines a number of
related health programs and extends benefits in areas whare such
extensions are sorely needed. Although we have not had
sufficient opportunity to explora the many facets of this far-
reaching legislation, we concur with its effort to Provide access
to quality health care, and we will be glad to work with you and
your staff in encouraging further action on a full national
health care plan. !

We recognize that in a time of continuing deficits and
Congressional efforts to deal with the national debt, financing
will certainly be a sensitive issue. It is imperative that the
funding sources of a national health care plan be gtable and
adequate to do the job properly.

The urgent need for a comprehensive health care plan compels
us to reexamine our national priorities. It ig our hope that
this reexamination will result in the development of prograns
which provide quality health care and quality education and
ultimately result in the strength and prosperity of our people
and our natiocn.

Thank you.
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The CHAIRMAN. Thank you, Ms. Futrell.

I would like to start out the questioning first with Ms. Gordon.

You heard the testimony of both Ms. Futrell and Dr. Sabin. I am
going to ask you one general question. I don’t want you to go
through and describe again the problems that you have been
having but I would like to ask you this question, and that is, what
role do you believe the Federal Government should play in protect-
ing families like yours from the costs of catastrophic and long-term
illness? Do you agree with what Ms. Futrell has been saying and
what Dr. Sabin has said. Do you have a plan of your own? Perhaps
you can give us some direction.

Ms. GorDON. Basically I do agree with Dr. Sabin and Ms. Futrell.
My husband and I have thought about this since being asked to
participate on the panel as to what we thought the Government
could do in order to assist us. Some type of national insurance pro-
gram where we would be able to tap regardless of our financial si}-
uation, would be ideal.

The CHAIRMAN. Now, in the past, Ms. Gordon, there have been
several bills presented that are designed to put in place a national
health plan but the Congress of the United States has done nothing
about it. It is my contention that the main reason for that is that
the general public has not expressed sufficient interest in putting
in place a national health plan.

Do you believe, Ms. Gordon, that we are ready for it now?

Ms. GOrDON. Probably. With modern technology today more ar.d
more people’s lives are being saved, so therefore it is beginning to
touch more and more people and I think as it teuches those lives
that you are going to see a greater interest among the working
class out there for the Government fo get involved.

The CHAIRMAN. Thank you.

Ms. Futrell, you told the committes that the lack of 2 national
health plan is a national shame. I agrez with that.

Ms. FUTRELL. Yes.

The CHAIRMAN. I have made that statement before. 1 have also
made the statement that we are the cnly industrialized nation in
the world outside of perhaps one that does not have such a plan.
But no one seems to pay much attention to it.

What do you think we can do as Membkers of Congress and the
general voting public to arouse more attention, to let people know
that not only my bill but other bills have been introduced that
should be heard. How do we get attention called to these bills and
to the fact we are trying to do something.

Do you have any recommendations to make to this committee as
to what we can do to generate that interest?

Ms. FUTRELL. First of all, let me say, Mr. Chairperson, I think
that attitude of the public is basically one which reflects a lack of
information. I would suggest that perhaps the general public is not
aware of the severity of .the problem as relates to health care, and
most people in America probably would be of the assumption that
if people want health care they can get it, all they have to do is g0
out and pay for it, not realizing that for many people, that is not
true.

I think that we do have to highlight the problem. We do have to
make it a national priority and we can do that through the media,
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we can do that through the hearings which you are holding, we can
do that through organizations such as the National Education As-
sociation and many others which can publicize this issue in their
publications, and publicize it when they work with different
groups.

I think we can also call upon the leaders of the country to talk
about the need to make sure that in America, the rnost affluent
Nation on Earth, that all people have access to quality health care.
Those are some of the ideas I would suggest for making the people
in the country more aware of the problem, and to get support for
this idea.

The CHairmaN. Ms. Futrell, do you think it is possible to form a
coalition between Members of Congress and the educaticn commu-
nity in an effort to bring about this change that just must come?

Ms. FurreLL. I believe that it is possible to form a coalition with
Members of Congress, the education community, I would also say
different constituency groups such as those representing the senior
citizens, those representing children’s groups, representing working
families, et cetera. Sc I think i is very possible to form such a coa-
lition and we would be happy to participate.

The CuAIRMAN. Is it possible, Ms. Futrell, to start talking then
about a committee that would start looking into the means and
ways in which such a coalition could be formed? Is it too early for
that’.; Can we start now? Or shall we wait until next year some-
time?

Ms. FurreLL. No, I would suggest we start now. In order to get
the bill through the committee, through the two Chambers, it is
very important the penple understand why this bill is being moved
forward. If we begin the coalition now the cealition could be used
to help not only inform the general public and to inform our mem-
bers, but could also be used to help build strategy and help build
support for the bill.

The CHAIRMAN. It is my opinion, Ms. Futrell, that the senior citi-
zen commurity is ready to move. They understand what the prob-
lem is. Many are in that two-thirds of elderly who have, after 13
weeks, declared bankruptcy simply because they have not been
able to meet those payments. Too many go without any help at ail.

I think that that community is ready.

The educators as you have indicated, are ready. So I am going to
ask Dr. Sabin and see what he thinks about the medical profession
being ready.

Dr. Sabin, you made quite a statement with regard to a national
health plan. You said something to the effect that it must be pre-
paid total health care for the American people. I agree with that.
But again, you know we have been struggling over the years with
bills that have been introduced in the Senate and in the House, but
nothing hapnens.

Can we torm such a coalition now and start generating the inter-
est that is necessary so that the people make the Congress move.
Will, in your opinion, the medical profession be a part of that
movement?

Dr. SaBIN. Let me start from the back.

The CHAIRMAN. Yes, sir.
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Dr. SaBiN. The medical profession is no more unanimous in their
judgment than are the people of the United States unanimous
about anything.

While there are people in the medical profession who would sup-
port this, I am quite certain that many would be opposed to it and
very, very strongly opposed to it as they have been to all new ini-
tiatives that have been enacted and now actually are of great bene-
fit to individual medical practitioners.

However, it seems to me that national health insurance without
a change in the current system of remuneration, reimbursement
for services, will not have the impact that you are looking for and I
know you said that in the long run one hopes that health mainte-
nance organizations of the best possikle type will become the
means by which health care will be provided.

However, it seems to me that if we are going to merely go on
with the old system and provide some additional means for reim-
bursement, we may forget the need for the long term. I think the
long term should begin now and I know one cannot do things im-
mediately and although I have not been in the practice of medi-
cine, I have had to deal with patients, and what a doctor has to do
when he is faced with a serious problem is first of all, relieve the
pain as well as we can which would be transferred to the present
problem, io provide means for immediately relieving the kind of
situation that Ms. Gordon, for example, has described, and others.

We cannot allow the people to continue to suffer for decades
until the long-term thing is provided. I think that sort of thing will
defeat any national health insurance.

Now, it is obvious to me that it will—that any change in reim-
bursement, any change that will move total care physicians who
are properly trained—you cannot take a general practitioner now
or a family health practice physician and make him a total care
physician. It requires training.

But ultimately I think that change must be on a prepaid basis to
make it affordable, to make it affordable for the Nation, to make it
affordable for the individual.

Now, the public I think should also be informed more that the
changes that need to be made are not a consequence of inflation
and other things, they are not a consequence of that.

They are a consequence, as ] said in my initial remarks, of the
explosion of new knowledge which has made the practice of medi-
cine at the present time quite different from what it was before
and to me the situation that is different we can use the old ways of
paying for it. ‘

The CHAIRMAN. Dr. Sabin, as you know there is going to be oppo-
sition and there has been in the past to Social Security, Medicare,
and everything else. Some Members of Congress will oppose it.
Members of the medical profession and educators and people all
over will find some objections, some opposition to almost any plan.

But that is part of the democratic way of doing things. This com-
mittee, I think, has a responsibility to try to get the various ele-
ments together to find a solution. It is all exploratory, but some-
where down the line I think that the only way we can come to
some solution and actually be able to pass legislation is that there
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be (tlhis kind of coalition. Without that I don’t think anything can
be dore.

What I was inquiring of the three of you is do you see that possi-
bility? I am an optimist. I do see that possibility. You are the ex-
perts; do you see that possibility, Dr. Sabin?

Dr. Sasin. I remain an optimist in the face of very difficult prob-
lems. But you know, you cannot wait to deal with a sericus prob-
lem such as this by the gradual pressure exerted by coalitions.
They ase necessary—they are necessary—but the commercializa-
tion of medicine and health care in my judgment must stop.

Now, I don’t know the best way—inaybe if I think about it I will
think of something else—I don’t know the best way of achieving it,
but I do not disregard the need for some immediate relief of the
misery that should not postpone continuing pressure on the totally
new system of prepaid health insurance in the United States be-
cause I think that will reduce the cost so it can be afforded, be-
cause many people will say we cannot afford it, you see, and of
course you say we can, but there are always priorities.

The point is we must, we must. So perhaps your legislation as it
is intended to do two things, provide for immediate relief within
the present system of operations and at the same time begin, not
postpone, but begin the complete reorganization of healtll care de-
livery in the United States on a prepaid basis.

The CrairmMaN. Thank you, Doctor.

Mr. Regula,

Mr. REGULA. Thank you, Mr. Chairman.

Ms. Futrell, I was reading your statement and interestingly you
say, “Nothing in the Federal program should force public employ-
ees who have their own system into a public system.’

I think this is consistent with probably NEA’s opposition to
having State employees, particularly teachers, put into Social Secu-
rity if they have a good system. Is that NEA’s position? I am talk-
ing about the retirement system now.

Ms. FUTRELL. Yes.

Mr. REGuLA. This would be consistent with that stand?

Ms. FurreLL. Basically what we are saying, Congressman Regula,
is that where we have systems which are of comparable standards
that they should not be forced to participate; but what the national
program would do is say to all the States, you must meet certain
standards and so we would look at those States and right now I be-
lieve there are 13 States which have such health care programs for
their employees, but they would be expected to measure up to the
standards,

Mr. REGuLA. Well, of course, as always, one of the problems of
any national system is it ends up that those who are put into that
system are those who are least likely to be covered by another; and
yet the costs of providing that then would not—you would not want
all taxpayers to pay for it because I assume that if individuals have
their coverage under a State system that meets the standards, they
should not have to, I assume you would -not want them paying a
tax to support the Federal system—or would you?

Ms. FUTRELL. No. But I think what we can do is what occurred
during the 1950’s from what I understand, when we first put into
effect the Social Security Program. We allowed the people to vote
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as to whether or not they wanted to operate out of their old system
and in many States they voted to opt out and to opt into Social Se-
curity, and in others, they decided to stay with their system.

I think that once the program is put into place—and I am opti-
mistic that it will be passed and will inevitably become a reality—
that at that time in those 13 States the employees would have the
right to decide whether or not they want to participate.

But if they decide not to, they would have to meet minimum
standards and we would have to look at how that would be funded.

Mr. REcuLA. And you would assume they would not pay any tax
toward the cost of the national system just as they don’t pay any-
thing toward the cost of Social Security.

Ms. FutreLL. We would say, unless some other regulation—but
we would have to look at that very closely.

Mr. Recura. I think it would follow that the cost of the national
health system would be borne by those who would benefit from it
as we do in the case of Medicare; is that correct?

Ms. FutreLL. That would be correct. From my understanding, I
should say.

Mr. ReGura. OK. Thank you.

Thank you, Mr. Chairman.

The CuairMAN. Mr. Bonker.

Mr. BonkeR. Thank you, Mr. Chairman.

Ms. Gordon, we appreciate so much your being here today and
know how difficult it must be for you to share this story which we
have read about in the Washington Post, but I think it is a valua-
?le g:lontribution to our understanding of what can happen to any
amily.

As we attempt to better understand insurance and health care, I
think your case really provides an illuminating example of what
zan&}f‘appen. As I understand, you are a manager working for

T&T.

Ms. Gorpon. Right.

Mr. BoNkER. And your husband is a manager at Safeway?

Ms. GorpoN. Yes.

Mr. BonNker. Two of America’s premier industries, if you will,
probably offering better health coverage than most companies.

Ms. GorpoN. Yes. ‘

Mr. BoNKER. At least better than what the Federal Government
provides. I can attest to that.

And if you are saying to us that both of you working for promi-
nent U.S. companies that have generous health programs, and you
consider yourself underinsured, and if you consider yourself under-
insured, then I think it is safe to assume that almost all Ameri-
cans, if that is a definition, must be underinsured.

But I rather imagine that you are more in the category of cata-
strophic.

Ms. Gorpon. Right.

Mr. BoNKER. Rather than underinsured.

]?)id you feel as though you were underinsured prior to this trage-

Ms. GorpoN. No. No, as I stated earlier—my husband and I

always considered ourselves very fortunate, prior to this experi-
ence.
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Mr. BoNKER. You have how many children?

Ms. Gorpon. Three.

Mr. BoNKER. You have three children, so you have run the
gamut of doctor checkups and vaccines and everything that all of
us struggle with.

Ms. GorpoN. Right.

Mr. BoNKER. You always felt your insurance policies were ade-
quate.

Ms. Gorpon. Right—up until this point.

Mr. BonNkER. OK. :

. Ms. Gorpon. But up to this point, I never have had really a
major catastrophe affect me as well.

Mr. BonNKER. So we are talking basically about catastrophic.
Before I get to that, let me say I think there is a category of under-
insured and I think that represents the vast disparity that exists
among companies and insurance firms and how these things are
negotiated. I don’t know how anybody can sort through an insur-
ance policy and fully understand the nature and extent of his cov-
erage.

I certainly cannot in the coverage that we have.

The CHAIRMAN. That is right.

Mr. Bonker. We have not even begun to dwell on the complexity
of ‘insurance policies and the forms and who pays what. I really
don’t know.

I don’t know when I am taken, as a matter of fact, when I get to
the point of who pays for a checkup and x rays and the whole
gamut of things,

I think that is another dimension to this issue. It is very com-
plex. Unless a person has a master’s degree in accounting or engi-
neering I don’t know how they wade through all these forms. But
we won't get into that.

I think what we should focus upon for the moment is how this
government can at least provide protection against catastrophic ill-
ness in cases like yours. And President Reagan has focused on this
issue as has the cgairman of this committee in legislation that he
has offered. It is one thing to not have insurance for whatever
reason, it is another to be fully covered and then to be completely
wiped out by such a tragedy.

Now, you have heard the chairman talk about the need for na-
tional insurance. In your given situation it is not so much national
insurance so it would apply though it would apply to many others,
but it is catastrophic protection.

Ms. Gorpon. Right.

Mr. Bonker. In those policies that you and your husband had,
they are probably fairly redundant, are they not?

Ms. GoRrpoN. Yes, basically photocopies of one another.

Mr. BoNKER. You both pay——

Ms. Gorpon. Right.

Mr. BoNKER [continuing]. Premiums for your respective insur-
ance policies.

Ms. GorpoN. Right.

Mr. BoNKER. And still when a situation like this occurs, the lim-
ited coverage leaves you short.
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Ms. GorpoN. Right. It is basically if you read most health insur-
ance policies, read the exclusions. We had never done that before.
If you notice the list of exclusions are almost always related to
long-term catastrophic illnesses.

Mr. BoNkerR. Why were you both paying insurance premiums
when one insurance policy would have been sufficient for your
family needs?

Ms. GORDON. Probably because we wanted to make sure we had
enough insurance if anything should happen. And I guess we fig-
ured we did. If one had insurance and the other one had it, where
one left off the other one conuld pick up. It always worked that way.

Mr. BoNkER. So you were overly insured compared to most
Americans who rely on one insurance policy, and still it didn’t do
much good.

Ms. GoRrpoN. Right.

Mr. BonkeR. Did both insurance companies terminate coverage?

Ms. GORDON. At the same time.

Mr. BONKER. At the same time.

Ms. GORDON. Yes.

Mr. BONKER. There was no way of stretching it out where one
insurance—did you try that?

Ms. GorpoN. Yes. We tried to see if mine would pick up where
my husband’s left off.

Mr. BoNKER. And——

Ms. GorDoN. The issue was that if one insurance company who
sent an evaluator out to evaluate my daughter’s progress and de-
termined that it was slow, and it was not to their benefit to contin-
ue—if one decided that the other one went along with it.

Mr. BoNKER. Were insurance companies fairly sympathetic?

Ms. GorboN. No.

Mr. BoNKER. Or bureaucratic in dealing with your problem?

Ms. GorboN. No, strictly business.

Mr. BoNKER. All on the computer.

Ms. GOrpoN. You got it.

Mr. BoNkER. Yes, OK.

Dr. Sabin, just one question for you. During the previous break
for voting my staff informed me that he took his 5 year old into a
physician’s office the other day for a preschool checkup and she re-
ceived her polio booster vaccine and it cost $15, and he has a good
memory, and when his older child went in for a similar vaccine 7
years ago now it was $4.

What about drug companies and the enormous costs now associ-
ated with medication or prescriptions like that which you have
made possible in this country?

Dr. SaBIN. Drug companies are not at fault. They have the re-
sponsibility of making a vaccine in accord with the requirements of
the Government and they do that. Yet, they are submitted to the
litigations which are unjustified and improper, to be decided by
juries which has raised the cost of insurance against litigation to
such a point that vaccines in developing countries that buy these
came vaccines in large quantities, may cost like, a dose of polio vac-
cine may cost less than 2 cents, a dose of measles vaccine which is
also required prior to entry into school may cost less than 10 cents.
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In this country it has skyrocketed up to an incredible level. And
I regard this as a shame and I regard it that the only thing that
could stop it would be national legislation that would do away with
litigations of that sort, so that any problems that might arise
would be handled in a manner similar to workmen’s compensation
or where committees are made up of just those competent to judge
will judge the issue, but no jury trials where you put up something
impossible—most of the time it is not in any way related to the
vaccination.

So I am not at all sure because I have not had time to read
whether the forthcoming legislation, congressional legislation wil}
do it but from what I have heard it won’t. It doesn’t go far enough.
You have got to do away with litigation.

The epidemic of litigation in the United States is a very serious
thing and it is nothing that—I think after proper congressional
action is taken against litigation I do believe that the drug compa-
nies should charge only a very reasonable cost for it. I think the
present cost is absolutely unsupportable.

Mrs. BENTLEY. Ms. Gordon, I am sorry I wasn’t here to hear your
presentation, but I did read the article concerning your daughter,
and I am very sorry about it. One of the things that has come
through in this questioning is, of course, you don’t know what the
future holds, and the difficulty you are going to have.

In another facet of home care and the difficulties, a constituent
of mine came up to me the other day and said we need to do some-
thing about making medical assistance available to senior citizens
who we want to keep at home rather than making them go into an
institution, and the man said that his mother has developed Alzhei-
mer’s disease. He and his wife want to keep her at home and take
care of her, but they can get no assistance whatsoever to do it; and,
therefore, they are going to have to put her in a nursing home
Where she will be covered by medical assistance, and they are
dreading it, and I understand why they are dreading it.

Do you think that any plan that we develop should cover cases
like that as well, that we should provide home care and home as-
sistance, as well as institutional coverage?

Ms. GorpoN. Most definitely, because since bringing Karen
home, we have been working with the Visiting Nurse's Association,
and although they are a wonderful organization, we still find that
there are times when they run short, there are times when they
can’t provide someone to help.

Mrs. BenTLEY. You find that very definitely the home love—and
“you are our daughter” whispering in her ear and all that has
been very helpful?

Ms. GorpoN. Definitely. We have seen an improvement in Karen
since she has been home.

Mrs. BenTLEY. Dr. Sabin, I am delighted that you made the re-
marks you did about litigation, because I think that is one of the
catastrophes that the whole country is facing, the litigation going
on. Do you and Mrs. Futrell—I wonder if you are making conflict-
ing statements. You talked about prepayment for long-term medi-
cal care by individuals, am I right, or by families, or how would
that prepayment be made?
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Dr. SaBiN. The procedure to be used for prepaid health insurance
would have to be worked out on a basis which I am not in a posi-
tion to go into detail about at the present time, except to say this,
that people who cannot afford to pay their own fee for a total com-
prehensive prepaid health insurance, so that no matter what catas-
trophe happens, that is included. You cannot take things on a
point—you may need it for now for the present, that is something
else again. I want to give a pain killer right away, but for the long
run there should be a very total comprehensive.

For those who cannot pay, I believe we, the American people as a
highly civilized compassionate nation, have the responsibility for
doing for those of our citizens who cannot help themselves. It is our
responsibility to help those who cannot help themselves, for God’s
sake, we do it for dogs, and if we cannot help the human beings
among us who cannot help themselves, we have passed the stage of
individualism where it is your own fault if you can’t do it.

I think this nation has a responsibility to those who cannot, and
therefore, I would assume that in any national health insurance
that would be based on prepaid comprehensive health insurance,
taking in everything, taking in all care, dental, ophthalmology, ev-
erything that is not covered now, preventive, total, I think that the
nation would have a responsibility for paying this comprehensive
health insurance for those who cannot; and for those who can, well,
I think there could be a provision for the individual responsibility
for those who can, and national responsibility for those who
cannot.

Mrs. BENTLEY. Supposing somebody can but chooses not to, some-
body can afford it, they have the means to do it with, but they
choose not to do so. Then what? What happens if they run into
a——.—

Dr. SaBIN. I am hard of hearing, and I paid for this apparatus,
but it isn’t always good.

Mrs. BENTLEY. If a person has the financial means to cover him
or herself or his family, and they decide that they don’t want to get
into this prepayment or advanced coverage and then a catastrophe
hits that family and at that point they cannot afford to take care of
the catastrophe themselves, what do we do at that time? How
would you handle that?

Dr. SaBIN. Let me see if I understand the point you are making.
Let me assume for a moment that prepaid heaith insurance is
available for all, one way or another, and the there are families
who don’t want to participate. To me, it is very much the same like
the public school system. We have education available for all and
some want to have private schools. That is fine. But they pay for it.
The nation does not pay for the privilege of having that which is
above that which is absolutely necessary.

Now, there was another point you said in case the status
changes,

Mrs. BENTLEY. Yes.

Dr. SasiN. Did I understand you correctly?

Mrs. BENTLEY. Yes.

Dr. SaBIN. Well, you know, it is very difficult to write one pre-
scription for everything, and I would "think that one—the job of
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good legislation is really to take care by definition of all possibili-
ties. It is not easy, but it has to be done.

Ms. FutreLL. I was going to say, Mrs. Bentley, the program you
are describing sounds very similar to what I understand the Cana-
dians have. They have a national health program, health insurance
program, which is established on provincial lines. However, if there
are individuals who desire not to participate or who like extra serv-
ices, they do have the right to go out and buy it, as Dr. Sabin said.
So if they want their own private physician and do not wish to par-
ticipate in the plan, they have the right to do that, or if they want
additional services or want to go to someone else, they have the
right to do that as well. As we look at the program, perhaps we
could look at some of the models which are already in existence
and maybe look at the Canadian model.

Mrs. BENTLEY. Mrs. Gordon, you mentioned that you and your
husband carry identical insurance policies?

Ms. GorpoN. That is correct.

Mrs. BENTLEY. If one of you had carried, say, major medical cata-
strophic insurance and one the other, would that have taken care
of your problem?

Ms. GorpoN. It depends on what the second policy would have
covered, but if it would have been a catastrophe type policy, then
maybe yes.

Mrs. BENTLEY. Then maybe one of the solutions that could be
found rather quickly is offering a choice, let's say, by AT&T or
Safeway or somebody to their employees, you can either carry this
kind or this kind and in a family where there is this kind, you take
the other kind.

Ms. GornoN. That would have been an alternative.

Mrs. BENTLEY. That is a recommendation, Mr. Chairman. Thank

ou.

The CHAIRMAN. Thank you, Mrs. Bentley. Ms. Myers.

Mrs. MyYErs. Mr. Chairman, I think you are all just wonderful,
and I agree with almost everything that has been said, and I am
very interested in what you have to say, and I am going to talk for
just a minute, if I may, about some of our problems.

I sometimes, in leading into this, I give people my l-minute de-
scription of the Federal budget. Think of the Federal budget as $1
trillion, the largest item is defense, that is $300 billion. These are
rounded figures. The next largest item is Social Security, that is
$200 billion, and now you have spent half the Federal budget. The
next largest item is interest on the debt, that is $145 billion. The
next largest item is Medicare, $80 billion, and with those four,
those are the big four, defense, Social Security, interest on the
debt, Medicare, you have now spent 70 percent of the Federal
budget. Everything else that you can think of is in that top 30 per-
cent, foreign aid, the farm bill, Medicaid, all of the poverty pro-
grams, education, student loans, Amtrak, small business, highways,
clean air, clean water, you name it. If the Federal Government
spends money for it, it is in that top 30 percent.

That means that if you look at this, we are talking about an $80
billion expenditure for Medicare, the fourth largest item, we are
talking about $25 billion for Medicaid matched by the States, be-
cause Medicaid is 50-50. That means about $50 billion for Medic-
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aid, and these are all very rough figures that I am kind of doing
from memori. So they are not precise, and I think $8 to $10 billion
for veterans health.

Now, if we have 31 million uninsured and when we are talking
about prepaid insurance, I presume those 31 millicn don’t have in-
surance, because they can’t afford it. Now in some cases, as Repre-
sentative Bentley has said, they could afford it, but they just
haven’t done it. But I would say the vast majority of those 31 mil-
lion don’t have it because they can’t afford it, and if we have a na-
tional prepaid insurance plan, that means that the Federal Govern-
ment is going to have to pay the cost for those 31 million unin-
sured.

We have other problems. Most of those who are insured at this
time do not have catastrophic, they do not have long-term care.
You have to spend down to the poverty level before you get any
help with the Government in long-term care. We do not have ade-
quate home care. There is a great deal of discussion right now, eth-
ical concerns that could greatly increase our Medicare costs.

For instance, I don’t think at the current time Medicare will pay
for heart transplants for anyone over 55. There is a great deal of
ethical discussion going on about that.

Now, I guess my question, and I would like you all to react to it,
if we involve ourselves in all of this, we are mortgaging our chil-
dren’s future unbelievably. We are mortgaging our children’s
future right now. Now, I am not saying that anything that any of
the three of you have said is wrong. If I could fix this tomorrow, I
would, and I want to very much.

But what I am saying is what should be the first step? If you
agree that we can’t do it all at once, should we have prepaid insur-
ance for those who can’t afford insurance? Should we take some ad-
ditional steps toward providing long-term care or catastrophic
care? That is our problem. And I don’t expect you to solve it this
morning, but I would like to have your comments on it, and I
thank you for allowing me to take this time, Mr. Chairman.

Ws. FuTreLL. Well, first of all, I do not profess to be an expert
regarding this issue. However, I do believe, as does the National
Education Association, that this is a very important issue. I would
say that when we look at the future of America, we have to look at
the children, and as I look at the children who are coming up now,
one of the things that scares me is that we have so many of them
who live in poverty and according to the demographics, about 40
percent of the children today are in poverty, and that says to me
that many of those children, if not all of them, are without health
care other than what they get through the schools or what they
might get from Medicaid, Medicare.

So when we talk about the future and mortgaging their future, I
would have to say that that is, in my naive opinion, not a reason
for not moving ahead with this item, because if we can give them
all good health care and a good education, then they will be much
more productive and much more self-sufficient during their adult-
hood.

I would say that as we put together this program, we need to
bring together the best minds to develop such a program, not only
as it relates to the health care component by the financing of it,
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how can we get the information out to the people in the country,
and how can we provide the best services, the best support, the best
care not just for the children but for all people of America. That
would be my primary concern. If we don’t, would they want to live
their life in ‘misery, live a life knowing that they can’t afford
health care, wonld they want to live their life knowing that if they
had received proper care while being cared for during the early
years that maybe they would not have had some of the problems
they had in school or later in life.

It seems the priority is can we develop a comprehensive univer-
sal health care program that will help all people and especially the
children?

Mrs. Myers. You would address them first, which was my ques-
tion, which one of these problems should we address first, consider-
ing that we can’t do everything next year, would you say the 31
million uninsured would be your first step?

Ms. FuTreLL. I would rather not take such a specific position be-
cause I would like to have us look at this problem very very care-
fully, very thoroughly, and come up with the most comprehensive
plan we can. I would prefer a program that would allow all people
to be involved, but if we can’t do that, I would rely on the advice of
people who know more about this than I do, because you are not
Jjust talking about young people, you are talking about old people,
you are talking about people like Mrs. Gordon who thought they
were adequately covered only to discover they were not.

I would be willing to look at systems such as the ones in France,
Canada, England and how they started. Did they start covering ev-
erybody and then certain groups and gradually phase in other
people? I would be willing to do that.

he CHAIRMAN. Does any other member of the panel wish to
answer that question? Dr. Sabin.

r. SABIN. Mrs. Meyers, it is quite obvious that I am quite a lot
older than you, and when you said mortgaging our children, it sud-
denly rang a bell, and the bell went back more than half a century
to when the United States was undergoing a social revolution in
effect, and that thing was said again and again and again, and yet
the gross national product about half g century ago and even more
so 50 some odd years ago, by comparison with our present gross na-
tional product, there just is no comparison, you see. So the issue of
morigaging our children, I personally believe, does not belong. The
issue that we cannot afford a proper health service for the people
of the United States I would also be inclined to say, knowing some-
thing about what is being done in this country, that we can.

The question is how? Now the next question I think, or maybe
the first you asked, is since everything cannot be done at once,
what, let’s say, in my opinion, should be done first? Personally I
believe that it is necessary to attack a serious problem in toto. The
costs of health care in the United States at the present time are
too high, and I believe that they could be markedly diminished
without any interference with quality of health care. So that needs
to be attended to.

The issue of whether or not something should be done right
awai'—as a person who doesn’t have rauch more time to live, I
would say for people in a hurry, and I am still a young man in a
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hurry, I would first want, to address for those who don’t have any-
thing. People who are turned away from hospitals because—do you
have insurance? No, I don’t have insurance, out you go. You have
documented how much of that takes place. That is a disgrace. It is
a national disgrace.

I would make that illegal, and I would provide those hospitals
that would take care of them with the funds to take care of them.
No person should be denied health care on the basis of inability to
pay. If we can’t afford that, let’s go into bankruptcy.

The second thing I would attend to would be those who are un-
derinsured. Now, I don’t know if I would call it a catastrophic ill-
ness, but 3 years ago, I was completely aralyzed, I died and was
resuscitated and lay paralyzed for several months, and I had lots of
bills. Even though I had Blue Cross-Blue Shield, Medicare and so
on, I had lots of bills, but I could pay them.

The point is there are many Americans who cannot pay them,
and then what happens to them? I think their priorities should be
considered, while a system to reduce the cost of health care is
being attended to, at the same time I am not a general practitioner
who says we don’t have the knowledge, we can’t deal with this dis-
ease you have, I will give you something. You have got to give
something, but you have got to attend to the problem.

I think that it is necessary to have some priorities, but the ap-
proach should be a total approach, and when I hear you include
Social Security into the national budget, I have been paying Social
Security for more than half a century, and until just about a
month ago, when I was still getting paid by the Federal Govern-
ment, Social Security got its bite, you see. Social Security is a form
of existing insurance. It is not part of the budget to which every-
body contributes. Now maybe it doesn’t cover everything. But that
cannot be part of the budget.

And Medicare, Medicaid—look—those figures can be reduced,
but in some places they should be increased. Medicaid is not
enough. In many instances, Medicare is not enough.

So my answer to you, yes, you need priorities, but you have got
to attack the whole problem at the same time or else you will go on
having problems again and again and again, and please—I think
we can afford it. And I don’t think this Nation is ready to go into
bankruptcy.

Mrs. Myers. Mr. Chairman, I appreciate very much your com-
ments, and I don’t want in any way for you to think that I am
being argumentative. I do think that because we have a $2-trillion
debt and a $200-billion deficit, when interest on the debt is the
third largest item in the Federal budget, that we would not be
doing our job if we did not concern ourselves with these sorts of
things. And so in that respect is why I talk about it, and not to
diminish the importance at all of what you are saying.

I do think we have to address these problems, but I think it is
going to have to be done with some kind of priority, and just for
your interest, not that this should be the top priority, the thing
that I hear the most about from my constituents is the issue of
long-term care, those people who—they do not realize that there is
currently nothing that will help pay for long-term care for Alzhei-
mer’s disease or various other problems, the one that Mrs. Gordon
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has, unless the family is willing to spend themselves into the pov-
erty level, and then they get some assistance through Medicaid. We
have made some steps with Medicaid waivers and home health
care working through the States, but we still have an enormous
problem there, and that is what I hear the most about from my
constituents, and I thank you for your responses.

The CHAIRMAN. Mr. Vento.

Mr. VENTO. Thank you, Mr. Chairman. '

You have a very distinguished panel here today. Dr. Sabin, I
have been here when you have done your work. I must compliment
you on your recent contribution to the Discovery Science magazine
article on AIDS that you recently participated in. It was an excel-
lent article.

Of course, Ms. Gordon, we welcome you here. I think that you
all too well exemplify the problems that or constituents are ex-
posed to and are aware of. In real life, I was a schoolteacher for 10
y??rs, so we have a lot in common. A science teacher, as a matter
of fact.

If you look at health care in the country, you find it is not doing
the job it is supposed to. Medicare started out dealing with about
75 perceat of the health care costs for the elderly, and now we are
down to something less than 40. If you took a vote of the elderly in
terms of their opinion of our prospective payment system, they
would be overwhelmingly in the negative. It may help hospitals,
but it doesn’t do much for continuing service. Worse yet, we find
that these 200 million Americans that don’t have this type of cata-
strophic health care are not aware of it. I think the chairman’s
focus on this today, specifically with regard to the aged, is impor-
tant because there is no way that the average family in Minnesota
or any place else can plan to meet this particular need. That is
almost a definition of what insurance and the Government is sup-
posed to do—to eliminate the uncertainty that occurs. And that has
only been aggravated or compounded by the new restructured un-
derwriting that has gone on as insurance companies begin to evalu-
ate their deeper pocket risks that they have covered in the past.
Now because of the low profitability and the high liability, insur-
ance chpanieS have decided to withdraw from that particular
mari e,

As we examine all our insurance policies, health insurance and
others, you are going to find that there are larger voids if the un-
predictable and the unlikely does occur. I think that is a good start
to recognize that factor. You hear a lot about bud ets, but the fact
of the matter is that preventive type of health care can save
money. We keep saying that, but we don’t put anrything behind it.
We have tried to do things with pregrams like WIC and other pro-
grams for kids, but it is hard to educate them. You try to meet
them where they ave at.

You are telling us that more and more young people are in pov-
erty. There is an interesting debate about this, that the elderly
today are wealthy and that the young people are the ones that are
in poverty. I submit that there would be a lot of elderly that wouid
be in poveriy too if certain policies that were advocated by the ad-
ministration in the 1980’s had been successful. That is to say, if the
administration’s modifications in Social Security and the reduc-
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tions and greater reductions, in medicare had all been achieved—
there would be a lot more elderly people in poverty today; and if
everybody was equally miserable, I suppose we ought to be happy.

I find it startling, that conclusion. I think the failure and the
reason we have this problem is due in some extent to the with-
drawal of Federal or national programs that exist and the States
are unable to pick up the entire program.

We need to do something on a broad basis. I think that I realize
that none of you are qualified to answer, nor am I, but one of the
first questions I asked when I ran for Congress 10 years ago is:
What is the total dollar that we spend on health care? It is ironic
that here we have the pinnacle in terms of health knowledge and
of scientific knowledge with regard to health care, we lead the
world in that. Yet if I evaluated how we apply that on a broad
basis in terms of our population, there are a few that get very good
care and many that get very poor care because of the type of
system we have of distributing quality health care on a broader
basis to the people that we represent.

That is evidenced with the incident with Ms. Gordon and her
family’s problem. I think it is evidenced with the kids that are in
the classrooms that Mary Futrell is representing here today. We
are just not doing the job. The fact is that the cost in terms of
human resource is overwhelming. You know Dr. Hodgekinson from
the Department of Education has pointed out that half the stu-
dents in public schools in the 1990’s will be minority students—half
of them. If we don’t do the job in terms of health care, in terms of
meeting those kids where they are at and improving it, we have
very serious problems in terms of our future.

You can’t do much about it, and one of the big parts is they have
to be healthy. They aren’t going to learn if they are not healthy. I
trust we can do it.

I also hear the discussions about balanced budgets. I think the
thing to recognize is that we surely have to, when we have people
that are going through :he thresholds and run out of income, they
fall right into the Medicare or Medicaid Programs. The welfare
system is supported by the States and the National Government,
and that budget is going to continue to grow. In my judgment, the
growth of the Medicaid budget represents the lack and the failure
of planning and permitting people to plan for their own health
care needs.

As that grows and really explodes, we have to do something
about it, unless we are going to take the view that we are going to
withdraw and renege in terms of the basic commitment in terms of
health care. We have tried every way, through Hill-Burton, con-
struction funds. I think the mandate is clear in terms of the intent
of the law, but yet we have not faced up to and are not dealing
with that.

But the growth of the Medicaid budget is the failure of health
care policy in this country. And we have to do something about
that. It is going to only be complicated by the insurance underwrit-
ing practices that are prevalent today in terms of withdrawing
from this catastrophic area.

T have no questions, but I want to commend you, Mr. Chairman,
for the hearing.
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The CHaIRMAN. I thank you, Mr. Vento,

I would like to thank the panel for not only interesting, but very
informative information that you have given this committee,

Thank you very much,

The next panel will be made up of three very distinguished
individuals. Tke first is the former. cretary of Health, Education,

and Dr. Uwe E. Reinhardt from Princeton University.

Will you please take your respective seats.

I am going to ask Dr. Flemming to start out the discussion, and
proceed in any manner he may desire,

STATEMENT OF ARTHUR S. FLEMMING, FORMER SECRETARY,
DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE; AND
CHAIR, CITIZENS’ COMMISSION ON CIVIL RIGHTS

Dr. FLeMMING. Thank you, Mr. Chairman,

Mr. Chairman, members of the committee, I appreciate very,
very much the opportunity of participating in this hearing and’I
certainly want to commend you, Mr. Chairman, and your col-
leagues for exercising the leadership that you are exercising in con-
nection with this very, very important issue.

Forty million Americans, 1 out of § of our total population, are
not covered by any health plan, public or private. Another 10 mijl-
lion are part of a health plan that provides totally inadequate cov-
erage.

Behind these numbing figures are millions of persons of all ages
who are struggling, even dying, because we are the only industria}-
ized nation in the world, except South Africa, that has refused to
make access to health care a right for everyone.

Many Americans—old, middle-aged, and young—believe that the
time has come to confront this situation "head on. They believe
that, at long last, our Nation must develop and implement a na-
tional health plan which will contain health care costs, while
bringing everyone under an adequate health care system.

Older people, for example, know that this is the only way to close
the indefensible gaps that now exist in the Medicare Program for
older persons and the disabled, and to deal with the health care
Cf]i'?ifj that confronts their children, grandchildren and great grand-
children.

Medicare observed its 20th anniversary in 1985. When enacted, it
was expected to cover approximately 70 percent of the health care
costs of the average beneficiary:; today it covers only 44 percent.
The average beneficiary is spending as much of her or his own
funds on health care today as 20 years ago.

he reasons are well known. Costs are spiraling and there are
glaring gaps in Medicare coverage—no provision for vision and
dental care, loss of hearing, Prescription drugs, or long-term illness-
es, including home care.

any proposals have been made to strengthen Medicare. This ig
a commendable goal, however it is sure to be a slow, incremental
approach. We would be confronted, in the meantime, with the fact
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that millions of persons in other age groups would be left complete-
ly unprotected from the hazards of the high costs of physical and
mental illnesses. This would inevitably weaken public support for
closing Medicare gaps and would create tension between age
groups.

Medicaid—our Federal-State program for low-income people—
also observed its 20th anniversary in 1985. There are many weak-
nesses in the Medicaid Program, but the most glaring one is that
less than half of the persons who are living below the poverty line
actually participate in Medicaid. There are, for example, 3,400,000
persons 65 and over who are living below the poverty line, yet only
36 percent have the protection, for example, that Medicaid prevides
for long-term illnesses. This protection is better than that provided
by other public or private plans—but it is available only to a small
percentage of those who need it.

What about the private sector? Dr. Anne R. Sommers, adjunct
professor at the Robert Wood Johnson Medical School in New
dJersey, in an article in the Wall Street Journal, sums up the situa-
tion as far as long-term care is concerned in this way:

The same demographics that create the need for long-term care insurance fright-
en the insurance industry with the spectrum of costs badly out of balance with af-

fordable premiums. The concern is understandable and, certainly, so far as the poor
are concerned, it is unlikely that any purely private solution can be found.

What then can we do? Older persons belong to a generation that
has been deeply involved in making Social Security a reality. We
have shown that it is possible for America, functioning as a nation-
al community, to pool our resources to help all of our people, wher-
ever they live, deal with what the late President Roosevelt referred
to as the income ‘“‘hazards and vicissitudes” which confront the
families of our Nation. Our Social Security system is one of the
world’s greatest examples of how a people united can deal with the
loss of income because of retirement and the death or disability of
the family income producer.

Older persons believe that it is also possible for the United
States, functioning as a national commmunity, to pool its resources
in such a manner as to make it possible for all of our people wher-
ever they may live to deal with the “hazards and vicissitudes” of
life related to the cost of health care.

That is why older persons welcome, Mr. Chairman, your leader-
ship in addressing this issue by introducing HR. 5070, the U.S.
Health Program Act. We need a law which will control health care
costs, protect quality of services and assure access to health care to
all Americans. As Douglas Fraser, the chairman of the National
Health Security Action Council, expressed it: “This plan—your
bill—offers comprehensive health care protection to all Americans
in a cost-controlled manner.”

The first question I confront as I discuss this issue throughout
the country, the question that I confront across the country and
the one that has been covered in discussions for the last half hour
here: Can we afford it? That is why I am delighted that one of the
major sections of your bill deals with cost containment.

We must as a Nation recognize that we are spending billions of
dollars under our present health care system that we just don’t
need to spend.
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Twenty years ago, Canada and the United States were spending
approximately 6.5 percent of their Gross National Product on
health care. Neither nation had a national health plan. In 1971,
Canada began to implement such a plan—a plan which also has
cost containment built into it.

Today Canada spends 8.4 percent of its gross national product on
health care; in 1985, the United States spent 10.7 of ite gross na-
tional product on health care—-the highest percentage for any de-
veloped nation in the world. Everyone in Canada has access to ade-
quate health care; 40 million persons in this Nation do not have
access to any health plan, public or private. Why this discrepancy?

An article in the New England Journal of Medicine last Febru-
ary reported on an in-depth study designed to determine what sav-
ings we could make in this country in administrative costs in the
health care field if we should adopt a Canadian-type plan. It was
concluded that we could save $29 billion a year or about 8.3 per-
cent of our total health bill.

Think, for example, of the millions of dollars that we spend to
determine whether persons are eligible for Medicaid—dollars that
make no contribution to the health care of anyone. In the private
sector, think of the millions of dollars that are spent for adminis-
tration to determine whether persons are eligible for health insur-
ance policies.

Then consider the savings that could be made if cost contain-
ment provisions, such as those in H.R. 5070 were in effect.

Payments for hospital care would continue to be made on the
basis of a prospective payment system as is now the case under
part A of Medicare. Physicians, nursing homes, home health, hos-
pice, and ancillary services, including prescription drugs, would be
paid on the basis of a prospectively set, fixed fee developed in con-
sultation with health care providers. Future payment increases
would be linked to increases in per capita gross national product.
Exceptions to this payment system would be made in the case of
qualified HMO’s, and payments in States with approved State-spon-
sored cost containment program.

Yes, HR. 5070 or any similar bill would call for cost increases in
order to grant all of our people the right to adequate health care.
But there would be offsets in administrative savings and because of
cost containment. These are the kinds of offsets that have held
GNP expenditures below those of the United States in all other in-
dustrialized nations with national health plans—plans which,
unlike our patchwork system, provide everyone with access to
health care. ,

That is why, Mr. Chairman, I believe your estimate that your
plan, if implemented, would mean that our GNP expenditures
would go no higher than 12 percent is sound. If anything, it is too
conservative.

I am & friend of Dr. Philip Lee, former Assistant Secretary of
Health, and he believes we can put into effect a national health
plan such as envisaged by your bill without increasing our GNP ex-
penditures. But let’s assume that we do move from 10.7 of the gross
national product to 12 percent of the gross national product. That
is a price we clearly have the capacity to pay in order at long last
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to alleviate the suffering that is caused by our failure to implement
the right of everyone to have access to adequate health care.

H.R. 5070 would guarantee all U.S. citizens and residents access
to primary, acute and long-term health care. The package of bene-
fits incorporated in the bill is a response to the basic issues con-
fronting our Nation in all three of these areas. I am sure that
there will be differences of opinion as to what should be in the
package. These differences will become a part of our national
debate on this major issue and will make a constructive contribu-
tion to the ultimate outcome of that debate. The important thing,
however, is that the benefits package in H.R. 5070 is an outgrowth
of a clear recognition of the issues that confront the consumer and
a determination to deal with—not evade—these issues.

I am delighted, for example, that the bill provides genuine hope
for those who confront or fear they will confront what are often-
times the overwhelming burdens of long-term care. We have lis-
tened to the presentation of a case history relative to those burdens
here this morning. If this bill should pass, we would be responding,
as a national community, to the deep-seated concerns of millions of
our people, wherever they may live, in a fair, compassionate and
fiscally responsible manner. I feel that it would be reasonable, as
your bill specifies, to require that all but the low-income would pay
up to a maximum of $500 per person per year for health care and
skilled nursing home and home health costs, and up to a maximum
of $1,000 per person per year for nonskilled longterm care.

The proposal to make health maintenance organizations and
similar delivery systems the primary vehicles for delivering health
and ccntinuing care services is a constructive one. It could, for ex-
ample, help to achieve the cost containment objectives of the bill.
Here again, alternative ideas may be advanced which we will all
want to explore. I feel, however, that if the Nation decides to move
in this direction, major emphasis should be placed on the portion of
the bill that calls for qualifying HMO’s under title XIII of the
Public Health Service Act, requalifying them on an annual basis,
and penalizing or removing from the program any HMO which no
longer meets qualification standards. Unless such provisions are
vigorously and effectively implemented the national health plan
would rapidly lose credibility.

I congratulate you and your associates, Mr. Chairman, on provid-
ing in the bill for the establishment of a quality assurance system.
If such a system is not made an integral part of a national health
plan, we will be guilty of raising the expectations of our people and
then seeing these expectations change into deep-seated frustra-
tions. I like the provisions in this section. I like the provisions deal-
ing with prospective system under part A Medicare, for example, I
think they will help to correct some of the problems we have run
into in that particular area. Here again, I am sure a national
dialog will result in new ideas being incorporated in the section.
Personally, I would like to suggest that consideration be given to
providing that the chairpersons of the local consumer advisory
boards provided for in the bill also serve as members of the peer
review organizations.

I know that there will be a vigorous debate over the tax package
you have included in your bill in order to provide the revenues for

09



b6

the trust fund from which benefits would be paid. Nevertheless, I
congratulate you on putting together the package. This package,
when combined with the cost containment features of your bill,
demonstrates to the Nation that we have the capability of imple-
menting a national health plan within the frame of reference of
our overall fiscal situation. If sound arguments can be advanced for
dropping parts of your tax package and substituting for them some
other proposals I am sure that you will be happy to listen to those
arguments. '

The important thing is that you believe as I do that we must
keep before us at all times the goal of implementing a national
health plan in a fiscally responsible manner. This can be done and
the provisions of your bill help to demonstrate that it can be done.

Many Americans have long sought to make access to decent
health care a right for everyone.

I have participated in those efforts over a long span of time.
Forty million Americans are suffering, struggling against insupera-
ble odds to deal with the costs of health care, or living in fear be-
cause of our fajlure to reach that goal. These millions, their fami-
lies and friends, older persons and advocates for children are ready
for action.

For example, SOS, a coalition of over 100 national organizations
to protect Social Security, of which I serve as cochair with Wilbur
Cohen, another former Secretary of Health, Education and Wel-
fare, after recommending a 15-point program for improving health
care in the United States said:

We favor—as the only realistic basic solution to the Nation's total health care
problems and needs—a universal national health care plan with comprehensive cov-

erage and benefits, cost and quality controls, annual budgets and a reorganized
health delivery system.

The National Health Security Action Council, of which Douglas
Fraser is chairman and Melvin Glasser, the director, in a recent

plargphlet entitled, “A National Health Care Program—Now” con-
cludes:

We are at an unusual time in the history of health care. We have a unique oppor-
tunity, not to patch, not to engage in new public relations gestures but to achieve a
long-sought goal of the American people—to make access to decent health care a
right for everyone.

Martin Luther King, in his address at the Lincoln Memorial on
August 29, 1963, warned the Nation, among other things, against
taking the tranquilizing drug of gradualism.

We have taken that drug far too long in the field of health care.
As I travel the Nation andg speak and listen to groups of citizens, I
sense that a revolt is underway against the continued use of that
drug—against our patchwork health care system,

There is strong support for the thrust of H.R. 5070. I hope, Mr.
Chairman, that you and your associates on this committee will
take appropriate action designed to accelerate consideration of this
bill by the app.opriate committees of both Houses of Congress. If
this happens, it will accelerate a movement which will gather mo-
mentum—a movement which is going to demand action on a na-
tional health plan—not in the distant future, but in the one-hun-
dredth Congress.

Thank you, Mr, Chairman.
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The CuairMAN. Thank you, Dr. Flemming.

Dr. Helms, Dr. Reinhardt, it is necessary for us to once again
answer a roll call again. One has been called. We will recess for 10
minutes and be right back.

We will return.

[Brief recess.]

The CHAIRMAN. Dr. Helms, will you proceed in any way that you
may desire. You may either read your statement or summarize it
or use any method that you please.

STATEMENT OF ROBERT B. HELMS, PH.D.; ASSISTANT SECRETARY
FOR PLANNING AND EVALUATION, DEPARTMENT OF HEALTH
AND HUMAN SERVICES

Dr. Herms. Mr. Chairman and members of the committee, on
behalf of Secretary Bowen, I thank your for invitation to appear
before the committee this morning to discuss issues and problems
related to health insurance for the American people. Since my
written statement is so long and detailed, I would like just to make
?. kfew informal remarks. We can go into more detail later, if you
ike.

The Secretary shares the concerns of the committee and of the
other witnesses you have heard this morning over the difficulties
that some people have obtaining the health services they need, and
over the very high—even catastrophic—costs faced by a few fami-
lies. The President has made clear that he intends to respond to
those needs.

Mr. Chairman, there are four major financing systems that pro-
vide Americans access to the health services they require. The first
such system is commercial insurance largely made available
through the workplace. It has been estimated that two-thirds of all
Americans—employees and dependents, retirees and those between
jobs—are protected by commercial insurance.

The second financing system is public insurance; nearly 50 mil-
lion people are protected by Medicare and Medicaid, and millions
more through the State-financed programs that pay for health care
for the poor who are not eligible for Medicaid.

The third financing system is based on State and local govern-
ments’ taxes and Federal block grant funds; through the resulting
services delivery programs, free care is provided by certain public
facilities, and charity care is made available through nonprofit and
for-profit health care providers.

The fourth financing system is the out-of-pocket payments made
by every insured and uninsured person—coinsurance, deductibles,
payments for supplementary services, and so forth.

These four financing systems are intertwined and interdepend-
ent, and they are constantly changing. It is artificial to weigh the
impact of any component in isolation from the others or to believe
that a static snapshot of any system can capture tomorrow’s reali-
ty.

Attempting to look at one piece of this mosaic can result in a
lack of clarity regarding the nature of the problems we face.

Mr. Chairman, there are indeed problems—problems of lack of
insurance and problems of underinsurance. The testimony we have
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heard this morning speaks eloquently of selective gaps that require
selective solutions.

The size of the problems and the nature of the populations facing
them are the subjects of a whole variety of statistics drawn from a
variety of sources, and given a variety of interpretations.

While certain of these interpretations soon become conventional
wisdom, I believe that we all need to be very cautious about rush-
ing to adopt anyone’s version of truth. That is one of the main
points I tried to make in my written statement which has been
submitted for the record.

We all agree that existing gaps must be closed with targeted so-
lutions. As President Reagan has said, we must look for ways that
“the private sector and government can work together to address
the problems of affordable insurance for Americans whose life sav-
ings would be threatened by catastrophic illness.”

Family financial catastrophe that is related to out-of-pocket
health expenditures arises infrequently, but it has many faces: for
an insured family with $50,000 of income faced suddenly with
$100,000 in uninsured medical debts, there is catastrophe; for an
uninsured family with a minimum wage income and a need to pay
a $1,000 medical bill, there is catastrophe. Whether the costs are
for acute care or long-term institutional care, the effects are equal-
ly devastating.

But the response to these problems cannot be one-dimensional.
We have a diverse system of health care financing and delivery.
All of the participants bring strengths to that system, all of us
have a stake in making changes that are both effective and effi-
cient, and all of these parties must participate in designing and
playing a role in the solutions—employers and individuals, com-
mercial insurers and self-insurers, individual and institutional
health care providers, and governments at the local, State, and
Federal levels.

Mr. Chairman, as you know in response to the President’s in-
structions, the Department of Health and Human Services has
been engaged for several months in examining the problem of cata-
strophic health care costs.

Three working groups have been focusing on problems of long-
term care and acute care for the elderly, and on the problems of
the under-65 population. I regret that my printed statement could
not be more comprehensive in its discussion of findings and alter-
natives, but I know that you will appreciate that it would be pre-
mature for the Department to discuss this material when it has not
yet been evaluated in detail by either Secretary Bowen or the
President.

The problem of long-term care, especially for the elderly, is a
particularly complex issue as I know I do not need to tell the mem-
bers of this committee. The long-term care system in this country
is a delicate balance with 70 percent of needed care delivered infor-
mally by families and friends, and with one-half of the institutional
care paid for directly by beneficiaries and one-half by the Medicaid
Program.

Demographic and socioeconomic changes that are already under-
way call into question whether this present system can be main-
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tained, and questions are being increasingly raised whether or not
this public-private financing arrangement should be maintained.

For some people, family care is an extremely heavy burden that
is now willingly borne out of love, but at considerable sacrifice. For
other people, the out-of-pocket financing of community and institu-
tional care is straining finances, and for Federal and State Govern-
ments, the burden on the Medicaid Program diminishes over abili-
ty to meet other urgent care needs. .

Very careful attention is being paid to the growth of private
long-term care insurance, and we believe that there is reason to be
cautiously optimistic about its future growth.

We need to remove barriers to its growth while being prudently
watchful over the quality of protection it affords.

For persons who may be unable to afford private, long-term care
insurance, there will certainly continue to be some public role, al-
though just how that role should change remains to be seen. How-
ever the private and public responsibilities evolve, what is most
clear is that all persons who are not yet elderly will have to face
up to a need to invest in their own futures by preparing early for
their long-term care needs.

Mr. Chairman, in your floor statement last June, you said, “Let
us hope that we can again follow this proud American tradition
and find a truly workable American solution to today’s health care
challenge.”

The President, Secretary Bowen, and this entire administration
join you and the other members of the committee in that search
for a workable American solution.

Again, I thank you for the opportunity to appear. I will be glad
to answer any questions.

[The prepared statement of Dr. Helms follows:]
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PREPARED STATEMENT OF ROBERT B. HELMS, PH.D., ASSISTANT
SECRETARY FOR PLANNING AND EVALUATION, DEPARTMENT OF
HEALTH & HUMAN SERVICES

Mr Chairman, members of the Comnittee:

On behalf of Secretary Bowen, I thank you for your invitation <o
appea£ before the Committee today tn &iscuss issues and problems
in health insurance for the American people. Your invitation to
testify mentioned the Problems of some 50 million Americans who
fall into two groups - persons who have no private or public
health insurance ~- the "uninsured” ~- and persons who, although
insured, lack gome degree of protection against very high acute

care out-of-pocket costs (often called "catastrophic costs"),

Umma
Among persons who are uninsured and underinsured, a gmall number
each year will incur medical care costs that will impose gerious
fanily hardships; governments, insurers, employers and others
must work together to effectively address those very real needs.
However, there ig an implication that all people who are counted
on surveys as being uninsured or somehow underinsured lack accesg
to health care, and that this situation has created a need for
radical restructuring of the Nation's health insurance. 1
believe that neither the interpretation nor the solution is
warrented, and that the nature of the Problem needs more precise
definition. In this testimony, I will present a somewhat
aifferent picture that I believe can serve as a basis for
Agreement regarding the nature of this problem. I will make four
main points:
T~ First, I agree that there are selective gaps in the
insurance coverage of many Americans, but these gaps

are not pervasive or general.

"= Second, uninsured does not necessarily mean
unprotected. Many of the uninsured have significant
amounts of income and may be making a rational econonic
choice to self-insure. At the other end of the income

Bcale, the very poor are protected through Programs °

designed and managed e qunjocal overnments.
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== Third, I agree that means should be explored for
ciosinq the gaps that do exist so that every American
has access to affordable, cost-efficient health

insurance and health gervices.

-= And fourth, solutions must build upon the strengths of
our pluralistic system -- the role of the individual in
meeting family and societal responsibilities within a
framework of choice and enlightened self-interest: the
role of the private marketplace in promoting efficiency
among insurers and health care providers: 2nd the role
of governments in selectively reeting special needs.

In collaboration with employers, insurers, benefici-

aries, and state and local governments, we must
evaluate which gaps are already being closed and what

marginal additional steps would encourage and
accelerate improvements.
2is§ussigu
Estimates of the number of people who are uninsured or
underinsured vary depending upon definitions, which survey is
used, how responses are interpreted, and what approach is used to
extrapolate to the national populat&on or to update findings to
the present. However, there appears to be some consensus around

the following numbers:

- Estimates of the number of people under age 65 who are
uninsured typically range between 3; und.40 million
persons. About one-half are estimated to be uninsured
all year and about one-half uninsured for some period

during the year.

- The estimate of underipsurance is highly sensitive to
definition. Using definitions deQeloped by the
National Center for Health Services Research, the
number of persons estimated not to be fully protected
against catastrophic acute care costs 1is between 10 and

15 million persons.

There are two major perspectives from which look mora closely at

these numbers. One perspective is family income, which is
crucial in analyzing ability to pay premiums, deductibles,

co-insurance and costs of uninsured services, and in making

estimates of the extent to which health insurance and health
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services costs competa in the family budget with costs of daily

.living. Families with low incomes ate less likely to have

private insurance, and are more likely to have public insurance

and to use publicly-financed services.

A second and closely intertwined perspective is the affiliation
of family members with the labor force. This orientation is
important because workplace health insurance is the foundation in
this country upon which health insurance is bhased for persons
under 65 ~- employed persons, their dependents, the
transitionally unemployed, and early retirees. Individuals and
families under age 65 without labor force attachment are
significantly less likely to have private health insurance.

These include the structurally (or long-term) unemployed, some
early retirees, the non-working dinabled, the poor elderly, and

dependent children in single-parent families.

As important as is the presence or absence 6! insurance coverage
within these groups, the comprehensiveness of the protection
afforded is equally important. Some people who have private
insurance protection find that their insurance is not
sufficiently broad to cover their costs: uither services needed

nre not included in the coverage, or there is no stop-loss limit
on cost-sharing, or the insurer'e maximum liability limit is too

low. There are a variety of definitions of underinsurance, most
related to what are called "catastrophic medical expenses,® and I
would not propose to recommend & specific definition. For the
purposes of the etudy requested by the President, we have elected
to define catastrophe in terms of the amount of uninsured, out-
of-pocket costs that are incurred relative to family income. But
beyond that general definition (with which not everyone will
agree of course), spacifics become a matter of societal jﬁdgment
-- whether uninsured costs are a catastrophe when they reach 5%
of income or 10%, or whether 2,000 dollars out-of-pocket ig a

catastrophe or 6,000 dollars or some other number.

The definition chosen will determine tha size of the problem;

the lower the threshcld definition is set, the more families will
exceed it each year, For example, we have estimated that of the
non-instituticnalized population, about 4.3 million middle- and
upper-income families would experience a catastrophic medical

expense if the catastrophic threshold were defined as 2,200
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dollars out-of-pocket. But, if the threshold were raised to
4,400 dollars, the number of families would drop to 1.2 million.
Using a percent of income threshold brings many more people over
the threshold (especially among low-income families): if 5t of
family income is the threshold, 6.4 million middle- and upper-
income families would experience a catastrophic expense; but if a

threshold of 15% is used, fewer than 1 million such families
would be effected. To repaat the main point, the size of the

problem depends very much upon the definition chosen.

I will now turn to a review of the health insurance status of

families with and without labor force affiliation.

S_W, a

It has been estimated that nearly 2/3 of Americans have
workplace-based health insurance throughout or for some part of
the year. Among workers, 1977 data indicated that about 57%
obtained CSuVerage directly through employment and another 14%
indirectly through the insurance of a working spouse. Eighty-
three pe:cent of full-time, full-year employees had insurance.
In addition to being insured, about 2/3 of persons with group
insurance were protected against catastrophic out-of-pocket

costs,

Tae equating of lack of insurance with lack of access to health
cave is misleading. One example for which thig is esp;cially
true is uninsured persons with comparatively large incomes.
Analyses dore for the Depaftment have shown that in 1980,
approximately 24% of the uninsured had incomes above 300% of the
poverty standard, and an additional 19% had incomes between 200%

and 300% of the poverty standard. While we cannot be certain of
the extent to which these estimates represent the situation in

1986, for some 40-45% of the uninsured population it ig clear
that they are not without the means to directly purchase many of
the health services they need. Of course, thair ability to
successfully self-insure will depend upon their need for health
services. Research shows that the mean out-of-pocket
expenditures for multiple-person families without fyll-year
health insurance and with family incomes above 200% of poverty
ranged from 500 dollars to about 600 dollars in 1980.
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Another group for which the effect of lack of insurance night be
considared overstated is the largest age group among the
uninsured -- persons ages nineteen to twenty-four -- who
constitute about 18t of the uninsured. Many of these are
transitioning out from under their parents'-insurance protection,
they tend to be healthier with few medical care costs, they have
fewer assets to protect, and relatively little long-term
indebtedness. It could reasonably be argued that these workers
are making a r;tional economic choice: instead of paying
premiums, annual deductibles and co-insurance, they are taking as
much of their income as possible in the form of wages and
planning to meet health care expenditures out-of-pocket. For
most of those who do so, this will be a realistic choice. O0f
course, a few of these young employees will face high costs and
they and their families will regret having chosen to self-

insure.
A third employment-related gioup that has, over the years, been a

matter of concern has been the transitionally unemployed, and
certainly they constitute a significant (although unmeasured)
proportion of the people who are uninsured for some part of the
year. However, there is need for caution here as well. Research
related to persons who were unernloyed in 1677 showed that the
majority retained health insurance protection because they had
access to it by taking advantage of states' continuation and
conversion requirements, or through an employed, insured spouse.
This same research determined that unemployed workers in 1677 did
not experience a reduction in use of health services suggesting
that they continued to be effectively covered. In addition, some
24 states (including the largest ones) have electad to provide
Medicaid benefits for intact families where the principal wage
earner is unemployed; so, even though a survey would count some
unemployed families as uninsured, the Medicaid program is

available in many states if these ramilies decide to use it.

Thus, for many families with labor force affiliation, they are
either insured or have the aconomic status to afford to purchase
health care themselves, For some other families, however, even
though they have some attachment to the labor force, insurance is
either unavailable or unaffordable. These are most frequently
persons with low incomes ranging from below to just above the

poverty level. About 28% of those without insurance had incomes
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below the poverty threshold, and a like number had incomes

" between 100% and 200% of poverty. Many work for small employers

in service trades in jobs characterized by low wages, less than
full-time employment, and high turnover. Insurance coverage is
less frequently offered, and where it is available, employers
often do not include dependent coverage nor, where it is
available, contribute to its costs. Insurance coveragé among
employeess of small firms is estimated to average 50%. Of an
estimated 5 million uninsured children and spouses (or about 15%
of ail uninsured) who live with an insured head of household, it
is likely that most are in thece small employer, low-wage

jobs. 1In addition to a high frequency of uninsurance, many of
these people appear to be underinsured; one analysis of
underinsurance estimated that about 43% of insured part-time
workers and 56% of the insured self-employed had no limit on out-

of-pocket eXpenses.

Two relatively small employment-related groups that appear to
often lack health insurance protection are the working disabled
and early retirees. The working disabled are often excluded from
workplace coverage by preexisting condition clauses, and those
commercial insurers willing to cover them charge very high
premiums. Similarly, many early retirees, while they have enough
income that they are above the poverty level, cannot afford high
non-group premiums. Some ©f them have chronic medical problems

that do not meet the criteria that would qualify them for
publicly-~financed health i1surance, yet they are not old enough

to be covered by Medicare.

Because of relatively broad coverace decisions made by some
states, some of these low-income workers and others will qualify
for Medicaid or state-financed programs. The Department of Labor
estimates that some 1.6 million retirees under age 65 and 1
million of their dependents have continued employment-based
insurance. A handful of the working disabled will be covered by
Medicare under so-called 1619(b) eligibility. Notwithstanding
these spotty coverages and the fact that most wili face
relatively small out-of-pocket health costs (300 to 400 dollars
in 1980), these are clearly families that ace quite vulnerable to

the impact of uninsured health ezrvices costi.

In addition to looking at a snapshot of insurance coverage, it is
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important to evaluate the nature and direction oz 1nges in
health insurance Protection. For example, we ha- already
recognized that there is considerable lack of insurance among
small employers, Wnat role can and should be played by small
employer groups -~ associations, insurance-buying cooperatives,
so-called multiple employer trusts «- and how can the government
encourage experimentation? yntil oW, there have been few such
arrangements, and not all have been 6uccessful. One that
deserves closer examination ie the Cleveland organization of

Smaller Enterpriees (or COSE), an arm of the Cleveland Chamber of
Commerce. COSE has aggregated 4,500 employers with 45,000

employees and their 55,000 dependente into an insurance-buying
cooperative. Forty percent of COSE'S members have fewer than 10

employees, and 6eventy-five percent have less than 25 employees.

A second example of change is the willingness of insurers to
experiment with new insurance Products. For example, in 1931
Blue Cross of northeast Ohio offered laid-off workers and their
familiee a plan with a hoepital deductible of $1,500 and a
medical/surgical deductible of $1,000 at a cost of $50 per month.
While only 123 people enrolled and the plan was abandoned, this
kind of exploration of new Products must be continued. Blue
Cross and Blue Shield of western Pennsylvania has also tried some
new "products:* in 1985, they had 8,000 subscribers {up to
20,000 people) for a special Program for the recently unemployed.
The program entalled some subsidies and has since been altered,
but is another example of a willingness to innovate. Another
initiative by the Western Pennsylvania ;Bluss" has been to
develop a special insurance plan for children from families with
incomes below $12,000 per year. private charities or service
organizations and the Pennsylvania state government all play some
role. At a premium of only $13 per month, gervices are limitaa
but focused on those services children are most likely to need,
We need to ask ourselves what ig restraining further

experimentation, and how those barriers can be removed.
% third example of change is the role of state governments in

forming health insurance pools. such pools are often targeted on
persons with chronic health problems who are unable to obtain
group or private coverage although they can be made broadly
available to any individual and even to groups. They usually
entail subsidies by stataes! taxpayers or by commercial insurers

operating in the state. The ploneering work of Connecticut, ang
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the operation of pools in Minnesota, North bakota, Indiana,
Florida and wisconsin offer a strong base of information for
other states to draw upon in trying out models that will git

their particular circumstances. And recent legislative actions

'by Iowa, Nebraska, Montana and Tennessee are, I believe, the

beginning of breadened ang increasingly innovative state

involvement in this area.

A final example of change is the limited ang targeted action
taken by the Federal government to safeguard selected
populations. Here, I rafer especlally to COBRA's provisions
broadenir;y protection for persons who lose their insurance
coverage when they become unemployed, and for widows and divorced
persons and their dependents who lose employment-related

protections,
IES WITHO! OR FORC o)

Some families do not have an attachment to the labor force
through which they can obtain health insurance protection. Scme

have never had private, group health insurance; in other cases,
long-term unemployment (including workers displaced by major
industrial ghifts) or disability or retirement has outlasted
whatever employ;ant~based bealth insurance they might have
previously had. One alternative for guch persons is to purchase
individual policies; but pre-existing conditions often 1imit
insurability, and the premiuns are seldom affordable. Publicly-
tinanced insurance and services programs form the core of
coverage for this population which can ba divided into two major
groups -- those categorically eligible for Medicaid, and the
medically indigent.

Approximately 22 million of the Poor are categorically eligible
for public cash assistance, hence eligible for Medicaid: these
include some 3 million blind and disabled (including sume early
retirees), 3 million poor elderly, and about 16 willion dependent
children and adults fn single-parent families, ror these
categorically eligible persons, Medicaid has largely solved the

problem of access.

But Medicaid also affords backup insurance for thousands of more
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Americans. Medicaid participation is traditionally counted in

tarms of persons actually enrolled or actually receiving

Medicaid-financed services; however, [=} 8 ay able fo
many additional categorjcallv-eligible persons who are not

counted until they use health care services and are only then
registered into the program. The most prominant example of this
are low-income persons in the 31 states with a Medicaid spend-
down program; the program is prepared to support them if medical
bills cause them to spend down into actual eligibility. A gecond
example is the 24 state programs for intact families with an
unemployed parent; only when such families incur medical bills
that they are unable to pay are thay counted as Medicaiy~-
assisted. As one illustration of this underestimate of Medicaid
protection, Florida estimated that some 51,000 persons would ba
eligible for assistance under their expanded Medicaid
eligibility; to date, only some 3,000 have actually raceived
assistance. This suggests that Florida Medicaid stands re¢ady to

help some 48,000 persons who have not Yet sought assistance.

Some people point to the Medicaid program as an exanple of
underinsurance citing the wide variation in the number and type
of optional services the states choose to provide, or the
restriction of certain services only to categorically eligible
persons and not to the medically needy, or limitations on tre
amount, duration, or scope of covered services for which they
will pay. Thes’ limitations are antirely real and are often a
source of problems for the poor in obtaining the range of
services they need. However, those limitations are at least

partially offset by other considerations. Some states are very
flexible in paying for non-covered services using the latitude

afforded by the term "medical necessity." Other states use
state~financed programs to "wrap around" Medicaid and finance
additional services. Services are also available through local
public providers and as charity care (in some cases carried out

to meet Hill-Burton obligations).

In addition, Medicaid policies help to protect categorically
eligible families against very large out-of-pocket costs. The
first protection is through requirements that any cost-sharing
imposed by states not be applied to certain services at all, and
where they are applied, they must be nominal. The second is
through the so-called "deeming™ rules which protect

beneficiaries' families from being financially ruined by high

- -
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qosts usually assoclated with extended stays in health care
institutions.

The net effect of the generally broad coverage and the cost-
sharing limitations on Medicaid families' out-of-pocket
expenditures was measured by the National Medical Care
Utilization and Expenditure survey conducted in 1980, Analysis
of that data for multiple-person families insured by Medicaid
where all members are under age 65 indicates that mean out-of-
pocket spending at the 90th percentile =~ that i; by high cost
users of care =- Wae approximately 250 dollars per year, In

sum, While there are gaps and limits to be faCed by Medicaid
beneticiaries, the services to most recipients are comprehensive

and meet their needs.

In the Medicaid program as in other areas of health insurance,
coverage is expanding., In 1985, 28 states exPanded eligibility
(12 of them to incorporate DEFRA-mandated children and pregnant
women). 26 Btates expanded covered services. In addicion,
movement toward improved cost controls is likely to free up funds

for further selective program enhancements.

In addition to Federal sharing of the costs of Hedicniq coverage,
the Federal government provides direct eupport to others who
might be counted as urninsured -- approximately one million
american Indians and some 500,000 Geasonal and migrant farm

wOrgers.

The poor who lack private insurance yet are not categorically
eligible for Medicaid are frequently raferred to as the medically
indigent., There are no consensus eetimates of the size of that
population group. While the medically indigent are likely to be
counted as uninsured, they are not without access to care. State
and county governments are fulfilling their historical and legal
obligations by providing general medical agsintance financing
programs and public hospital and clinic services programs which
are available at little or no direct cost. Estimates of the

value of state and local contributions range upward from $2.5
billion. In addition, Federally-supported programs provide

direct and effective services to many of the uninsured poor: for
example, National Health Service Corps workers provide care to

over 3 million persons, many too poor to pay; community Health
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Centers serve over 5 million Persons; and state and local
governments make flexible and effective use of Federal health
block grant funds (including, for example, some 400 million
dollars for maternal and child health). Are the people assisted
through the programs described above uninsured? Yes, surveys
will count them as uninsured. But are they unprotected or

without access to health gervices? No.

Because of the specisl interest of this committee, I want to
return for a moment to one categorical group =~ the elderly.

For persons over age 65, the problem is not one of uninsurance
but of instances of incomplete coverage. Ninety-sev:n percent of
all persons over age 65 are covered by Medicare. Abou. 2/3 of
these persons are also covered by some form of Private insurance
and an additional 13t -- the elderly poor -- are covered by
Medicaid,

Analysis of Medicare part A data indicates that some 75% of aged
benstic%uriss have no Part A out-of-pocket cost-sharing, about
20% have cost-sharing of between 1 and 500 dollars, and less than
1% (about 220,000 persons) have cost sharing greater than 1,000

dollars. In part B, beyond the premium, one-third of
beneficiaries have no cost-sharing, 43% have less than 500

dollars, and about 6% (about 1.6 million persons) have cost-
sharing in excess of 1,000 dollars. However, it ig important to
be clear that these are estimates of amounts the Medicare Program
does not pay’ there needs to be subtracted from these estimates
amounts that are paid by employment-based retirement insurance,
by "medigap® policies, by the Medicaid Program, and by other
third-party insurance.

Although we do not have Medicare program data to nake an gstimate
of beneficiariest net out-of-pocket obligations, some indication
is available from the National Medicare care Utilization and
Expenditure Survey of 1980. That survey . .nd that for one-
person families age 65 and over, Bverage out-sf-pocket costs were
512 dollars where the person had Medicare ingurance only, 428
dollars where the person had Medicare and other private
insurance, and only 184 dollars with Medicare and other public
pProgram protection (presumably Medicaid). If we look at persons
at the high end of the spending distributiongs == that is at the

90th percentile -- the analogous amounts were 1,472 dollars for
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Medicare only, 867 dollars for Medicare plus private insurance,

and 492 dollars for Medicare and other public insurance.

Thus, nearly all elderly are broadly insured and cost-sharing for
most Medicare beneficiaries ig quite limited and generally within

reach of their incomes. por the small proportion of
beneficiaries vhose expenses do exceed their ability to pay,

however, the President propesed in 1983 to improve protaction
through the "Medicare Catastrophic Hospital Cost Protection Act.®
At the President's instruction, we are again actively exploring
protection against catastrophic costs for the elderly and all

Americans.

With respect to long-term care, 70t of such care is provided
informally with institutional care costs paid in equal parts by
the elderly themselvaes and through the Medicaid program.
Demegraphic trends are certain to put increased pressure on this
pattern of financing, and we are looking closely at alternatives
as part of the catastrophic insurance project. ¥hile the private
long-term care insurance market is in its infancy, there is an
increasingly positive attitudae regarding the feasibility of
developing a market for it. We need to look carafully at means

for reducing barriers impeding its growth.

Mr. Chairman, in conclusion let me summarize my key points.
First, I believe that we need to be very cautious about accepting
either the aggregate numbers of uninsured and underinsured or
vhat passes for conventional wisdom ragarding their
interpretation. Second, even for those without broad, full-
time, third-party healtn insurance, there is a network of health
financing and services that is extensive, available, and

functioning with considerable affactiveness. Third, improvements
are occuring: they do not constitute a revolution in health

insurance, and they affect a relatively small number of pecple,
but they are clear signs of a healthy evolution of expansion and
enrichment in health insurnnce; They challange us to be cautious
in our generalizations and alert to opportunities to encourage
and promote innovation. And finally, we share with the Congress
concern over individual experiences of family econemic hardship
attributable to unaffordable health cars coats, and believe that
there are a number areas where improvements pust be aggressively
explored including early retirees, the low-income working
uninsured and their dependents, and the availability of

protection against catastrophic medical axpanses.
Mr. Chairman, this concludes my formal presantation. I will be

pleased to answer any questions you or other members of the

Committee may hava.
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The CHAIRMAN. Thank you, Dr. Helms.
Dr. Reinhardt.

STATEMENT OF UWE E. REINHARDT, PH.D., JAMES MADISON
PROFESSOR OF POLITICAL ECONOMY, WOJDROW WILSON
SCHOOL OF PUBLIC AND INTERNATIONAL AFFAIRS, PRINCE-
TON UNIVERSITY

Dr. REINHARDT. Thank you, Mr. Chairman.

I would like to express my thanks to you and to the members of
your committee for inviting me to testify on the tragic issue before
this committee today; that is, the plight of the Nation’s poor who
lack adequate health insurance. I find this issue tragic in two ways:
First, lack of ade(};.;ate insurance coverage can visit intolerable and
undeserved hardship on poor individuals who are victims of serious
illness. That is a tragedy in its own right. But second, this Nation’s
apparent unwillingness to relieve poor fellow citizens afflicted with
serious illness from fiscal hardship is a disgraceful stain on a socie-
ty that is so admirable in many other ways. As one who has come
to love this country as a naturalized citizen and views it as a privi-
lege to live and work here, 1 view the persistence of that stain as
tragic as well.

Mr. Chairman, I congratulate you and your committee for hold-
ing these important hearings, and I also would like to congratulate
you personally for the imagination, the boldness, and the moral
statemeit you make with H.R. 5070.

While one may wonder about the fate of H.R. 5070 in the politi-
cal and moral climate of the mid-eighties, nevertheless I consider it
significant and a welcome change that someone in your position
has the courage to make the moral statement that bill implies.

I have a written statement entitled ‘“Rationing the Nation’s
Health Care Surplus: A Paradox or as American as Apple Pie?”

I have an additional statement which I happen te have made for
other purposes which I would like to submit to this committee as
well. In that statement I show that, as the plight of the uninsured
Americans has become ever more severe, and as we flush them out
of the health care system, we have actually showered ever more
money in real purchasing-power terms on our heslth care sector.
In terms of the transfer of real purchasing powers to the providers
of health care, the cost explosion in health care actually started
only after 1980 and not before. To be sure, the volume of both hospi-
tal days and physician visits used has decreased since the late
1970’s, but the price of health services have risen more than
enough to offset the decline in volume. Total expenditures in
healti care are by no means under control yet.

The reason I chose the seemingly ridiculous title, “Rationing the
Nation’s Health Care Surplus,” for my formal statement is that
this title describes quite accurately what is actually transpiring in
this Nation.

We have a surplus of doctors and of hospital beds. We spend
more money on health care than any other nation or than we ever
did historically, and yet from time to time we deny suffering fellow
Americans access to these resources just because they are poor and
uninsured.
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I_ quote in my statement from the Wall Street Journal, which is a
daily not known for knee-jerk liberalism:

A 32-year-old accident victim lies unconscious in a Florida hospital that has no
neurosurgeon available, but two larger hospitals with neurosurgeons refuse to
accept him upon learning that there is no guarantee his bill will be paid.

A pediatrician in »~ .k Hill, S “nspital wants to transfer a comatose 3-year-old
girl to a better equipped urban medical center, but her family has no health insur-

ance, and two hospitals refuse to take her in. A hospital 100 miles away finally ac-
cepts her.

It is important that Americans realize that this denial of surplus
resources to patients who are poor and uninsured is a uniquely
American phenomenon. It is simply inconceivable that a 3-year-old
comatose girl needing health care would be denied access to avail-
able health-care resources in Canada, in France, in Germany, in
Sweden, or anywhere else in the civilized world.

Why does this phenomenon occur in a country whose President
makes it a point regularly to proclaim to the world that we Ameri-
cans are the most generous people on Earth and in the history of
mankind? That is a question that should vex all of us.

The source of the problem lies in the fact that, at any point in
time, there are some 35 million Americans who lack health insur-
ance coverage. It is, of course, true that not all uninsured Ameri-
cans get sick every year and that not all sick uninsured Americans
are denied care. But one thing is sure: If one is uninsured and sick
and poor in this country, and if one does receive health care, one
receive it in the status of a health care beggar. In my subjective
judgment, that is not a dignified posture, particularly at a time
when one is anxious and suffering pain.

Canada, France, Germany, Italy—every other country in the civ-
ilized world—provides its citizens with the dignity of accessing
health care without having to beg for it. I think this Nation at
some point inust find it in its heart to bestow on its citizens the
same dignity. We could easily afford it from a macro-economic
standpoint. The issue is purely an economic one.

It has been mentioned by Dr. Helras, and it is true, that we pro-
ceed considerably on anecdotes wheén we discuss the plight of the
uninsured. The only reliable study I know is a Robert Wood John-
son study of 1982, which led to the conclusion that 1 million fami-
lies in America were denied care for want of ability to pay in that
year.

Many of my colleagues, particularly in the economics profession,
argue that 1 million among 250 million is really not a lot. I would
say you have to have the right denominator to make a sensible as-
sessment of this statistic. We should think of 1 million persons
among uninsured poor who were also sick in 1982. As a proportion
of sick, uninsured, and poor Americans, I million is no longer a
trivial number.

I find it puzzling that the Department of Health and Human
Services tries to soothe us with the thought that we really do not
know the exact dimension of the problem and yet does so little to
monitor the problem on an ongoing basis. The DHHS is still work-
ing with a 1977 data base. If I was the Secretary of DHHS, the first
thing I would do would be to implement a policy under which this
problem would be monitored on an ongoing basis. That might cost
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as much as $1 million a year, but it would be a small fee to pay to
remain in the club of civilized nations.

What policy options do we have to deal with this problem?
Having observed the policy process in this Nation for two decades,
I have observed that, as a people, we have a propensity to espouse
and proclaim civic virtues which we are much too chintzy to under-
write financially. It is this proclivity that has been so dangerous to
the heaith of the poor.

We are the most undertaxed nation in the industrialized world,
as George Will, the conservative columnist always points out. We
have the lowest tax rate as a percent of GNP for al] levels of gov-
ernment in the industrialized world, with the exception of Japan.
No country runs itself with as low a social overhead as we do. With
the exception of Japan, most other industrial nations tax over 40
percent of the GNP, while we tax at 33 percent. At 33 percent of

GNP we cannot do that any longer. Indeed, the deficit should have
taught us that. :

There is yet another feature of this Nation that seems to be
uniquely ours. As a people we have an almost touching habit of
confusing dreams with reality, a tendency we have developed to a
fine art in the eighties. In seeking to fashion a viable health policy,
we have to deal with these propensities: Our reluctance to share,
and our propensity to daydream,

When policy is implanted in a cultural goil, it is like planting a
flower. What is the cultural soil in which the policy would have to
be implanted, and what is the mechanism, the political process by
which we must do the planting?

It is my sense Americans always claim that they are the egalitar-
ian society. Having had either the misfortune or privilege of
having been apprenticed in social ethics in two other societies—
Canada and West Germany—I would say the notion that America
is an egalitarian society is ludicrous. Just walk through Toronto
and through any American city, and you will see immediately how
silly the American afflection really is: We are by no stretch of the
imagination an egalitarian Society.

We have a two-tier society in almost all human services. In edu-
cation, we tolerate enormous tiering. In the system of jurispru-
dence, we have a two-tier system. It would be surprising to me if
we could ever graft on our society a one-tier health system.

I hasten to add that no other country has one-tier health care
either, as one might understand it in the extreme. Other countries
have a one-tier system for the bottom 90 percent of the population,
and another for the top 5 percent.

I believe that we have to think two-tier health care for America
as a rezlistic proposition, because that is what the social ethics of
this country really emply. It is daydreaming to think that we truly
wish an egalitarian system. '

Let me now come to the political process by which we would
plant our health-policy flower into the multi-tier social ethic, its
soil. Mao Tse Tung said political power grows out of the barrel of a
gun. That is not true in this country. Here political power grows to
a considerable degree out of the purse. I draw from this premise
the implication that any national health legislation that would im.
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poverish the moneyed interest groups in health care doesn’t have
much of a chance to survive to passage.

Therefore, I propose in my formal statement an alternative
system, which is not particularly flattering and may not be well
liked at the level of political rheteric. It is a two-tier system, a na-
tional health insurance program for the poor only—say, the bottom
20 percent of the income distribution, leaving 80 percent to the pri-
vate insurance industry.

The system would be Federal. The reason I make it Federal rests
in the widely shared belief that this is a Nation and rot just a
place. It is a Na*ion, then I, in New Jersey, clearly should be con-
cerned with what is or is not done for an American infant in Ar-
kazsas or Arizona, and vice versa. But if I so worry, then I can ex-
press that worry only through a Federal institution—h -ce a Fed-
eral program,

My proposal basically would be roughly as follows: _ve, . inevi-
can resident is ipso facto insured for a basic comprehensive pack-
age, as comprehensive as the one in H.R. 5070. The program would
be financed with Federal taxes—on the 1040 tax form would be a
line calling for a health insurance tax, say, 12 percent of adjusted
gross income. If, however, the taxpayer has a superior private
policy, they clip 2 copy of the policy to the 1040 and need not pay
12 percent of adjustable gross income. Instead they would pay, say,
1 percent of adjusted gross income as a down-payment for the
Judeo-Christan ethic or whatever language one might use there. It
would be an earmarked health care tax to cover the poor.

Now, if we had—5 to 20 percent of the people in this plan, we
might be talking about $60 billion to $80 billion of Federal dollars
to pay for the program. Much of that money could be had by clos-
ing the last remaining loophole in the Tax Code: the exemption of
fringe benefits from taxation.

If fringe benefits were taxed, we might have some additional $30
billion to $40 billion Federal revenues right now.

One might think of asking the aged to play some noblesse oblige
among themselves and vis-a-vis the baby boom, and fold Medicare
into the scheme. The aged who are well-to-do, would than have to
pay a higher premium for the package. We might get an additional
$10 or $20 billion in Federal revenue from that source. The remain-
der should be a tax increase.

When I talk about tax increases, I could be accused in this day
and age of having mental deficiencies, because we have a large
Federal deficit already, I would submit, however, with all due re-
spect that this deficit is self:induced. It is based on a very foolish
populist Keynesianism that had been sold to a gullible electorate as
“supply side economics,” but was, in fact, ever so much more
thoughtless and reckless than old-fashioned Keynesianism had ever
been. The notion you can cut taxes and increase Federal expendi-
tures all the while balancing the Federal budget by 1984 was so
absurd, even in 1981, that very few respectable economists support-
ed it. You had to be something of a guru to do that and take leave
of your senses, to believe in the notion. But don’t take my word for
it—the official Federal budget numbers clearly show the foolish-
ness of the policy.
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And yet Americans are in the habit of thinking of themsslves
as "“the most gensrous peopls on earth." a postulate of which our
President reminds us publicly with some regularity. Furthermore.
at almost esvery conferences on health cares in this country, we
tend to proclaim loudly for the world to hear that "oure is the

best health system in the world."” The question we must ask
ourselves at this juncture in our history is whether these

felicitous slogans, if they havu sver been valid, remain valid
today. or whether perhaps we repeat them so often and so loudly
precisely bescause in our hesarts we know them to bes untrue.

An aftogether healthy exercise for the American psople would
be to ponder this question carefully. It may be the first step
towsrds actually attaining, at long last. those civic virtues of
which we tend to pride ournzsives, but which we sesam much too
tight-fisted to underwrite financially.

Il. THE NUMBER OF UNINSURED AND UNQERINSURED

Probably the best current source of |nformation on the
number of un- and underinsured Americans is a chartbook entitied
IHE UNINSURED AND UNCOMPENSATED CARE, compiled by Margarest B.
Sulvetta and Katherine Svartz of the Urban institute and
published in June of this year by the National Heaith Policy
Forum of Gesorge wWashington University. Unless otherwise
indicated. the statistics reported below are drawn from that

excellent compendium.

Jhe Number of Uninsyred

In 1983 an estimated 35 million Amcricans eppeared to have
no health insurance whatsoever at the point in tims the
underlying survey was made. Thet number represented sbout 17% of
the U.S. population under 65 years of age. Not all of these
individuals, however, were uninsured for the sntire year. Eartier
research had establishes that. in 1980, only about 18 million (or
9.7% of the population under age 65) were uninsured for the
entire year. The remainder probably found themsslves betwegn jons
and therefore were without health insurance coverage.

While tempora-v unemployment usually does imply lack of
heaith insurance, it is the cass that close to two-thirds of #ll
uninsured adults jn 1984 were emplcyed and only 12 percent were
unemployed. Uninsured employed persons probabiy work for smat|
business firms that find it difficult to obtain affordable grovs
health-insurance coverags from the private health~-insurance
sector at affordable prices. The private honlth-lniurlnco ssCtor.
in turn. finds it impossible to offer more readily affordable
premiums to small business firms because of (a) the high fixed
unit costs of enrolling small groups of empioyees and (b) the
higher probability small business firms will default on premiums
wken they meet sconomic adversity,

It may further be noted that over half of the uninsured
belong to families living within 1.5 times the official poverty
line and over one third actually live bslow the poverty |lns. But
even for familiss with higher incomes, health insurance cOoverags
may not be readily available if [t js not provided by an
employer. The marketing of health insurance to individuals has
been vYound to be so expensive that some commercial insurance
carriers to not sven offer auch policles any more. Those that do
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may have to charge premiums that strain the budgets of even
middle-income families. In short, the imagery--preferred by some
commentators--that lack of tealth insurance status simply
reflects rechless improvidence on the part of consumer would be
generally way off the mark.

Finally. about 33% of all uninsured persons are children
under age 17. Surely even the most hardnosed analyst would have
to view children as victims of their circumstances., Many
Americans probably comfort themselves with the thought that at
leasl the young have been well provided for through the Msdicsid
program. That program., however. is very spotty and uneven in its
incidence. In 1980, for example, anywhere betwoeen 30 to 80
percant of the nation’s children living in officially defined
poverty were not covered by Modicaid (see 7able 1 overleaf).

Table 2 below:, taken directly from the Urban Inastitute
compendium presents dsta on the utilization of health services
by insured and uninsured Americans. It is uesn that, relative to
the insured population, uninsured persons appeared to use only
65% as many physician visit and only 52% as many hospital days in
1977. Other indicators of utilization., dated 1982, show similar &
discfepancies. These data., of course. permit varied

TABLE 2

MEDICAL CARE UTILIZATION OF yNINSURED AND INSURED PERSONS

INDICATOR INSURED UNINSURED

Physician visits per person

under age 65, 1977 3.7 2.4
Hospital patient days per

100 persons under age 90 47

65, 1977

Families who needed care, but
who did not receive it, 1982 4.8% 15.0%

Families who did not see a
physician in 1982 17.1% 32.9%

People without regular source
of health care in 1982 9.7% 23.1%

SOURCE: Margaret B. Sulvetta and Katherine Swartz,
n + National Health Poticy Forum, Washingtin,
D.C.. June., 1988: Table 2, p.4

inierpretations. Staunch defenders of the status quo., for
example. might argue that the retatively fower utilization by
uninsured persons reflects their suporior health status and thus
a relatively lower need for health insurance. Commentators who
view la<:. of insurance coverage as a social problem, on the other
hend. will interpret the data as evidence of inadequate care. |
share the tatter view.

Ihe Number of Underinaured
Counting the number of completely uninsured patients

understates tha true dimension of inadequate health insurance in

~31:"-
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Table L

PERCENTAGE OF CHILDREN LIVING IN POVERTY 'WHO ARE NOT COVERED BY
MEDICAID, RY STATE, 1980

Alabama 61% Montana 74%
Alaska 66% Nebraska 77%
Arlzona Not Comparable Nevada 71%
Arkansag 69% New Hampshire 49%
Califomia 39% New Jersey 34%
Colorado 54% New Mexico 67% -
Connecticut 46% New York 34%
Delaware 44% North Carolina 61%
District of Columbla  26% North Dakota 78%
Florida 66% Ohto 43%
Georgia 57% Oklahoma 67%
Hawail 46% Oregon 53%
Idaho 70% Pennsylvania 40%
Hlinois 38% Rhode Island 39%
Indiana 66% South Carolina 63%
lowa 63% Soutin Dakota 79%
Kansas 57% Tennessee 56%
Kentucky 67% Texas 75%
Louislana 59% Utah 64%
Maine 52% Vermont 51%
Maryland 40% Virginia 6%
Massachusetts 28% Washington 49% ;
Michigan 35% West Virginia 57%
Minnesota 67% Wisconsin 57%
Mississippl 54% Wyoming 80%
Missour 55%

Source: Adapted with permission from The Data Book: The Nation, States, and Cities, 1985,
p. 23, Children’s Defense Fund.

CITED IN: Margaret B. Sulvetta and Katherine Swartz, The Uninsured and

Uncompensated Cave, National Health Policy F.
Teompensated Ca 3: NS olicy Forum, Washington,D.C.,
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this country. Many famities have health insurance policiss that
are 80 shallow as to Jpave them axposed to conslderable financial
risk in case of Mmajor iliness.

Just what is meant by “considerable risk* is, of course, a
matter of personal judgement. Defining "considerable risk" as a
probabliity of 5% of More of having at Jeast jo percent of opne’s
family jncoms absorbed by out-of-pocket expenses for heaith care,
Pamela Farley sstimated from data gathered in 1977 that 23.5% of
a then total y.s. population of 189 million under age 65 faced
"considerabie financial risk" dus to lack of adequate health
insurance .1 For members of femais-headed households the
corresponding percentage was 36.1%; for poor and near-poor
families it was 52.9%; for white Americans it was 21,91%, for
Blacks 30% and for Hispanics 28.3%.

ironically, for persons with an "exceljent" perceived health
status the Percentage with inadequate health insurance was onlty
19.5, while that ftor Porsons with r "poor" perceived heaith
status it was as high as 30.8. The finding is iroric, although
not surprising, for in a natior (hat considers "actugrially fair”
'heullh insurance premfumsl as the sine-qua-non of “economic
efflciency,” healthy persons naturally find health insurance
coverage more readily accessiblie and affordable than do sick

individuals,

'1. CABING FOR THE UNINSURED

Lack of health insurance in America does pot ipso fagta
imply the doanl of health care in times of need. For many years
this nation has mugddied through with a system that ultimately did
make critically nesded heaitth care available to the unlnsured who
were persistent enhough to seek that care and who did pnot mind
approaching the health system (iterally in the status of health-
care beggars.

The system worked a3 follows: For patients covered by health
insurance, physicians and hospitals were effectivety given the
keys to sundry jnsurance troasurlos--lncluding the Medicare
treasury--there to scoop up whatever financial reward was “ysyal,
customary and reasonable." tmplicit in this open-ended social
contract was the undorslandlng that these providers would somehow
take care of the nation®s yninsured poor. After all, the cost of
such indigent care could alwayz oe fully recovered from third-
party payers and Paying patients through a process of “cost
shifting.™ Although much famented at the time by the commercial
Insurance industry, “cost shifting" actually served as a fig teaf
over what would otharwise have revealed jtself to the world as a
national disgrace, It kept us in the club of civilized nations,

' Pamela Farley, “who Are The Underinsured?”
Memoriat Fund Quarter)v/Health 8nd Society, Volume 83, No.3,
1985.

®* Individuatls ln:laltng on paying onty actuarially fajr
health jnsurance premiums thereby signal their rofusal to pecome
their sick and poor brethrens® keepers through the mechanism of
health insurance.
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Eventually. the ever ascalating cost of that open-ended
socinl contract struck both government and the business community
as prohibitive. Since about! 1980, these payars have therafore
sought to force the providers of health care into a gama of

financial musical chairs otherwise known as the "competitive
market.” The idea behind this arrangement is that doctors and

hospitals should fight for their economic survival by attracting
patiants through whatever means might do tha trick, including
price concessions. In & nation that prnfara_arbl(ra(ion through
markat forces to governmant ragulation, the compatitiva approach
to health pelicy obviously has a certain attraction. On tha othar
hand, it should have baan clear to anyons with a basic grasp of
economics that. undar tha rules of 8 price-competitive markal:
the providars of haalth cara would have |ittle incantive to sawaep
off tha streats tha human debris of 8 sociaty subjacting these
providars to a gama of financial musical chairs. In such a
market, tha cost of indigent carg bacomas & bothar ona likas to
transfar to compating providars through tha practice not of “"cost
shifting” but of "patisnt dumping.” the practice describad in the
ﬁraviously citad pitc 4y The Wall Street Jouyrnal.

Under thes old so.isl contract tha sost of indigent care was
tha hot potato passad from providars to paying patiant. Undar tha
nawly amarging contract, thas bodies of the yninsured poor
themselves becoma the hot potatoas that are boing dumped from
providar to provider. Politicians ought not to faign surprisa at

this transformation, nor ought thay to remind physicianas of their
Hippocratic Oath. Indeed. to blame doctors and hospitals for tha
practice of ‘patient dumping® al| the whila rafusing to legisiata
tha maans of paying for the care rendered to uninsurad indigents

strikas one as disingenuous.?®

V. POLICY OPTIONS

Americans hava dabated the issue of health insuranca
coverage ever sinca tha end of World war |1, only to demonstratsa
that. in this area at laast, tha fabled Yankaa ingenuitly has

taken a long laave of absenca. Tha nation now spands closs to 11
percent of its Gross National Product (GNP) on health cara, mora

than sny othar industrialized nation in the world. Yat in spita
of these anormous outlays, the nation hes not so far succeadad inp
assuring al) of jts citizans easily affordabla and dignifieg
8ccess to health cara. where by “dignifiad" is meant tha
procurement of health care in a status othar than that of a
health-care beggar who receives haalth care in unpradictabla

fashion, as an act of boblesse oblige., on tha part of soma kindly

providar

® Some statas, for sxample, hava made the dumping of
seriously ill patiant illegal yat hava failad to provida public
fenancing for such cars. |t makes a thoughtful person |osa
raspect for such legisialors,

ERIC

Aruitoxt provided by Eic:



O

ERIC

Aruitoxt provided by Eic:

84

As | have argued at greater length slsewhere4,  the nation"s
manifest impotence in this area reflects an inebility to agree on
the ethical precepts that ought to govern the production and
distribution of health care. We have not been able to decide
whether health care Is Intrinsically a private consumption could
whose financing should be the primary responsibility of the
individual patient or whether it is intrinsically a social good.
fike elementary education. that should be collectively financed.
We have not been eble to decide whether the receipt of medically
ieasible relief from acute pain should or zhould not be one of an
American"s basic rights. It does not appear to have been the
right of Mrs. McCoy in Wyoming. for example. Finally. we heve not
been able to decide whether the enforcement of such rights as we
may declare in heslth care should be a Federal or a state and
focal matter. Afternatively put. the question is whether »a
resident of, say, New Jersey should be at all concerned over what
is or is not done for an American infant in Florida, and vice
versa, and similariy for other states. Remarkably, this nation®s
answer to this question so far appears to have been: ™ The health
care of an American infant in Florida is not really the New
Jerseyan's business (and vice versa). "™ The answer belrays a
rather peculiar conception of nationhood.

To be sure. for public consumption the nation's politicians
have long aflied themselives with the precepts of an egalitarien
distribution of health care, as have the nation"s business
executives. The public at large., too, has flattered and soothed
itse!f with the notion that ours is a one-tier health system
making the best medical care in the world available to al
regardless of ability to pay. But these lofty protestations have
not so far been eccompanied with adequate funds. In a sense. the
nation"s poor have been victimized by the very 1oftiness of our
professed goals--as well, of course, by this sentimental nation"s
uncanny abilitly to confuse dreams with reality.

The design of a vieble health policy for our nation must pe

firmly based on
a. a clear, unsentimental appreciation of this nation"s
social ethics, and
b. an equally unsentimental understanding of the way

in which public policy is legisiated and implemented.

Let us examine these {wo facets in lurn.

From the vantage point of one who has been reared in the
telatively egaliterian social ethics of two other nations, the so

fiequentiy mouthed proposition that our*s i+ an ggalitarjan

vocrety asppears almost ludicrous. While il is true that this
nation, probably more than any other, does provide hgalihy and
wotlt-troan individuals wide opportunities to seek econoinic
advantage, 11 45 s1mply not true that such jatitude amounts to

4 Sve U.E. HReinhardt, "MHard Choices in Health Care: A Matter
af Clhies,™ in HEALTH CARL: How to Improve 1t gpd Pay for tt,
Center for National Policy, Washington, D.C., Aprit, 1985,
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"equal opportunity," certainly not for persons born into poverty
and/or 111 health. We do not have a one-tier judicial system, end

we do not have a one-tier educational system®. Under the
admissions process.
The two feetures make it unlikely that this nalion will soon be

able to implement an affordable, operable, universal natiopal
health insurance system of the sort now operating in Canada angd
throughout Curope. Indeed. it is not at all clear that such a
system, if it could be introduced, would be in the nation's best
interests, becouse it would require a heavy reguiatory
superstructure thet might stifle our health sector's penchant for
innovation--one of the truly admirable traits of thay sector

A more visble and potentially quite humane alternative might

be something like the following:

1. As a matter of principle, every American resident should
be covered by a Federal health insurance
program that covers a defined Set of basic medical

5 Although the 1eaders of private schools and uhiversities
woull may protest that access to their institutions is based
Striclly on academic merit. no one working within these
institutions could honestly deny that family wealth and tinsage
act as a parlial substitute for academic competence in the
circumstances, it would be very surprising, indesd, if we truly

aspired to a one-tier health system. Having observed this
nation's health policy at clo;a range for the better part of two
decades, | am persuaded that the best this nation®s poor can ever
hope to attain in heaj|th careg would be & two- or multi-tier
system in which the poor might be guaranteed unfettered access to
critically nevded basic care, dut in which there would be
perceptible differences in at least the amenities accompanying
that care. if not atso in the clinical quality of that care. To
an objective observer with some international experidnce, that
sort of tiering appesars as inevitably American as the proverbial
Appie Pie.

The second dimension to be considered in the design of a
viable health policy is, as noted. the political process by which
that policy would be implemented. For better or for Worse, our
system of governance is one in which political power grows to a
considerable degree ocut of the power of the purse. Given the wide
coverage the media regularly give to the political power of
moneyed {nterest groups, it is surely not impudent to suggest
before this body that even the best intended health legisjation
has no chance of survival if it is pot countenanced by the
moneyed associations of health-care providers and -insurers who
have always dominated and fashioned American heallh policy. To be
viable at all, any policy designed to provide health insurency
coverage to the poor must put added funds into the pockets of
these associations® members or, at Isast. it must not siphon
money away f[rom them.

A Potentinmlly Viable Hg!l’n-lﬂil[!nsg Program for the Lot

The task at hend, then, will be to favhion a health policy
that is attuned to these two particular features of our soclety:
our menifest preference for ah inggalitariapn distribution of
basic human seryices and the poltitical power gi interest qroups.
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benefits. Persons who elect this program-~and the

bulk of Americans Probably would not--would not
necessarily enjoy the freesdom of choicoe granted to
fellow Americans who glect and can afford private
health insurance. Publicly financed patlents would

have to accoep! non-emergent care from their choice of a
Timited number of competing Health Maintenance
Organizations. Emergency care could, of course, ‘0
sought! from the nearest provider.

2. The program should be Federal on the notion that a
resident in, say, New Jerey should indeed be concerned
over whe! heallh services are given an American infant
in, say, Florida, and vice versa, and similarly for
adults. Ultimate Federal responsibility for the program
would not., of course, preclude active participation by
states and local governments in the operatijon of the
program Cas has been found yseful in most other nations
as well).

3. No health care provider in the United States would ever
be asked to render "needed” health services to patients
without a reasonable compensation. This compensation
should be negotiated ex ante with national associations
of the retevant providers. It need not be equal to these
providers desired customary charges, but should be high
enough that no provider would actually lose economically
by having treated publicly covered patients. Although the
und+rtying fece schedules oughl to be pnatlonal in
tltideture, there ought also 'to be adjustments for
regional variations in costs.

4. This national program would be financed on the basis
of ability to pay. oOne approach might be to inctude
on Internal Revenue Service Form 1040 a line labeliod
“Health Insurance Tax--Enter X% of Adjusted Gross
fncome." If the taxpayer attached to Form 1040 a copy
of a private health insurance policy as good or petter
than the public policy, then that tax paysr would be ex~
cused from paying the X% tax. Instead, however, that
taxpayer would be required to pay & much smaller Y%
towards & fund explicitly varmarked to cover part of the
cost of the publlc insurance program.

5. Added funding might be garnered by esliminating one of
the remaining tax-shelters in the Amarican tax code:
the exclusion of fringe benefits Cincluding employer~
paid health insurance) from taxable jncoms. Economists
have long argued that this exclusion is not only eco-
nomically inefficient, pyt horizontally Inequitable as
well.

Clearly this program would be a national program, but it

would not be the type of Notiona! Health tnayrapce program

‘operated by other nations angd rejected by this coungry during thg

1970;..aflsr intensive debate. 11 would be a national heatth
insurance program primarily for the nation's jower economic
strata, and only that pfogram would be based on abi lity to pay.
The rest of socisty could continue to sesk coverage in the
traditional way.

One of the program’s political yirtues would be that It
would not constitute a major inroad into the business base of the
private health insurance sector. The tax rate X could be 80 set
as lo preserve that industry’s role in American hsatth care. To
8ssumo that this powsrful industry could pe legistated out of
existence would be unrealistjc.

A second yirtue of the program would be that it would free
the providers of health care from the increasingly vexing morat
Obtigation to render uncompensated care. |t would pul added funds
into their pockets. Given these Providers’ now tenacious gsfenss
of the Medicare program which they once fought so tenaciousty,
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there s reason to believe that they might have learned from the
experience, and that they might now support a Federal health
insurance program for the poor if it offered the prospect of

additicnal revenue.

Indigenpt Care end the Federal Def,cit

I't must be openly conceded that the proposed program would

imply a added taxation, unless cre were willing to edd furlher to
the nation’s already indefensibty high Federal deficit. Three
obscrvations may be registered on this point.

First, the alternative to an explicit, carmarked health-
insurance tax will inevitably be some olher tax, albeit one
carefully disguised in Lhe hope that a Ipresumabiy) ignorant
electorate will not perccive it as a tax or, if it does, will not
be able lo assess it ultimate inc.dence.

The hospital-:evenue pools now being legislated in some
states represent hidden tax systems of this sort. They involve
the government®s coercive power to g vert funds from Hospital A
to Hospital B. Such a diversion is a tax pure end simple.

Even more dubious and economically destructjve is & widely
Uroposed hidden tax going by the name "government-mandated
employer-paid health insurance.” Surely the imposition of such a
requirement is a tax, because Citizen A is being forced to
transfer funds to Citizen B. Worse still, the requirement would
fepresent in effoct a tax on employment and entrepreneurship,
burdening in particular the small business firm and its potential
employees--firms that have been the chief source of new jobs in
the tast twn decades.®

It 13 not difficult to understang our politicians®

preference for such hidden taxes in the current political .
climate. These government -coerced transfers among private

individuals achieve certain political ends without letting the
transferred funds flowing through public budgets. The mechanism
therefore allows politicians to raise [hidden) taxes, atl the
while pretending to be avid tax-culters, Furthermore, tha device
of hidden taxes relieves the legistators tmposing them from any
accouniability for the forced transfers Chidden taxas). In short,
such hidden taxes may be pollitically expedient, but their
imposition does not strike one as an honorable form of governance
nor, in fact, as an economically efficiant one.

A sacond observation on the nation's curreng opposition to
tax increases i3 a reminder that ours is actually one of the
teast taxed nations in the industrialized worltd, as is shown in
Figure 1 overleaf and in the more detaited table on which that
diagram is based. Before the decade is over this nation will have
discovered (hat the only potitically acceptable way to bring the
Federal budgat into bafunca will be a substantial increass in
taxes. Neither economic 9fowth nor cuts in government spending

will be able to carry the burden of that task by themselves.

® A lenghtier axamination of mandated empltoyer-financed
healtth insurance is offerad in V.E. Reinhardt, "Should al
Employers be ARequired by Law to Provide Basic Health Insurance
Coverage for their Employees and Dependent?» (mimeographed),
April, 1986.
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FIGLRE 1

TAX REVENUES AS A PERCENT OF GDP

asx COLLECTED BY ALL LEVELS OF GOVERNMENT
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SOURCE: Tax Foundation, Inc., FACTS AND FIGURES ON GOVERNMENT FINANCE,
23rd. edition, 1986; Table A33, p. al6,

The dlegram indicates (a) that the United States tax burden as a percentage
of Gross Domastic Product (GDP) {s low by intarnational standards and (b) that
this burden did not grow vary much att all during the pariod 1970-82, contrary
" to public balief.

The complete table A33 follows.
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To underscors the futility of placing one’s hopes on future
cuts in spending, one merely need to cite this nation’s current
policy towards its agricultural sector. In its issue of June 17

1986, "The Wal) Street Journa! observed

PAYING THE BILL
NEW FARM BILL RAISES
FEDERAL COSTS AND FAILS
TO SOLVE BIG PROBLEMS

It will shower Federal Money
On Prosperous Farmers
and Maintain Surpluses

In their usually acerbic editorials, the editors of the JOURNAL
tond to blame such spending on the venality of members of.
Congress (see the editorial dates August 11, 1986, Attachment a
hereto). Curiously, these editors have kindly overliooked a front-
page story in August 13 issue of THE NEW YORK TIMES (Attachment B
he-u:bﬁ tnowhieh 6ur President is Jepicled standing next to a
fourteen-year old farmer and a cow. unabashed!ly claiming credit
for having committed record amouﬁls of Federal assistance to
farmers, and reminding his audience that the $ 26 billion spent
on Lhe farm program this year was more than any previous
Administration spent on the program during its tenure. (By way of
contrast, the Fedsral government spent only $21.9 billion on
Medicaid in 1985.)

{f even this ostensibly budget-conscious Presiden! takes
Pride in spending billions of Federal doliars on & program that
enriches already well-to-do farmers, that pays farmoers for not
growing food, that uses tax moneys to store billions of pounds of
unwanted cheese and butter and miltlions of t{ons of unwanted grain
in government warshouses, and that charges American taxpayers a
levy of 815 per ton for every ton of grain soid at this subsidy
to tha so-called "Evil Empire," the Soviet Union--all for the
sake of & fow votes in the farm beit., then surely it would be
reckloss to expect that the Federal deficit will effectively be
reduced through future cuts in spending.

Eventually, responsible f1egislators will vote for the only
romody that will close the Federal budget gap: an increasse sn
taxes. with it, perhaps, they wiil find it in their heart to-
legislate also an esarmarked hoalth-insurance tax designed to
alloviate for good the plight of poor fellow Americans Cand their
children) who cannot afford to pay directiy or through health-
insurance premiums for the marvelious services our health-cars
sector could, in principle, offer them. we shall then be abls
once more to hold our heads up high at international conferances

on health policy.
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THE WALL STREET JOURNAL MONDAY. AUGUST 11, 1986

REVIEW & QUTLOOK

How They Do It

By now the general public is proba-
bly -getting the sense that Congress
somehow isn't going to deliver on its
promise to “"cut the deficit,” Nonethe-
less, the general drift out of the na-
tion’s capital in recent times seems to
have more or less conveyed the im-
Pression that all the metmbers are
sweating on some arduous Hobbitlike
crusade to slay the deficit dragon.

_Fortunately the U.S. still runs an
open government, and the recorded
Proceedings on the House floor July 31
offer a telling insight into Washing-
ton’s world of deficit politics. It may
be true that a majority of the House
voted once for Gramm-Rudman-Holl-
l‘rv\ﬁ. which gost ﬂpeople asocl;‘t‘z

making the deficit go down, But
IU's also true that the House takes
many votes on spendingz, and as we
shall see the majority more often
votes to make spending go up.

The measure under consideration
was the important 1967 appropriations
bl for three departments—Labor,
Education, and Health and Human
Services, Consideration of the bill
opened with a description of it by
Rep. William Natcher (D., Ky.), who
runs the subcommittee that sets
spending for these departments. We
concede that arrays of dollar figures
often numb the mind, but the follow-
Ing compendium should prop open the
eyes of anyone who wonders how Con-
gress can do so much public grunting
over tha deficit and have so little pro-
gress o show for it.

First Mr. Natcher noted that the
bill's total appropriation was $103.710,
016,000, but that 75.5% of this was for
“entitlement progrems,” over which
Congress traditionally has said it has
m;‘o control. Lg Natcher then m"?n
"For discretionary programs,
which spending 13 controlled through
the annual appropriations bill, the biil
{ncludes $24,916,647,000 in fiscal year
1967, an {ncrease of $4,118,231,000 over
the President’s and an in-
crease of $2,276,493,000 over the
a;rsrgum available for fiscal year
1986,

Of the HHS appropriation, Mr.
Natcher said, "“The substantial in-
creases included in the bill reflect a
number of priorities of the commit
tee.” Then he listed them. There i3
funding for AIDS research and for the
Natlonal Institutes of Health. Also:
*“The bl rejscts the President’s pro-
posal to terminate a number of pro-
§TAIS. . , . The committee believes
these programs should continue to be
funded by the Congress. The bill re-
flects a decision to provide selected
Increases for high-priority programs.
» « . The bill reflects a commitment to
tund entitlement programs,”

Mr. Natcher noted that the entitle-
ments amount is $5,320,427,000 over
the 1986 appropriation and added:
“"The President’s request for these ac-

tivities was based on a series of legis-
lative and regulatory proposals not
accepted by the Congress.™

The catalog continued, *"The bill in
cludes $200,000,000 for the Work Incen-
tives Program which the President’s
budget proposed to eltminate.” The
Education Department's appropria-
tion Is $13,368,231,000, ""an Increase of
$1,458,132,000 over the President's
budget request.” There was more
money for the Health Resources and
Services Administration, whose mis-
slon "1s exceptionally broad.” And,
""For programs authorized by the Car]
D. Perkins Vocational Education Act,
the bill includes $906,433,000, an in-
crease Of $505,459,000 over the budget
request.”

Finally, Rep. Stivio Conte, the sub-
committee’s ranking Republican,
rose: "1 am delighted to joln with my
good friend . . . to bring this bii] be-
fore the House.” Mr. Conte suggested
thelr subcommittee’s name be retitled
"HELPS.” He emphasized that,
"Neatly 76% of this blll, or $78 billion,
is in mandatory spending over which
our subcommittee exerts very little
discretion. We act as a conduit
through which that mandatory spend-
ing passes.” He criticized "Gramm-
Rudman-Hollings and its miserable
acroez-the-board cut” and said "1 be-
leve the Congreas should exercise iis
Judgment on funding for individual
programs, and that’s what the sub-
committee did.”

Al length, Republican Bill Frenze]
rose to point out that the committee
had raised the bill's appropriation
13.5% when inflation i3 under 3%. The
discretionary part, he noted, is up 9.
Hcuse Minority Leader Bob Michel
said, "It is ridiculous that when we

cu ltx.lckme
American famlly.” Finally
House voted.

First the t

Creases by a vote of 328 to 86,
- - -

As readers of this page know, we
have editorialized for some time that
Washington will never galn control
over its compulsion to spend unti] the
president has a line-item veto author-
ity over congressional appropriations,
Would someone run by us one more
time why this is such a bad jdea?
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HOW "MONEY 1LLUSION" MAY HAVE SAVED THE AMERICAN HEALTH SECTOR
FROM STARVATION
(so far)

Uwe. E, Reinhardt
James Madison*Protessor of Poltitical Economy
Woodrow Wilson School of Publtic and International Affairs
Princeton University
Princeton, N.J. 08544
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"Spending for Heatth Care in 1985 Rose at Lowest Rate in 2
Decades." reported the New York Times in a headline on July 30,
1986. The Americsn Medical News used literaily the same pead!ine
tn its issue of August 15, 1986. Both newpapers probably were
inspired by language in a press release issuec¢ by the Department
of Health and Human Services (DHHS) on July 29, 1986. Indeed, the
tone of these headlines--that inflation.in health care has abated
at long last-- echoes former DHHS Secretary Margaret Heckler's
proclamation in July 1984 that the "Reagan Administration had
broken the back of the health care inflation monster v

Prominent members of the business community seem fully
persuaded by these assertions. In a recent address to Houston's
Forum Club., for exampie, Kar) D. Beys, Chairman of Baxter
Travenol Laboratories, inc., stated that "Ihealth-care) costs are
coming under control" and that "quality" now emerges as tne major
issue in health care. sThe same theme was struck by Rodert A.
Schoellhorn, Chairman of Apbott Laboratories, In a published
address given to the 2Bth Annual Meeting of the Pharmaceutical
Manufacturer's Associatlon in Aprll of 1986, Using .Imagery
reminiscent of a Superman &r Rambo. Mr. Schoellhorn told his
audience that "Ronald Reagan took the health care supertanker and
turned it on a dime."?

Economics is known as the "dismal science," perhaps so
because economists are in the habit of throwing cold water on
persons given to sweet reveries. !n the present instance, the
revaries cited above reflect a human weakness ecConomists diagnose
as "mcney illusion," that is, a failure to adjust dollar
denominated time series properly for inflation. Unfortunately,
once that adjustment has been made the data since 1975 warrant
ths following set of somber conclusions:

o HEALTH-CARE EXPENDITURES EXPRESSED IN
CONSTANT DOLLARS ROSE MORE RAPIDLY AFTER 1980
THAN THEY DID IN THE LATER 1970s.

o RELATIVE TO THE OVERALL CONSUMER PRICE INDEX,
THE PRICES OF HEALTH SERVICES ROSE MUCH MORE
RAPIDLY AFTER 1980 THAN THEY DID IN THE LATE
1970s.

o IN SHORT, IF 1T IS LEGITIMATE TO SPEAK OF AN
AMERICAN "“HEALTH-CARE COST CRISIS," THAT
CRIS!S HAS TAKEN ON MOMENTUM SINCE 1980 AND
IT HAS BY NO MEANS BEEN L1CKED.

" Focus on Innovation: The Phar utical tn ry in_

pubtished by the Pharmaceutical Manufacturers Association; p.22.
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