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PRESENTATION OF MAJOR HEALTH INSURANCE
PROPOSALS

TUESDAY, JUNE 19, 1979

UNITED STATES SENATE,
Co XlTTE ON FINANCE,

Washington, D.C.
The committee met, pursuant to notice, at 9:15 a.m. in room 2'221,

Dirksen Senate Office Building, Hon. Russell B. Long (chairman of
the committee) presiding.

Present: Senators Long, Talmadge, Ribicoff, Byrd, Jr., of Virginia,
Nelsoi, Beutsei, Moynihan, Baucus, Bradley, Dole. Chafee, and
Durenberger.

The CHAIRM AN. This meeting was called so that Senators, as well
as the administration, would have an opportunity to present their
major health proposals that they would like us to consider.

Now, some people might feel that we have not held enough hearings
on this subject. What I am holding here is only printed on one side of
the page, but these printer's galleys are the hearings that have been
held in this committee up to now.

Now, I would assume, based on what I have been told by the mem-
bers of this committee, that there are others who would like to testify
and to be heard, and, as chairman of the committee, I will do whatever
the majority wants to do. This is my duty, and I will do it. I will try
to accommodate individual Senators to see that the information that
they Avant is available to us.

As we go along working on this health insurance proposal, we are
going to run into problems where we do not know the answer. After
we talk it over and have the various suggestions, we may then feel
that we still do not have the best answer. We may want to hold further
hearings even then, and maybe after we go aways further, we might
want to have some more witnesses to come tell us some more, after we
have made-further decisions.

In other words, there are some people who have a vital interest in
this matter who might not be satisfied that their views have been con-
sidered. It may very well be that after they see the direction that things
are going, they may want to be further heard, and maybe we ought
to have further hearings. There would not be anything new about
that.

This committee has. on.occasion. had a major bill out on the Senate
floor and called hearings in the morning while the bill was being
debated on the Senate floor in the afternoon just to accord a chance
to be heard to everyone who had a suggestion, and we acted based on
what the recommendations were that we received.

(1)
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The only thing that I would like to stress is that we ought to try,
in my judgment, to make progress and headway in this area.

'The way that I see it, as one member of the committee, is that for
at least 10 years now we have been talking about, doing something in
the health area. Senator Ribicoff and I have been sponsoring the
catastrophic health insurance bill, for example, for more than 6 years.
'We have been joined by a considerable number of other Senators and,
more often than not, the argument against it has not been that we
should not do something like this-the argument has been that if you
are going to get, into the health insurance area, you ought to do a lot
more.

Today we will ask everyone, the, administration and all Senators
who can make themselves available, to present their plans and let us
have a chance to le sure we know what they are advocating.

I was thinking that we could go into executive sessions tomorrow.
In fact., we had scheduled an executive session for today.

I think we ought to play it by ear. We will go ahead and hold our
hearing today and we will see what the other members of our con-
mittee want to do.

Senator RIBCOFF. Mr. Chairman, respectfully, I think that we are
going about this wrong. You have always been most thoughtful and
considerate of all points of view.

I think that. we have before us today a great Op)ortunity to finally
have a health insurance plan. Frankly, I think it is going to be along
the lines originally advocated by you and myself; but, for the. first
time, you have the President of th e United States and Senator Ken-
nedy with their proposals, which look to me that they have basically
adopted some of the philosophies that you originally advocated.

Then, of course, you have Senator Dole, with some of his Republican
colleagues, who for the first time have become serious players in the
national health insurance plan. What bothers me is that trying to go
into a markup session tomorrow without having before us the problems
would be self-defeating.

Let me lay out for the members here, and yourself, what I consider
to be some of the )asic 1)roh)lems that face any of the plans. We ought
to have an understanding of this before we stir discussing details.

Let me give you tile general issue, as I see then, in the competing
health insurance plans of Senator Long, President Carter, and Senator
Kennedy.

First, we have the problem of economic impact of the different
national health insllam'e l)rolosals-that goes to Senator I)olers pro-
posal, too-the comparison of the different proposals, the role of cost
controls, the role of deductibles afld coinsurance. projected increased
demand and utilization.

The next big problem is the impact of the system's reforms in each
I)rOl)osal. Ihe incentives for prepaid practice, incentives for primary
care, availability of providers of service to the elderly and the poor.

Then the comparative population profile. How many people of what
ages and incomes would be helped how much by the various prol)osals.

Then you have to have the testimony of the competing plans from
the employers, insurers, aml provide s. This is complex.
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I am sympathetic with your point of view that we should try, as
soon as possible, to put in the first phase of catastrophic. The Presi-
dent and Senator Kennedy look to 1983.

If we are going to adopt .your thinking of trying to put a piece of
this in place earlier, will the insurance compani's, the e employers, and
the employees be in ,a position to put anything into effect by the
beginning of 1980? You are going to have to open negotiations be-
tween the employers and employees of the major companies.

Then, can the insurance companies change their plans accordingly?
What do you do with the thousands upon thousands of employers who
do not have general insurance coverage?

Let us take the specific issues which are going to have to be addressed
even if we accept. the Long-Ribicoff or the Carter general approach.

One, what should be the form, amount, and duration of employer
subsidies?

Two, how should the benefits and cost controls be phased in so as
to minimize harmful side effects such as inflation, overutilization, and
lack of primary care providers ?

Three, what cost controls are feasible and desirable beyond hospital
cost controls? Should there be physician fee schedules? Should they
Cover more than 'medicare and medicaid ? How should the fee schedules
be arrived at?

Should there be capital construction controls? If so, what kind?
Do we need additional controls on utilization?
Fourth, what mechanisms should be used for providing improved

protection for the poor: The use of the private health insurance sys-
tent a voucher system or a federally run program ?

If it is a Federal program, should it be merged with medicare?
What role should the States play in the administration of claims or

eligibility? How can the administration be improved through com-
petitive bidding of services?

How should coverage for the poor be financed? What should be the
formula for State cont ribut ions?

Will high-benefit States be penalized? Will States be at risk, even
though they have no role in the administration of the program?

Now, the question of financing catastrophic coverage. Should it be
Wage-based premiulus or employer-mandated coverage, what percent-
age should the employee be required to contribute?

We have got so many complex problems that to try to sit down here
as a committee and mark ul) and to start moving without knowing
what we are talking about, I think, would Ibe self-defeating.

I really, truly be-lieve that we can pass national health insurance
and I think we are going to have to give the Congress and the people
of this country the feeling that we have been thoughtful and careful.
as we have on evervjajor piece of legislation.

I think -what y u have before you today, "Mr. Chairman. in many
ways is the most significant social and economic i)iece of legislation
presented in the la~t decade. for sure, before this Congress.

You have been a forerunner, you have been a pioneer in getting
landmark legislation out of this committee. I happen to think that
this committee-I can say this since I am leaving the committee after
this session-is the most outstanding committee in the Congress of
the United States. It, is thoughtful; we work carefully; we work
hard.
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I do not know any chairman that knows as much about his subject
matter. I know of no chairman who works harder and I know no
chairman that has been more cooperative with the members of the
committee.

I think we have an opportunity of putting a health insurance plan
across, but I would not like to see us try to mark up a bill until we
have given a full opportunity for hearings on the four basic plans:
The Long plan, the Dole plan, the Carter plan, and the Kennedy plan.

My feeling is when we all get through, and if we are thoughtful
and careful, as we have been in the past, we are going to be able to
work out a bill that can be supported by Senator ng, Senator
Dole, Senator Kennedy, and President Carter. If we do not go that
way, we are going to.be bogged (own with a lot of sniping and fight-
ing between the four groups and we will not get a national health
ins Urance t~lan.

I say tfhis to you respectfully. There is no man in this body whom
I respect more than you, Mr. Chairman. There is no man in the
Senate who is more considerate of myself and my thoughts as you
have. It has been a real pleasure to work with you, to work carefully
and, I think, constructively, together.

I would like to be able to do it on this piece of major legislation,
too. I think it, can be done.

The CHAIRMA-.. Let me just say this, Senator. I think that we
should all be grateful to the administration and to President Carter
that he has come up with a plan and that he has recommended that
we pass a bill this year, as I understand it.

So as far as the President is concerned, he has sent his recom-
mendations down here, and I really think that the administration is
satisfied to present its case here and let us vote on it.

I know as far as this Senator is concerned, I am ready. I have a
brief statement I will make later, which will not take 10 minutes.

As far as I am concerned, do whatever you want to do about my
suggestion. As far as I am concerned, just vote one way or the other-
yes, no, or any shade of maybe.

From time to time, we have enormous tax bills. They have a lot
more problems in them than this bill does. My thought is that we
sometimes have had to make some decisions to see what direction we
were going to head in, otherwise we would not have had any bill, and
we would still be arguing about what we should do.

We will go before the public next year. If we do not act, many
poor people will die in the meantime, and many middle-income people
will die in a catastrophic illness situation, or their resources will be
wiped out. People will say, "Well, you talked all of these years. Now,
we have had 6 years of conversation about your plan to help these
people. Why don't you ever do something up there?"

Any State legislature would look with scorn on the U.S. Senate's
taking 6 years talking about something and never getting around
to doing anything.

We have finally voted on one simple proposition here in this com-
mittee. It was a unanimous vote, that we thought to the maximum
extent possible that we ought to try to use the free enterprise system
rather than destroy the free enterprise system in setting up a health
insurance program.
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I am willing to hear, Senator Ribicoff, anything that you are will-
ing to hear. If you will find time to hear somebody on the health
area, I will find the time, too. I would hope everybody will take the
same attitude.

Here are some of the scheduling problems that are going to face us.
I personally am committed to give windfall tax on oil first priority
when it passes the House, to move it ahead of other things. At that
point, we will have to set this matter aside. I am committed to the
majority leader. le has pressed me for that kind of commitment,
and he has made a parallel commitment to the Speaker of the House
and the House Ways and Means Committee members. When we take
up the windfall profits tax, we will have to set this matter aside and
go to something else and then come back to health insurance later.

The windfall tax is going to be a pretty hot issue. It will take a
considerable amount of debate. Hopefully, we will get our bill to-
gether and have enough answers so that we can recommend something
to the Senate. Getting it out there in time to schedule it is not going
to be easy, because the SALT debatee is going to be a very important
debate this session. And we have all the other bills that must be
considered, appropriations bills and others.

It will take some real doing for us to vote on whatever we want
to do about health insurance between now and the end of this Con-
gress. I am willing to hear witnesses. I am willing to hold more hear-
ings. I am willing to accommodate everybody.

For the information of the Senators, I try to be available any time
anyone here has somebody lie wants to have heard, to sit individually
with him and his constituent and talk about the problem, see what
they have to offer, insofar as I can find the hours available.

I do think the fact that we scheduled an executive session to meet
on health did have something to do with moving the matter forward.
I think it did put some pressure on everybody involved to get their
thoughts in here, to get them in some form that we could look at and
hopefully provide an answer.

I would hope that today we would just go ahead and hear what
the Senators and what the administration have to offer. I hope that
we would limit ourselves very drastically on questions, submit most
of them in writing, but if you want to ask questions, I urge Senators
to limit themselves insofar as they can so that everybody can make
his presentation today.

I would like to meet with the Democrats on this committee this
afternoon. I would suggest that Senator Dole, if his Republicans do
not know what they want to do now, may want to hold a meeting
about the same time and get their thoughts together and see what they
are thinking and then by the close of business today hopefully we can
know what we want to do tomorrow.

This committee has rules that to meet in executive session we have
to give notice 2 days in advance, so if we just wanted to vote on
whether we wanted to do anything or not to do anything about health
insurance, I am limited by the 2-day notice rule. That being the case,
I gave notice that today's meeting would be an executive session. When
I heard from the Senator from Connecticut, and his apprehension
was also shared by the Senator from New York, Mr. Moynihan, I
said, let's meet here and talk about these plans today.
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And I suggest that we have a meeting to talk about further
procedures.

We are pleased to have Mr. hale Champion here before us.
Senator DOLE. Mr. Chairman?
The CHAIRMAN. Senator Dole?
Senator DOLF. Just let me say that, as far as I know, the Repub-

licans are certainly willing to accommodate anyone who wants to
testify. We may have some influence on which plan passes, although
the media has not noticed that yet, but they may.

There are 41 Republicans and they have also some influence on
what passes the Congress.

The C.MR1A.N. Senator, if I may interrupt, you have not heard
all the media. I heard the Agronsky show predicting that the "3-D"
bill will be the one that becomes law, the Dole-Danforth-Domenici
bill.

Senator DOLE. I certainly share the views expressed by both my
colleagues. It seems to me that we have had this sort of fascination
with the politics of health care. Whether it be the Kennedy plan or
the Carter plan, I do not think if you put them both together, you
would get 25 votes.

I think that we have to back away from all the ink and look at the
programs and then determine which course we are to pursue.

I really believe Senator Ribicoff is right. It is probably going to be
something along the lines that Senator Ribicoff, and Senator I.ong and
others have been suggesting for some time. Maybe it will be some varia-
tion. Maybe it will accommodate some of Senator Kennedy's wishes
and also some of the administration's. But there is a Republican posi-
tion. There is a Republican proposal, the 3-D proposal by myself,
Senators Danforth and Domenici.

We are certainly willing to hear more witnesses. I think calling
the executive session has focused the concern of this committee on a
very important problem. It. is not a partisan concern. It should be a
matter that should be addressed.

In addition to the things that the chairman mentioned, we still
have cost containment to deal with-maybe we can do that this week-
plus the trade legislation-so we will have a very busy year.

I believe that you will find the majority of Re'publicans willing to
support a limited program, we are concerned about health care; how-
ever, it is also a question of costs, a question of how comprehensive
it should be, whether we are prepared to disturb the position of this
patient, relationship and in effect ration health care. I do not thinly
that Republicans will pursue that line. However, we certainly want
to accommodate the chairman and others on the committee to the
extent possible.

The ChAIRMtAN. Let me talk about this pride of authorship ques-
tion. I would be ashamed if a single person in this country had to die
without being cared for in this country because any Senator, includ-
ing this one, was so anxious that his l;lan should become law that he
would not let us vote on somebody else's plan.

I would think that this matter of posturing, an individual's claim-
ing authorship, and all of that should be a very, very poor second to
trying to look after the Nation's interests and'the )o ple's interests.

When we talk about authorship, about. whose bill wil become law,
it makes me think about my definition of tax reform. Sometimes I
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have been asked what my definition of tax reform is. I say, anything
that call muster 51 votes out on that Senate floor is tax reform, be-
cause if you can muster enough votes to pass it, you can muster enough
votes to put the title of "tax reform" on the front of the bill. If the
President signs it and it becomes law, it is tax reform because the law
says so. That is what will happen in health insurance if we are able
to pass anything, anything that 51 Senators, at a minimum, think we
should pass.

We are very Pleased to have Mr. Hale Champion here. Secretary
Califano had scheduled a trip months in advance which he had to
take, but he is well represented here by Under Secretary Hale
Champion.

We will be very pleased to hear your presentation for the adininis-
tration plan, Mr. Secretary.

STATEMENT OF HALE CHAMPION, UNDER SECRETARY OF THE
DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE

Mr. C1i1A3Piox. Thank you very much, Senator.
I thought that the best thing that I could do would be to run

through the fundamentals and the structure of this plan, the basic
benefits and costs. Obviously, there are a great number of details,
and we have tried to provide you individually with more informa-
tion-fact sheets describing not only what we are asking in this Con-
gress, but what lon'e-term results we look to achieve.

I think I might begin by summarizing-although the chairman and
several of the members have really pretty much accomplished this-
why we are, at this point in the history of this country. considering an
important, large, and, at least initially, costly proposal for the health
of the American people.

There are, in fact, basic reasons why we think that this area has
captured the interest of a very large number of the citizens of this
country.

NA TIONA L HEAL TH PLA N:
THE BASIC APPROACH

Describes Ultimate Goal: Universal and
Comprehensive Plan that -

* Provides Basic Health Care to All Americans

* Systematically Contains Health Cost Inflation

Proposes Phase I Legislation that
* Lays Foundation for Long-Term Plan
* Improves Coverage for Those Most in Need: Poor, Aged

and Disabled
* Provides All Americans with Protection against Cost of

Major Illness
* Initiates Key Cost Containment and Other Health System

Reforms
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NA TIONA L HEAL TH PLA N:
PROBLEMS WITH THE CURRENT SYSTEM

Inadequate Coverage
0 18 Million Americans with No Health Insurance
0 19 Million Americans with Inadequate Basic Health Insurance

(Hospital, Physician and Diagnostic Services)
0 An Additonal 46 Miilion Americans with Inadequate Catastrophic Health

Insurance

Escalating Costs
* Health Costs Are 9.1 Percent of GNP ($206 Billion), Federal Health Costs

12.7 Percent of the Federal Budget ($62 Billion) - and Rising Steeply
* Total Health Costs Will Jump to $368 Billion in 1984 without Hospital

Cost Containment

Other Health System Failures
* Lack of Competition: Only 4 Percent of Population in HMOs
* Insufficient Emphasis on Prevention: Often Not Covered by Insurance
0 51 Million Live in Underserved Areas

We have many existing problems. We have inadequate coverage.
We have 18 million Americans who have no health insurance. We have
19 million Americans who have inadequate, substandard health insur-
ance. We have an additional 46 million Aieri(ans-that is, additional
because they do not have adequate catastrophic coverage, either, with
inadequate catastrophic health insurance.

At the same time, we have a system whose costs are running out of
control-costs that have to be dealt with in sonic fashion. It is as
important at this point, to help delivery systems in this country, that
we do something about costs as it is that we provide adequate benefits
to the people in this country.

Health costs are now 9.1 percent of the gross national product, $206
billion. Federal health costs are 12.7 percent of the Federal budget,
$62 billion. They are rising steeply.

Generally it is true that health costs in this country, without chang-
ing current law, without changing current public obligations, are
doubling every 5 years.

We are not talking about an option of not having health costs go up.
We clearly are going to have health costs go up very sharply in the
next, 5 years. The question is, What do we get for the money'that we
spend ?

Total health costs will jump to $368 billion in 1984 without hospital
cost containment, for instance. As a inatter of fact, our 'ojection for
1990 under current law. subject to such kinds of problenis that projec-
tions have, is that if we do not (1o anything about costs, in 1990 almost
20 percent of Fe(eral budget dollarr. will go for health care. And that
is without changing current law.

Finally, we have some failures in the system. Everyone knows there
is not enough competition in this system, not enough tension in the
system. lVe do not have enough people in HIO's or served by other
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competitive providers, and many of the arrangements in the health
care system are anticompetitive.

There is insufficient emphasis on prevention. It is usually not covered
by insurance, even though, in almost every kind of statistical analysis,
nothing would do more to improve the health of the American people
than to provide early prevention in a variety of areas.

We put very few resources in that area.
Finally, whatever systems we have, we have to remember that there

are more than 50 million people who live in areas in which there are
inadequate health facilities and professionals. When we consider
changing the system, we have to deal with those problems as well as the
problems of providing benefits.

PHASE I: GOALS
Expand Coverage to Achieve -

Universality In:
* CATASTROPHIC PROTECTION: $2500 Limit on Out-of-Pocket Expenses for Major

Illness Available to All Americans
* PREVENTION SERVICES: Prenatal, Delivery and 1st Year Services Available for

All Mothers and Children without Cost Sharing

Equity:
Expanded Comprehensive Coverage for Aged, Disabled. Poor end Near Poor

Hold Down Costs
* Hospital Cost Containment
* Physician Reimbursement Reforms
" Limits on Capital Expenditures

Reform the Health Care System
" Enhance Competition among Insurers, Physicians. Suppliers
" Provide Care in Underserved Areas
" Improve Management of Public Programs

Major Step Toward Universal,
Comprehensive National Health Plan

Our phase 1 of a national health plan calls for these specific goals:
One, catastrophic protection. A $2,500 limit on out-of-pocket ex-

penses for major illnesses available to all Americans.
Second, we would call for the beginning of a prevention system,

a prenatal, delivery, and first-year service, available to all mothers
and children without cost sharing. Building on some of the experience
we had from Senator Ribicoff's efforts in this area, and other experi-
ence, we think that now is the time to make that a universal benefit.

We also need to improve the equity of our present system. We
need to expand the comprehensive coverage, not only for the people
who are in the private sector, but also for the aged, the disabled, the
poor, and the near-poor.

So we are not just treating one section of the population. We are
trying to serve a cross section, and provide a balance of care, in this
first phase.

Another major goal is to hold down costs. This committee has heard
a good deal about hospital cost containment. We would oppose, at
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least in the early years of this plan, the cost containment bill that is
currently before you.

We are also suggesting annual limits on capital expenditures, to
deal with the overinvestment in hospital beds. -

Physician reimbursement reforms must also be considered-I will
get to that in a minute.

Finally, we will have the goal of reforming the health care sys-
tem to enhance competition among insurers, physicians, among the
suppliers, to provide care in underserved areas and, very importantly
at this point in history, improve the management of the public pro-
grams, to put more money into the public programs as they now exist,
which will in some cases result in an excessive cost.

PHASE I: STRUCTURE

HealthCare
- The Umbrella Federal Insurance Program for Aged,

Disabled, Poor, Near Poor, Small and High Risk Businesses
and Others Not Served by Private Insurance

Employer Guarantee
- All Employers Must Provide Insurance against Major

Medical Expenses for Full-Time Workers (25 Hours Per
Week, 10 Weeks) and Their Families

System Reforms
- Capital Controls, HMOs, Competition, Reimbursement

Reform, Voluntary Reinsurance Fund

This is the structure of the plan as we propose it.
There are three major elements. The first is health-care, which is

the name we have given an umbrella Federal insurance program for
the aged, the disabled, the poor, the near-poor, small and high-risk
businesses and others not now adequately served at an affordable price
by private insurance.The second is the employer-guaranteed part of the program, in
which we would require employers to provide insurance against ma-
jor medical expenses for full-time workers and their families, 25
hours a week for 10 weeks is our definition.

And finally, there are the systems reforms-trying to make these
administrative and financial mechanisms work.

I would like to describe the benefits over the first phase. First, we
would make improvements over the present level of benefits in our
programs for the aged and disabled. To improve coverage for all
2-4 million nonpoor aged and disabled, we would limit their cost-
sharing to $1,250 per person, $2,500 per couple.
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PHASE :
BENEFITS FOR THE AGED AND DISABLED

Impt ve Coverage for All 24 Million Non-Poor Aged and
Disebied

" Limit Cost-Sharing to $1250 Per Person ($2500 Per Couple)

" Physicians Can only Charge Puhicly Set Fee - Aged and
Disabled Won't Face Extra Bills

* Remove Limit on Fully Subsidized Hospital Days

* Ambulatory Mental Health Coverage Increased from $500
to $1000 Annu,.'iy

Provide Fully Subsidized Care for an Additional 1.2 Million
Poor Aged and Disabled

0 A Total of 5.2 Million Poor Aged and Disabled Will Be
Covered under HealthCare

In the employer-mandated coverage area, we are talking about
a $2.500 family deductible.

For the aged, there is this additional matter of limiting the in-
dividual to $1,250. We would require a schedule of preset fees for
physician's services to this population and we would not permit
physicians to collect anything beyond those fees, which they would
bo assigned.

We w'olild remove the linlit on fully hosl)italized fully sul)sidized
hospital beds to the present limits of medicare and we would increase
the ambulatory mental health coverage from $500 to $1,000 annually.

In addition to that, we would increase by $1.2 million the number
of poor, aged, and disabled who would have fully subsidized care.
There are about 4 miillion such families and individuals now. This
would raise that number to 5.2 million.

PHASE I:
BENEFITS FOR THE POOR AND THE NEAR POOR

Provide Fully Subsidized Coverage for an Additional 14.5
Million Poor

* Those under 55 Percent of Poverty Standard not Covered
by Medicaid-Now: 10.5 Million

0 Those Who "Spend-Down" to 55 Percent of Poverty: 4 Million

Improve Care for 30.2 Million Covered Poor - Including
15.7 Million Currently on Medicaid

* Unlimited Hospital and Physician Services

" Complete Coverage for Prenatal, Delivery and 1st Year
of Care

* Physician Participation Increased
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For the poor and the near-poor, this program would provide fully
subsidized coverage for an additional 14.5 million poor people. Around
101/2 million are those who are under 55 percent of the poverty stand-
ard not nov covered by medicaid; the categorical programs.

There are-because our present programs are basically categorical
prograins in the welfare area-a very large number of the very poor-
est people in this country who have no basic public health insurance
or support. That is. 10.5 million of those people.

In addition, there are about 11 million people in this country in
a'band that exists $3,0)0 above the poverty level, which in 1980 would
be $4,100.

We figure about 4 million of them. annually, would spend down
within that band to fully subsidized coverage, depending on where
the income was, some amount of money less than the $2,500 would
spend them down to the 55-percent line, and that would mean coverage
for 4 million more people, for a total of 14.5 million.

In addition, because of the uneven character of the medicaid pro-
gram across this country, there would be in almost all States for
almo,4t all of the population in our standard programs some improve-
ment for people who are already covered. We would thus, in fact,
improve, care overall for 30.2 million covered poor, including 15.7
m-illion currently on medicaid.

We vould hope this increased coverage together with the proposed
provision of l)re-natal, delivery. and the first year care, would improve
the rates of infant mortality in this country.

Finally. we would lope to increase l)hysician participation in this
country, which has gotten lower and lower, by bringing the rates for
physicians paid under the medicaid program up to national standards,
working basically toward the medicare standard, to raise the standard
of physician participation, to eliminate the two-class system that has
developed in parts of our country.

Senator l)OLE. What is the peVcentage now
Mr. CHA31PIoN. About 40 percent participate in medicaid, I believe.

It varies from State to State. Whereas medicare, onl at least some basis
or other, runs close to 90 percent.

In our l)hiase 1 benefits for the full-time employed, we would man-
date the coverage of 150 million full-time employees and families
under private group I)lans.

One essential improvement for these workers and their families
would limit their costs to $2,500 before their major medical or
catastrol)hic would take effect.

Senator ('HArEE. For how long?
Mr. CHAMPION-. Annually.
Then there would be pre-natal and first-year care with no cost

sharing.
It would mandate some other important standards in a basic bene-

fit, package of hospital, physician, lab and X-ray, preventive and
mental health services, with full coverage after $2,500.

It would provide for a 90-day continuation of insurance after ter-
mnination of employment, to try to get rid of one of the major prob-
lems in time system of frictional' uneInployment, to provide a period of
time'as people pass from one job to another when their coverage per-
sists under their own program.
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Another element of this first phase proposal would require no exclu-
sion of preexisting conditions. That is not an inconsiderable matter.

Our plan would also require the employer to pay at least 75 percent
of the premium. Employees could bargain for a higher percentage,
but the employer would be committed to at least 75 percent.

We would provide subsidies for low-income workers, using the
earned income tax credit, where the premium gets costly for them. We
would also limit the exposure of small employers, some of whom do
not now have any health insurance, to 5 percent of payroll.

If they could not get private insurance at that level, we would admit
thenm into the public plan once their costs are over 5 percent. That
would be used, I think, largely by some small businesses and some high
risk enterprises, who might want to take advantage of that option. We
make it available to them.

Senator NELSON. That line, mandated coverage for 156 million full-
time employees and families is a bit confusing. I am assniuig you are
saying the full-time employees, including their families, amount to
156 million.

How many of them are employees? Out of hiat 17-6 million, how
many are ftill-time employees?

Mr. CHAMPION. 73 million.
Senator NEtLsoN. Then how many of ihe 73 million have health

insurance now ? 1)o you have a breakdown of how many have health
insurance? How many have plans that at least have the coverage pro-
vided in this plan?

Mr. CHA51PIo,-. About 10 million have no insurance, no employee
coverage.

Senator NELSO.. $10 million?
Mr. CHAIMPION. 10 million of the 156 million population are not cov-

ered by insurance, neither employees nor their families. 127 million-
and again speaking of the family populations-have group insurance.
About 13 million have individual insurance. Those policies, however,
vary widely in the quality of coverage.

Senator \.ELSOx. Do you have a breakdown on those?
How many employees, full-time, are covered by a plan that meets at

least the minimum standards established in the administration plan?
Is there such a statistic?

Mr. CHAMPION. We have made some estimates, but they are very
suspect in terms of our present knowledge of the coverage for each of
the individual plans. But we would be glad to provide our best infor-
mation to you, if we could.

Senator'NF.LsoN. What I was trying to identify is how many of these
full-time employees have some coverage? How 5ian, of these are paid
for now totally by the employer? What are we looking at in this 73
million full-time empoyee pOpuation in terms of how many people al-
ready are covered with everything that the administration is proposing
here: How many are partially covered? To get some idea of how much
is being sent, what is the net increase, so to speak?

Mr. CHAMPION. Senator, I think the best way to do that is for us to
give material to this committee in some detail. It would basically come
out of our attempts to structure how much it would cost the employer
for this plan.

47-296 0 - 79 - 2
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We estimate, out of (6 billion, that uses our best estimates as to what
would have to be done in order to bring these plans to the standards
that we set here.

WVe would be glad to provide those figures.1
Senator NEGSO.N. I assume that there are quite a. few employers who

are already-who are not going to have to pay an additional thing?Mr. CLI No. A very large number, Senator.
Many plans in the country, particularly in large firms, will have

not only this kind of coverage but have 100 percent employer payment.
MrIV. DURENBRGER. Could you, in that regard, also give us some fig-

ures on the duplicate coverage?
Mr. CHAMPIOx. We will try to give you our best figures on that.
In many of these cases, where there are different kinds of insurance

policies with different standards, and this is probably the area we know
least about, we are trying to get better and better information. I am
sure, in your consideration, that others may be able to help.

There are also nonaged, nonpoor, nonunemployed who have grave
difficulties with the present health care system. W\e cannot provide
universality in terms of comprehensive, mandatory coverage situa-
tion in a phase I program. What we want to do here is to give these
people access, at some reasonable cost, to the system if they choose to
exercise it. This is the population that needs access sometimes.

They could buy the health care catastrophic plan with a $2,500 de-
ductible. They could get prenatal delivery and infant care with no
patient cost sharing, although there is a nominal premium for this
grou) entering into that )lan. Of course, those who are in the low-
income area would be in a position to spend down into the comprehen-
sive, full-subsidy plan.

Senator DOLE. How many are in that group?
Mr. CH. o.N. I think there are 9 million in that group.
Senator Rimcorr. Before we get to the benefits, escalating costs,

woull you give us an idea of what the Kennedy proposal, the Carter
proposal, the Long proposal, the Dole proposals do about cost contain-
inent ?

Mr. Ckirrmox. I have not prepared a comparison. I will not run
through this chart in detail. What it does is to take the population
coverage to show where there are improvements, where the popula-
tion is the aged, disal)led--24 million get the limit on cost sharing; 5
million receive full subsidy coverage; 47 million low income will have
some inl)roveluent in their situation; 156 million are covered through
employer mandate, together with the new prevention item; and 9 mil-
lion get access to the health care plan.

Some of those are already self-insured.
We (10, with this plan, inupact on or offer an opportunity that does

not now exist to every American. This is not a l)lan that touches only
this population or that population. It really offers a balanced approach
to try to m)rove the situation for the whole of the nation.

Senator IiBicorFF. Both you and Senator Kennedy have these plans
effective in 1983. The chairman of the committee is interested in trying
toget the first plhae of it into effect in 1980.

' See P. 526.
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I would support him iii this objective.
What are the problems in trying to get the first phase into effect

by 1980?
Mr. CHAMlIoN. It depends a little bit on how much public money

is involved in that, and on the administration's meeting the budget
responsibility, depending on the nature of that beginning catastrophic
benefit.

The other set of problems, or the problems that you raised in your
earlier statements, Senator, the problems of working out the arrange-
ments with the insurance companies, of dealing with the fact that
there are many existing labor contracts which already deal with some
of the matters that will be covered by the law, I think would be very
hard to phase in by 1980.

Mechanically, you may begin the phasing, for some period as con-
tracts expired, and so on, but I do not think that you could bring
everybody in by 1980. There are just too many other cont actual, exist-
ing delivery arrangements.

One of the things that we face in constructing a plan is that we have
tried to disrupt the existing system as little as possible. It is a very
large, very complex system. It is the third largest industry in this
country, and to turn it on a dime is not going to be possible.

The CMAN. Mr. Secretary, the insurance companies are saying
they are already providing catastrophic coverage; they have major
medical coverage for 75 percent already. What you are talking about
is adding 25 perrent to what you already have.

Mr. CHAmPIO.-. Mr. Chairman, to make the arrangements for those
people, considering the time that it takes to rewrite those contracts or
to deal with the financial arrangements of the Government ,with
relationship to them-

The CIIIRMAX. You are looking at it from the point of view of
a bureaucrat, saving we cannot do all of this in a year. But the com-
panies say, look, leave the bureaucrats out of this and we will do it in
a year, or less than that. They say they can do it. Why do you not just
let them do it

Mr. CiAmoNpio. They can do it on a selling basis to those people who
are ready. I think theyii would have great problems in forcing anybody
to do it in the way in which the Congress might require in a new law.The CAIR.IA .N. My thought is. we should siml)lv say, all right, you
owe a tax in the event you to not insure your w orkers. Then we in
effect tell the )eol)le. we' want you to pool the risk-a whole bunch of
you pool the risk and vach of you take a share of the money and
provide for it.

If we (do it that wav, it would seeln to ie that all they would need to
know is how many of these people we have to take care of. We then
give them their share of the money and they are off and running.
They are already doing that type thing for thi'ee-quarters of America
anyway. Why cal they not do it for the remaining on-quarter?

Mr. CHAIrpIox. Mr. Chairman. I think they can do it, for some. of
those people. One of the things that concerns ine-I will speak to it in
a moment-is that I am afraid of too many people getting off and
running before we know the rules by which'this game is going to be
played.
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We have a problem now of cost data control, particularly in the
public sector of health care. We have to be careful not to have some
more people off and running before we have those rules set.

I think we can do a lot. I think mechanically, administratively, you
can do some things earlier than 1983, but I would hope that we would
not put that ahead of making sure that we knew what the costs are
going to be.

Senator RmcoFr. Along that line, until we got into the subject, I
skipped asking a question concerning subsidization of small employers.
W hat is, in your opinion, a small employer, and how do you intend to

subsidize the small employer and from where?
Mr. CHAMPION. We, in effect, would include any employer whose

costs to meet this plan would be more than 5 percent of payroll.
When we say "any employer," we would not set a limit on size. Our

assumption is that practically all of those would be small businesses
who could not handle the proposed benefits at less than 5 percent of
payroll. So we did not set any arbitrary limit as to what was a small
business and what was not.

The way in which we proposed to help those firms is by having the
5-percent limit. They could come into the public plan and we would
subsidize any cost over their 5 percent of payroll cost.

You could select a different percentage, but it gives you a great
ability to fine tune, to some of those firms you want to help, but with-
out setting a 1-man or a 9-man or a 50-man limit in terms of what is
a small firm.

Senator BENTSEN. Would that not mean you would concentrate more
in the service industries where your pay may be lower and your per-
centage of wage costs would therefore be higher?

Mr. CHA.%xmoN,. Almost certainly, Senator; 5 percent would be
around a 15-cent increase on the minimum wage.

Senator Rmco.'. What would that take out of the budget? What
would it cost the budget to do that?

Mr. CHAMPION. I have the coml)rehensive figures in a later chart.
I would like to put them in context, if I may.

Senator DURENBERGR. Did you look at'alternatives to Government
subsidization, to pooling arrangements, either through a payroll tax
or a premium tax, or something of that sort?

Mr. CH1A-MPION. Early on, we looked at the earnings-related pre-
miun, payroll tax. We have enough problems in the Government as
a whole in terms of the payroll tax and its situation so that we thought
that was an inadvisable way to proceed.

It is also very difficult to do a phased plan with that kind of ap-
proach, so we did not choose to propose that kind of approach.

I will try to quickly complete this and be responsive to your further
questions. rhis next chart, I think, represents a very important pro-
posal-that is, the creation of health care. Whatever content the Con-
gress ultimately chooses, it seems to us that it is very important to get
the public l)lan together.

This would establish a consolidated Federal insurance program. It
would include some of the things we talked about, the continuing and
improved coverage for the aged and disabled, the expanded coverage
for the poor and the near poor, making available insurance as we just
discussed to other individuals in small firms on an optional basis.
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But most important, it would consolidate the administration of
medicare and medicaid with major expansion of the private sector
role.

If we put these plans together, we can look at this country as a
whole in terms of claims processing, in terms of administration, in
terms of reimbursement practices, and put that out. competitively to
the insurance and carrier industry. We think they can do an effective
job across the whole range of public participation program through
that kind of a relationship, if we have one true Federal kind of
system.

Determination of eligibility and intake income and different ways
with categorical programs, and so on-there is no reason that the
Federal Government has to take on all of these roles. As a matter of
fact., with medicare, most of this is now done by carriers.

We have started experiments with competitive bidding that have
been extremely satisfactory, and Wve would like to create one Federal
system called'healthcare, that would let us have one set of relation-
ships with all of the publicly supported people being served by the
health system in the country.

We have discussed the impacts of this.
Senator CIAFEE. One question, if I might.
When you say consolidate administration of medicare and medicaid,

.t seems to me that one of the principles of medicaid is, by having the
States involved, they do tend to watch costs. You may object to the
,ates they pay, but ihey are deeply involved in trying to keep costs
down.

Is this, in effect, a federalization of the medicaid?
Mr'. CiAM tPToN. No.
In terms of fiscal relief, we would intend to keep subst-.ntial State

financing in this area, not increase their costs, but keep them in so they
have a real interest in participating, in holding down the rates of
cost care.

We are very conscious of what you are suggesting, Senator, and
we think that is an essent ial element.

I talked substantially about the use of the private insurance system.
I want to point out that under this plan, private insurers will be
doing more business, both as carriers and in terms of the expanded
group coverage called for. This is not a reduction in the role of the
private insurance sector. It is an expansion.

This deals somewhat with Senator Chafee's point. We are still
working with the States and localities to try to get the full effect and
distributional effect of about $2 billion fiscal relief to States and
localities.

The States would share with the Federal Gov'ernment the costs of
providing health care coverage for low-income eligibles. They would
determine the health care eligibility for AFI)C recipients.

We would set. up Federal standards to help to handle the newly
eligible poor under this phase. If States wished to perform that for
us under our performance contract, we would be willing to enter into
that performance contract..

This is on the intake side. We want to be sure that on the claims
processing, reimbursement side, that we have a uniform plan oper-
ated by contract from the Federal Government to private insurers.
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The way we have designed this program-I will not go into detail
now-is basically to give the States the very kind of concern that you
are talking about. They will stay in the program.

We will set aside under the present medicare program long-term
care. Neither this program nor any other major insurance program
offered by this Congress includes long-term care. It is not a problem
that we have solved in this country, honestly, but we need to set it aside
and treat it differently, and for the purpose of this plan, the State and
Federal Government would continue in their present partnership in
long-term care.

With respect to the other expenditures now under medicaid, States
would be expected only to increase their share as inflation increases
the cost of that share.

That gives them a very real stake in holding down those costs to a
minimum level and we would continue all of the other traditional
activities in certification and licensure of health personnel.

I might say one other thing about the fiscal relief question. It would
be very important in some cities and counties where large city hos-
pitals care for an uninsured population to have a difficulttime staying
alive. They are supported, in part, by city and county local property
tax, and so on, and more than $1 billion of this relief would deal
directly with this.

Those hospitals would then be paid for the care, and it would
relieve local and county support for those hospitals which serve in-
digent populations.

With regard to payments to providers, we have already talked at
great length about the administration's hospital cost containment
program; I shall not repeat it here. The basic change in physician
reimbursement is the one I spoke of with respect to the aged. That
is in the public program.

We would negotiate a schedule of fees to be paid, and that would
be the full payment of the physician. He could not make an addi-
tional billing. We would not carry that over into the private sector.

Our first problem is going to he straightening out the imbalances
and difficulties in medicare-medicaid while we examine the question
of how to get full equity across the private and public sectors. We do
not think we are ready to move to the private sector at this time
or, indeed, how it will be done.

It is clear that the worst problem in terms of quality care is in the
medicaid program, where there is such low physician participation.
This plan would propose to deal with that, but it would also propose
to deal with the problem that many aged face, which is they think
they understand how much they are supposed to pay for something
andi then they get an additional charge from the physician. There is no
control over that at. all now, and we would, under this plan, halt that
practice.

We would publish a list. of physicians who will accept that public
plan fee, so that the private citizens, those under private plans as well,
would know what those fees are, and who accepts those fees.

Senator RmiCOF. You would have no fee schedule for the employer
mandated?

Mr. ChAMPIONN. That is correct, Senator.
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Senator RIBconF. The Kennedy approach would? Is that the
difference?

Mr. CnAMoPIoN. That is correct. They would mandate the same fee
across the total for all physicians.

Senator DOLE. You expect sort of the same result, though, iby pub-
lishing the names?

Mr. CHAMtPION. We would hope that at least it would make it a
competitive matter if people really wanted to know in advance what
their costs were going to be. Getting the schedules and fees known out
there, the public fee, sets a kind of a standard against which citizens
have to pay in the other market.

Whether it will have that result or not, I could not predict.
The CI\IIMAN. Let me make this point, Mr. Champion. It seems

to me that when we get into catastrol)liic insurance, that doctors have
historically, going back to the old practice of medicine, the way it
was when I was a very young (nan. doctors were expected to do a
considerable amotint for the pool1 without leing paid at all. They
woull just take their chances that they might get paid, or they might
not. They thought that it w'as their'duty to take care of the pool,.
even if the l)eo)le could not pay.

So I think that doctors should be willing to help in these cata-
strophic situations for a somewhat lesser charge than they would
charge in cases where the person was well able to pay it.

It would seem to me, that you could expect the (loctons to make
their fees as reasonable as they can, less than what they would ordi-
narily charge. in these catastrophic situations which ordinarily they
wouI(l be doing anyway if the Government were not involved in it.
Then if a doctor wants to take care of people only while they are in
good health and need no help of any sort. but if that (lev'elol)s into a
catastrophic situation, where the. patierlt is going to have a long-term
illness, the doctor does not want to ha-,e anything to do with him, lie
should be known as a doctor w-ho is a faiit weather doctor. lie is avail-
able to you when you are in good shape, but if the situation gets des-
l)erate, lie is going to walk out and leave you.

If that is the case. I think that the public would wvant to go to
another doctor. The doctor could hai'e it either way. lIe either partici-
pates. or lie does not.

The doctors understand insurance company h)rocedures. They are
not at war with the insurance companieses. They get along )retty well.
They lui'e good doctors on the l)oarls telling thic' insit'alce companies
how'they should operate their businesses.

I think we should do business on the basis that most of these patients
would lia'e some basic insurance, and if the doctor's wanted to l)attici-
pate, they woild be expected to see this patient all the way through.

''lhat being the case. I would think that we ought to be able to get
the loctors, services ill the extr'emie cases for a soimewliat lesser fee
than the)' would expect d ring tli time when tie. patient has a ('om-
l)lete option to go to ani'+odY " that Ile \walnts to go to.

Mr. ('iCAmPi.,. Mr. Chairman, I waiit to make sure that I tinder-
stand what you are suggesting. I think it is a very interesting sugges-
tion. Thmat is, that for catastroplhic illnesses, fees arrived at through
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some process of negotiation would apply, and would be the extent of
the fee, not only in the public plan, but for the catastrophic portion of
the private plan.

Tite CHAIRMAN. My thought is that you proceed on the basis that if
you are going to spend a certain amount of money to provide these
services, then it is up to the insurance companies to find the doctors
who would be willing to cooperate to help bring that about.

I would hope that the doctors do not expect to be paid as much,
hour for hour, working on these catastrophic cases such as in the case
of terminal cancer, when all they are doing is visiting that person.
There is no way they can save his life.

They would not expect to be paid as much in that situation as they
do in the case of a person who has a week's illness and after that he is
on his feet, going about his business.

Mr. C iA PION. We would like to support that. That sounds very
good.

Senator BENTSEN. From personal experience and what I have just
seen in a letter about a relatively poor family who just lost a child
to cancer over a long period of time. I have not seen that to be the case.
I have not seen doctors moderating their fees at all in terminal cases.

Senator RnICOFF. You see, this is the first time that I have heard
Senator Long on this subject. That was a great question mark in my
mind-what was Senator Long's thinking about this particular
issue. But if I am hearing Senator Long correctly, you are not going
to have much trouble putting this whole thing across, because he is
pretty close to Senator Kennedy right now-lie might not think so,
but he is.

This has been my contention all along. The main actors involved
in this program or this bill are not far apart if they will only step
back and listen to one another. What Senator Long has just sug-
gested has great significance for early passage of this bill.

The CI, Mt,,. Let us look at the history of this. MIv family doctor
for many years wAas a man who was the head of the Mfedica 'Society
in the State that I represent. He came from the old tradition and lie
said that his father, who was also a doctor, taught him that when the
poor peoph, who conie to you cammot pay you, treat them. It is your
duty as a hImian being. You just do not get paid. They might owe you
onething. but do not count on ever being paid by them and just

forget about it. You are not going to he paid for that.
Also, vou do not charge your relatiVes.
Mr. Cu.%.Ni.o,. Or other physicians, Mr. Chairman.
The CHAIRNAN. I got a lot of free medical services out of that

doctor, by the way. He is a relative. Not a very close relative, but
close to give me free medical service.

On what is left, the people who can afford to pay and who are
not relatives, you ought to make enough money that you can live a
decent life.

Now, when we enacted medicare and medicaid, especially medicare,
we were moving something through that the medical association was
opposing. Their attitu(le is, if the Federal Government is going to do
this, thev can blessed well pa" the whole price.

So they raised their fees, iind we were shocked to see what we were
paying.
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The first year, the cost exceeded the estimate by 50 percent. The
estimate had 20 percent built in for contingency. We are paying
a lot of money that we were not planni11g on paying.

Their attitude was, when we said, do you not think that that fee is
very high, that they did not want this tusine.,s anyhow. If we insisted
on enacting the lrogran1. then they were going t o charge the full fee
for services.

So they were charging for all of their relatives, charging for all
the poor people, and getting the full amount.

I would hope that when we pass this bill we will do it -in a way
that they think is appropriate and if we are doing it in a way that
they think is appropriate, at least to some extent, they ought to look
at what their previous practice was.

Poor people had difficulty paying and they did not expect to
collect the fees. They took what they get, and settled for that.

I would hope that they would be willing to look upon this as
something where they ought not to be paid (jlite as nuch as if it were
a solvent person incurring that debt.

This is something which, on a per unit basis, does not receive as
much pay as it does with those patients who traditionally have
always been well able to pay.

Mr. CirAIPON. Mr. Chairman, I think that is a very valid concept
to explore. As a matter of fact, when I was director of finance in
California, before we had the massive Federal programs, we nego-
tiated with the medical society, with the other l)roviders, annually
for the care of those who could! not afford to pay. It was a collective
bargaining session every year. They took less than their normal fees
as the solution to that problem. They provided the care on that kind
of a basis.

I think that can be negotiated with the medical profession and I
think it is well worth exploring.

These are, quickly, the system reforms that we think are impor-
tant to keep in all phases of the plan as we proceed. I mentioned most
of them before.

The prevention emphasis the competitive emphasis; the limita-
tion of capital expenditures; and a device we call a voluntary rein-
surance fund that will help those small firms. Increasingly firms
have found self-insurance in this area to be a very effective device.

Also, HMO's have problems in some cases with adverse selection,
and we propose a voluntary reinsurance fund which, in effect, is a
noncost profitless kind of reinsurance umbrella for that kind of opera-
tion which, once again, we think would enhance competition.

Senator CHIIAEE. The capital expenditure limits, reducing excess
hospital capacity, is that in this program, or your hospital cost con-
tainment bill, or are you considering them as a unit?

Mr. CHAMPION. We are proposing in this session-I do not know
if the bill is yet before this committee, a separate bill, that would be
a capital control bill. It is a $3 billion annual limit on new expendi-
tures in any given year.

Senator CIIAFEE. Not in this?
Mr. CHAMPI . It would be incorporated in this plan, Senator.
Senator CHAFEE. I see.
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Mr. CH1A3P1ON. Just as the hIospital cost containment plan's
intended to be a, part of this overall plan.

Senator Rrmcorr. rThe voluntary reinsurance fund, is that a Gov-
ernment fund or a fund set up by the insurance companies
themselves?

Mr. CniA.%rrIo.N. We propose it as a Government proposal.
Senator JRIBICOFF. Will the contributions be made by the insurance

companies to that fund, or will this come out of the Federal budget?
i. CHA3.x1O. The funds to support that will come from the peo-

ple who want to insure through that fund, and we would run it as
t cost-frep enterprise. It would save them some of the Lloyd's-type
costs involved in insurance type umbrellas now.

Senator BYRD. What is a cost-free enterprise?
fr. CHAMPION. We would run it at the cost of doing business,

maintaining that fund for those firms, so they would have to pay
into it whatever it took to keep their insurance.

Senator Byan. Do you mean the Government? What do you mean
by "we?"

Mr. CUA MPION. Small businesses which wanted to self-insure, we
would give them a device. These are other administration initiatives
that we hope would go forward. We do not think any of the things
that we have proposed should be held for inclusion here, but we think
we need to move forward on all of these things as we have proposed,
if the system keeps improving, particularly with respect to under-
served areas. We have a long way to go there.

Finally, here are the costs ol each of these elements, including the
iml)roved benefits for the aged and disabled. These are 1983 costs in
1980 dollars.

If the program were in effect in 1980. $3.9 billion would be added
for aged and disabled; $10.7 billion for the lower income nonaged;
and the employer costs for the employer guarantee would be $6.1
billion.

There is a $90 million subsidy for the low-income worker for the
moderate palt of the lpremium cost if lie is sufficiently low-income.

The employer subsidy, the 5 percent of payroll limit for the man-
dated coverage, has a $7Zo million cost.

Part of those costs are increased by the prevention prenatal and
delivery system.

The final total is $18.2 billion in the Federal budget and $6.1 billion
in employer budgets.

Senator BYRD. If you would vield at that point, why would the cost
of administration, which you did not mention be $2.1 billion ? This
seems to me to be a very high administrative cost.

Mr. CHAMPIOx. Senator, it is not. Part of it is the creation of the
health care, the turning of those two programs together, creating a
new program that initially will have somewhat higher costs.

Even at these costs the costs go out into the private sector. They
will go out to the private insurance industry for their low-cost process-
ing thing. While that is the Federal budget cost, it goes out through
the processing in the public plans, a very large part of it to the in-
surance companies.

As a matter of fact. because of a lot of the factors, it is not a one-
sided story. The cost of processing in the Federal system as we now
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do it is less, actually, than the private insurance costs. If you look at
it as an overall cost in the terms of claims processing, it is somewhat
higher.

The only other thing I would like to say about that administrative
cost is that over time as we get rid of the" present. ineffective system,
we would hope to get very substantial, long-term savings by getting
this into one system and basically putting most of its regular admin-
istration into the private sector.

Senator BENTSEN. All'. Champion, let me ask you again for clariti-
cation on those numbers that you have presented. )o I understand
that those are in addition to what private fimns are now paying on
premiums for hospitalization policies, both by the individual and the
employer?

Mr. C,1imio-.1-o. That is correct, Senator. There will be an additional
employer cost of $6.1 billion.

Let me make two or three general observations finally. We have
tried to construct this phase 1 as a unified whole. It is not final, uni-
versal, or comprehensive, but it is much more than a beginning.

We think that it does those things which most urgently need to be
done. both in terms of bienelits and cost controls.

Secondly, obviously there are many other ways to (leal with these
problems, both substantively and procedurally, and there certainly
will be, I think, iml)rovements and changes that can be worked
through.

But the key concept in working those through, I think, is balance:
Balance between providing Ir'evention and dealingg with catastrophic
illness, balance between the cost and the benefits, and balance between
controls and competition in the reform of the health system.

To simply put imre money in the high-cost. high-technology hos-
pital sector of tihe system will help individuals but will accentuate all
that is already wrong with the system.

IV( need to do both. We need to put resources into prevention, into
outpatient, into primary care, and kee) people out of that high-cost
sector. which is -o painful, both )ersonally and financially.

Finally, I would again want to emphasize how important I think
it is at this stage to establish what we call health care, a single public
entity, responsible for ending the inequity, fraud, abuse, and erroi that
have marred the history of many public programs, especially medicaid.

Such an organization can use the private sector to handle the re-
imbursement and claims processing simply by expanding their pres-
ent operations.

To proceed further without reforming the public programs, es-
pecially medicaid, would risk more of the same kinds of problems
with which this committee is already very familiar.

Thank you very much, Senator.
[The remainder of the charts follow :]
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PHASE I:
BENEFITS FOR THE FULL-TIME EMPLOYED

Mandate Coverage of 156 Million Full-Time Employees and

Families under Private Group Plans

Essential Improvements for Workers and Their Families
* Limits Out-of-Pocket Expenses to $2600
* Mandates Prenatal, Delivery, and 1st Year Care with No Patient Cost-Sharing
* Mandates Other Important Standards: e.g.,

- Basic Benefit Package (Hospita, Physician, Lab and X-Ray, Preventive and Mental
Health Services) and Full Coverage After $2500

- 90-Day Insurance after Termination of Employment
- No Exclusion of Pre-Existing Conditions

* Requires Employer to Pay at Least 75 Percent of Premium
* Provides Subsidies for Low-Income Workers and Small Employers

Result
Catastrophic Coverage for 56 Million with Inadequate Protection
Better Basic Coverage for These and Tens of Millions More

PHASE I:
BENEFITS FOR OTHERS

Makes HealthCare Available for Those Non-Aged,
Non-Poor, Non-Employed Who Often Cannot Obtain
Individual Insurance

* Can Buy HealthCare Catastrophic Plan:
$2500 Deductible

* Prenatal, Delivery, and Infant Care with
No Patient Cost Sharing

" Can Spend-Down into Comprehensive
Full Subsidy Plan



PHASE I:
BENEFITS SUMMARIZED

Phase I Coverage

24 Million Non-Poor Get Limit on
Cost Sharing

5 Million Poor Aged Receive Full
Subsidy Coverage

37 Million Receive Full Subsidy
Coverage or Eligible for Spend-Down

156 Million Covered through Employer
Mandate

Aged/
Disabled

Low-Income

Employed

Others

Improvement Over Present

- New Catastrophic Protection for
24 Million Non-Poor

- Additional 1.2 Million Poor Aged
Get Full Subsidy Coverage

- 14 5 Million Additional Poor Get Full
Subsidy Protection

- 56 Million Get New, Adequate Catas-
trophic Protection

- 10s of Millions Get Improved Basic
Coverage

- 1.5 Million Hard to Insure Have Major
Medical Protection Available

U.S.
Population
(1980) 231 Million Total Reaches All Americans

PHASE I:
HEALTHCARE
Establishes a New Consolidated Federal Insurance Program

" Continues and Improves Coverage for the Aged and Disabled
* Expanded Coverage for the Poor/Near Poor
* Makes Insurance Available to Other Individuals and Small Firms on an

Optional Basis
* Consolidates Administration of Medicare/Medicaid with Major Expansion

of Private Sector Role -Especially in Billing and Collection

Impact
* Makes Protection against Cost of Major Illness Universal
* Uniformity in Eligibility, Benefits, and Reimbursement for Poor
* Increased Program Accountability
* Efficiency and Economy of Operation: Reduction of Fraud, Abuse and Error

PHASE h
THE ROLE FOR PRIVATE INSURANCE

" Continue Underwriting and Marketing Private
Coverage to Employed Groups and Individuals

* Expand Private Group Coverage of 56 Million
Employees and Their Families

" Compete for Claims Processing under HealthCare

9 Million (7.5 Million Already Self Insurel
- 1 5 Million Can Buy HealthCare

Catastrophic
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PHASE I:
STATE ROLE AND FISCAL RELIEF

Under Phase I State Governments Will:
* Share with tire Federal Government the Cost of Providing

HealthCare Coverage for Low Income Eligibles

* Determine HealthCare Low Income Eligibility for
- AFDC Recipients (Mandatory)

- Newly-Eligible Poor (Optional under Performance Contracts)

" Continue Traditional State Activities in Certification and
Licensure of Health Personnel and Facilities, and in
Regulation of Private Health Insurance

Phase I Will Provide: About 82 Billion in Fiscal Relief
to States and Localities in Initial Years

PHASE I:
PAYMENT TO PROVIDERS

HealthCare
" Hospitals Will Be Reimbursed under the Administration's Hospital

Cost Containment Program

" Physicians Will Be Paid According to a Schedule Based on Average
Medicare Fees in Area; Physicians Cannot Charge Extra

Employer Mandate Plans
" Hospitals Will Be Reimbursed under the Administration's Hospital

Cost Containment Program

* The Names of Physicians Who Agree to HealthCare Fee Schedule
Will Be Published for Consumer Use
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PHASE I:
SYSTEM REFORM
Elements in the Plan

" Preventive Services for Pregnant Women and Young Children
- Shift Emphasis from Curing to Caring

* Enhance Competition
- Incentives for HMO Enrollment
- Greater Consumer Choice

* Capital Expenditure Limits
- Reduce Excess Hospital Capacity and Curb Proliferation of Equipment

" Voluntary Reinsurance Fund

Elements in Other Administration Initiatives
* Increase Technology Assessment and PSRO Review

- Ensure Effectiveness and Productivity

* Redirect Manpower Incentives
- Improve Geographical and Specialty Distribution

* Provide Access to Care in Underserved Areas

* Mental Health and Health Education Programs
- Avoid Illness: Promote Appropriate Use of Care

PHASE !:
NET NEW COSTS (1980 Population and Dollars)

Federal Employer
Aged and Disabled $3.9 Billion

* Improved Catastrophic a.8l

* Improved Subsidy for Poor and Near Poor (2.1)

Low Income (NonAged) 10.7

* Full Coverage (6.9)
* Spend Down Protection 13.8)

Employed
* Employer Guarantee $6.1 Billion

* Low Income Worker Premium Subsidy 0.9
* Employer Premium Subsidy 0.7

(For Mandated Coverage)

All Others 0.5
* HeithCare Buy-In (0.3)
* Prevention (0.2)

Administration 2.1

Tax Effects -0.6

Total $18.2 Billion $6.1 Billion
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THE NATIONAL HEALTH PLAN:
STEPS BEYOND PHASE I

Aged/Disabled
* Reduce Cost-Sharing from $2500 to $1500 for Non-Poor Family 1$750 Per Person)
* Add Drug Benefit

Poor
* Raise Low-Income Standard from 55% to 100% of Poverty Line
* Increase Poor Receiving Full-Subsidy Coverage from 30 Million to 37 Million

Employed
* Include Part-Time Employed, Increasing Workers and Their Family Members

Covered by Employer Guarantee from 156 Million to 160 Million
* Provide Comprehensive Coverage with 25% Coinsurance and Maximum

Cost Sharing of $1500 Per Family

All Others
* Require All to Purchase Comprehensive Coverage
* Subsidized Premiums and Cost-Sharing for Near Poor

Results: - Universal, Comprehensive Plan
- Total Costs Less Than Growth of Present System

Due to Cost Containment

'fhe CH AIRMAN. Mr. Champion, thank you for a very useful
statement.

I am going to ask each Senator to be limited to 5 minutes because I
hope we can get to the other witnesses.

I do find myself somewhat shocked to see that according to your
estimates the Long-Ribicoir plan, which is supposed to have been the
low-cost plan. costs $; billion more in the first year than your plan

.wol ant apparently it would even cost iore in 1985 than your plan
would.

I am toll by our staff the reason that estimate is higher is because
the Long-Riblcoff plan would do more for the poor than your plan
would (10.

Are you aware of that
Mr. CIIAMiqo,. That is possible, Senator. We tried to distribute the

benefits across the board.
The CII*nxx. I list think that a lot of your liberal friends do not

know that this Liong-Ribicoff bill does more for the poor than does
the administration bill. I hope you will tell your liberal friends down
there that, let them know a)out it.

Yours is a low-cost estimate. The Long-Ribicoff people are not the
pennypinchers that some people in your Department may think.

Senator MoYNIIiA.,,. We are reliably informed that there are no
more liberal friends down there.

Senator RIBICOFF. I think that the liberals have been too quick to
read Senator Long out of the liberal ranks. You would find a lot of
programs to help the poor and the disadvantaged passed out of this
committee and have been at the initiative of Chairman Long.

The CHIRnMAfN. I came here as an old share-the-wealth man, dedi-
cated to expanding the free hnch program. I did not have in mind
increasing it quite as high as it has gone.
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In any event, we are pretty liberal, with what Senator Ribicoff and
I and Senator Talmadge have been suggesting.

Mr. CHAMPION. Mr. Chairman, I tried to make that figure as widely
available as I could.

The CIAIR31AN. Now, one other thought occurs to me. I am not
speaking of what the advice of the insurance company is atthis point;
I am just thinking of how to meet a problem.

It seems to me rather than having a small employer tagged with a
5-percent-of-payroll cost and a large employer paying only about
three-quarters of I percent, that we vould be better off to take the
principle of group insurance to its logical conclusion-that is, simply to
say that if the companies vant to l)articipate, that they will participate
in the whole thing, and we will look at all of working America and its
dependents as being the group that you are insuring.

I was hoping that we could get by vith 1 percent of payroll as the
cost, and we vould pIt a tax on to collect the amount of money we
think it is going to take us to do the overall job. Having done so, give
a credit against the. tax paid back to the company. That is step 1.

Step 2 is to put a 100-percent tax on the company for the same in-
come unless they pay into the pool, so the money then goes into the
pool, in which all the companies participate. Then they pay back out
of the pool to each company what they estimate it is going to take to
provide for the risk that each company would take.

I assume, in a State like New York. where the charges are high
compared to Louisiana, they would pay more than to those in Louisi-
ana, because they have a higher income on a per capita basis and
have higher charges.

If you use that approach, it does not seem to me you are going to
have to go around subsidizing all these, private employers.

Mr. CHAMPION. That is another approach to that. 'llere is a concern
about that approach; that is, we do not want to be in a situation where
we subsidize inefficiency, where we want all of those firms looking at
ways to do this job as economically as possible. If we were to go to
pools, we would want some sort of experience rated, compensatory
factor in there to be sure tiat we were not saying someone else is
going to pay for it no matter how you handle it.

The (II1AIMMAN. You cai get to the second point by saving that for
the number of 1)eoleh that a coiiipany has to protect, we will pay x
]Iuiber of dollars, and that will have to vary Lecause some States have
costs a great deal higher than others.

Your department knows how to handle that, and I think our staff
knows-how to handle that, and I think the companies know how to
handle that, so they collect on 1 percent of payroll.

They pool the risks. They then pay it back out into the areas, accord-
ing to what the costs are in those areas to provide the services.

In doing that, you have the principle of group insurance applying to
the entire group, which is all of working America. When you get the
money back on so much per capita-which is not the same amount
that you paid in at all-what von are getting back is what we estimate
it would take to provide for those people on a catastrophic basis.

If somebody wants to come in with an HMO and hire as many peo-
ple as he can sign up, they get that much money paid to them. He

47-296 0 - 79 - 3
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might be in a position to hand everybody a cash rebate right then and
there.

If you use that approach. it seems to me that you can avoid having
to fool around with trying to subsidize each individual payroll or each
self-employed person-just tell them that they have. to pay you 1 per-
cent of Ipavroll. Take that money and provide the service. Otherwise,
you are going to have to do all kinds of subsidizing.

Of course, let's face it, what I am talking about is a subsidy, but a
subsidy that is implicit in group insurance anyway. The reason I am
suggesting that to you is that I have been struggling with this problem
for the past 24 hours and the thought finally occurred to me when I
woke up in the middle of the night that this'would be the logical way
to handle the matter. We want your help in saying how we can do it.

It seems to me that this approach is more logical than trying to
subsidize these private employers after they have paid a very iigh fee
to begin with. It is a lot easier to charge them all 1 percent than to
have soue, little fellow paying 6 l)ercent and come in trying to say
h,, has to get the 6 percent back. We will be hearing about the bureauc-
racy, not only in your department, but in IRS as well.

I will hope weNl'migt bo able to follow that principle.
Mr. CHAMPION. We will be glad to examine that and try to trace

that through and see what the effects might be.
The CHAIR-AN. Senator Dole?
Senator DOLE. I do not want to take any additional time. I know

that Sentor Hart has been waiting for some time.
Briefly, we are moving the debate from the media to the Congress,

which is not a bad place to decide what we will finally have. They
may have their own views, but I guess they do not have the votes.

It is my understanding that the administration-let us say if we
just passed some catastrophic health insurance plan, some compromise
that we work out together-would not support that in itself. Is that
correct?

Mr. CjYMPIO.N,. That is correct, Senator. We do not believe that
catastrophic only is an appropriate thing to do. We think it does
too much damage to the system, although we recognize the needs and
concerns of those people.

Senator DOLE. I think it is the first part of your plan, catastrophic.
Mr. CHAmriON. A very important part.
Senator DOLE. It does have some priority. The argument is that we

might shift the high cost, the expense, of the high-cost illnesses and
not address the others. Is that essentially correct?

Mr. CHAMPION. Yes.
Whatever resources you decide at this time, there is at least as

much benefit, both personally and in terms of changing the system,
at the preventive end of the scale and that we ought to take those re-
sources and spread them across, not put them in, because that would
further skew the system where it would accentuate what is already a
major problem for the system in hospital treatment. There is very
little money spent at the'point where you can get prevention or pri-
mary care.

Senator DOLE. What about long-term care? Do you address the
additional benefits of long-term care?
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There is a lot of interest in the hospice movement. In fact, members
of this committee have expressed interest in that. Does the admin-
istration's plan address this issue?

Mr. Ch1AMPIoN. No; we would hope to deal with the long-term care
problem separately for the time being. We would divide long-term
care that piece of medicaid, and maintain the same Federal-State rela-
tionship.

We have two major concerns. One is that title XX services, social
services, are as important in long-term care, particularly outside in-
stitutions, as is health care, and we need to have those services inte-
grated, and that can be done really only effectively at the State and
local level.

Second, while we are great believers in the importance of home
health care, we have real problems in terms of controlling both the
quantity and the quality of that. We need better constraints on that
system, again, which we think can be done in a local situation, where
the nature of that function is understood and the people who are
involved can report back on t he long-term care.

We have said we do not know enough about long-term care. That
ought to be a separable program.

Senator DoiE. You touched on home health care also. There is con-
siderable interest-I know Senator Packwood. Senator Danforth. and
Senator Domenici, at least, on the Republican side have indicated a
great deal of interest in improving home health care benefits. I guess
control would be a factor that would cause some concern when you
get into cost'.

Mr. ChAM.NPION,. The cost, in a few years without any major changes
in the program, has gone from $300 million to close to $900 million
without any changes, basically not controlled, not planned, not part
of the scheme of long-term care.

As a matter of fact-in another committee, I did promise Senators
that we would try to bring to them better, more useful information ill
terms of their al)proach to this in September. That will be forth-
coming.

We are not dealing with that in this program.
Senator DOLE. I an not certain who supl)orts the administration

plan. I assume there are a lot of people who may Ol)l)05Q because, yon
do get into I)hysicians' fees and they do seem to have some influence
in legislation.

Will there be. an effort to enlist the supl)ort of the medical associa-
tions and other providers for the Carter aI)proach, the administration)
approach?

Mr. C.,mox. We certainly want to get all the support we can.
We have had discussions with" all these groups before we made this
proposal. Obviously, they disagreed with some things and agreed with
others.

I think Von can see some influence in terms of our relationship with
then and the final proposal we made with respect to physicians' fees
as a moderate approach.

The CITAIRMAN. Senator Durenberger?
Senator Dr n-ail.ur.rI. M. Champion. a couple of questions dealing

with the 75-percent maximum contribution.
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Did you look at the alternative, or would it be feasible to look at
the alternative of limiting the maximum employer contribution for
any )lan to something like the median cost of qualified 1IMO's, as
(in additional way to tie in the alternatives into the system?

M. CIAMIO(. We did not. but we are interested iii finding ways
to make it advantageous to use prepaid cost-effective systems and we
would be glad to look at that. The 75 percent was an attempt, really,
to look at the present lattern. It is very important, in making changes
of the magnitlde we are discussing, that we not disrupt too many
existing patterns at any one time and we were looking basically at
the general character of the employer relationship to the cost of
insurance.

We could certainly do that.
We (lid plan some internal kinds of devices to make it attractive for

people to save money by using liMO's in a competitive fashion.
Senator DURNBCREI. Let me ask you how you propose to accom-

plish the mandating of the requirements on the employer? Do you use
the tax system in some way if you do not provide the standard or
basic benefit, package with catastrophic on top of it?

Do you lose the deductibility for your insurance premiums?
Mr. CHAMPION. The device is the tax code. Apparently, there are

some details to be resolved in respect to that, but basically through
the tax code.

Senator DURENBEnGER. Do you know whether the tax code's impli-
cations for the employer or the eniployee-do you know which it is,
which direction you are going? -

Mh'. IEINEMAN. We would just have to say that wye are looking at
the whole sanctions question. When we send the specifications up very
shortly, we will address that.

Mr. C1HAMPioN. The last one I looked at was the employer.
Senator DURENBERGER. I think you covered the issue. I am glad the

chairman got you to look at the issue of the small employer and the
farmers and all the rest of those folks in reviewing private alterna-
tives, particularly from tile viewpoint of Government subsidization.

Could you briefly go through, describe for us what happens to peo-
ple? Is this the continuity of coverage issue? What happens to people
after a certain period of time, following termination of employment?

What happens to people after the death of the single wage earner
in the family? What happens to people at the end of a marriage?

How does this health care system of yours provide coverage for
people who would not be covered because of the death of an employed
worker?

Mr. Ciiaxiox. In addition to having provided that coverage, it
will be maintained for 90 days after termination of employment, to
catch that frictional period for employed people. There is this group
that we refer to, the nonaged, nonpoor, nonemployed. and what we
have been able fundamentally to provide in that area basically is an
ability to buy a $2.500 deductible, or if your income is down in that
band above the fully subsidized level, 55 percent of poverty, if you
have spent down $2,500 or less to get to that level, that you would
then be fully covered by the public plan.

We do not cover iLose people automatically. We offer them an op-
portuity to buy that coverage in the public plan at a price which
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individuals would have a hard time buying on the public market. We
do not have, at this point, a universal pJan. We have universal access,
but you cannot go that far on this number of dollars.

Senator DURENBERGER. Have you explored, either in this phase or
in the second phase of this program mandating several employer
options? As I understand it, in phase I you are just mandating a set
of standard benefits. How about mandating

Mr. CHAMPION. We would propose, Senator, at the third and fourth
level, in a plan as complex as this, we have always anticipated that
would include mandated offering of various options, all offerings in
terms of H3O's, not just one 11MO, but any prepaid system must be
offered to employees for use.

Senator DURENBERGE1. Thank you.
The CHAmIRAN. Senator Bradley?
Senator BRADLEY. I have no questions, Mr. Chairman.
The CHAIRMAN. Mr. Chafee .
Senator CIIAFEE. Whlen the employer has the insurance l)rogram.in

force, as I understand it, there would be every incentive for him to
keep his people healthy, encourage them to remain healthy, because
he would, in separate negotiations with his insurers, be able to get
lowers rates.

Is that not so?
Mr. C1IAMiPION,-. That is correct. That was my concern with the ohair-

man's proposal.
Senator CH.FFy,. It seems to ine that that presents l)roblems, because

the incentive for the employer to keel) his people healthy, I think
might be diminished unless he is going to get some rebate, lower rates.

Mr. Cn.\MiloN. There could be a way, within Senator Long's pro-
posal, to experience rate in terms of how you handle the pooling
,arrangement.

It does not make it, impossible. It just adds that second level of
computation in order to do it.

Senator CHI\r:E. Under this health care plan, where you are talking
with Senator Durenberger, the nonaged, nondisabled, and so fo'rtl,
that would apply ,to a self-employed person? lie. would be able, if lie
could not get in as an individual-say he has a couple of people work-
ing and could not qualif under an existing private, insurance plan
that would pick him up in some way--he could then buy coverage
under your health care program, is that right?

Mr. TIMIOx. The self-employed would have to have a mandated
coverage. If it is only one employee, we would require the mandated
coverage. The limit would be 5 percent of payroll.

Senator CHArEE. Who is going to provide it for him ? Who is going
to provide the insurance. Suppose he cannot get it

Mr. CpuxMPiox. The liblic plan.
Senator CITAtEE. The public l)lan is available to the self-employed
M r. CAI. That is correct.
Senator RImco.r. If the Senator would yield, I do not understand.

If you had an engineer, an architect, a lawyer or a doctor, a one-man
operation earning $100,000 a year, lie is going to come in and be sub-
sidized ? Cannot the pool be opened up by the private insurance coin-
panies where an employer has its insurance, under the Long-Ribicoff
plan, to let him in and pay the full 1)remium that he should pay ?
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I do not think that Nve are going to want to subsidize that kind of
individual.

Mr. C 1L\tIoN.,. Well, Dr. Mongan tells me le believes that that
would nlot happen because 5 percent would be more than that cost
would be to such a person. However, if it were greater, he would be
eligible -to come in.,enator RmIicorr. To take a person in that category and subsidize
him is something that, certainly we would have to avoid.

Mr. Cu,.jmtrioN. We looked at some law firms in that connection and
their costs were much lower than that, so we (lid not think we had
that problem. But a proviso saying that would not happen would pro-
tect against it.

Senator C1 ,\uEE. I am not necessarily thinking of the $100,000 a
year lawyer. I am thinking of the self-employed handyman. lie might
be making $12,000. It is not always so easy to get into a group plan.
They are only open for certain times. You have to have a group, and
all of that. Your ,health care thing would thus be available?

Mr. CHAM PIoN. That is correct.
Senator C.trEE. Why are you so modest in your approach to pre-

ventive measures? It seems to me the only preventive measure I see
here listedt is for prenatal and obstetric service and so forth, just deal-
ing with small children. The total cost out of this $18 billion program
is $200 million. Is that the best you can do?

Mr. Cjr..Mrmo-,. Senator, the cost is much greater, because, in each
of those sectors, the cost of that preventive work is included in those
larger figures. I (1o not know if we have the total cost of that preven-
tion measure, but Ithink-

Senator CI I.wF. Essentially the )reventive measures here come by
the fact, presumably, that whoever covers these people would encour-
age them to keep well but there is no other positive preventive
measure, except as I read the thing, except for the prenatal delivery
and first-vear services.

Mr. Cri,'AlwoN.'That is right.
By the way, as near as we ('an estimate, a total of about $1.5 billion

in this plan is included in that one Preventive Piece, if yon pull it out
of all the group figures we gave you.

The encouragement of systems form, tiMO's and so on, is also
intended to hielp prevention. We did price out the Institute of Medi-
cine's proposal for a lifetime examination system and that would
cost-my recollection is it is about $2 billion, so it is a matter of cost.

We thought it was very important to build a preventive element
into the insurance part of the system. We are doing a great (leal, and
we hope to do more, in prevention, in the part of the health reform,
and the rest of the department, the kinds of activities now being car-
ried forward by the Public health system. There is. incorporated into
this proposal, for instance the proposal of Senator Rihiroff that takes
care of certain children to the age of 18.

There are many other preventive elements being supported by the
Federal Government which presumably will be enhanced whenever
wo see an opl)ortunity to do it, hypertension or whatever.

Senator C I1AFEE. T hank you. I have no further questions.
The CHAIRMAN. Senator Heinz?
Senator HEINZ. Thank you, Mr. Chairman.
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I have a couple of questions first, Mr. Champion.
With respect to the cost of the plan, you have a figure of $6.1 billion

to the employer. Does that include both the cost of the increased cov-
erage and the cost of the increased percentage of the premium that
the employer would get?

Mr. CHAMPION. Yes; this is an attempt to estimate his total increased
cost.

Senator HEINZ. In your overall estimates, do you calculate in the tax
loss of the increased deductibility'of that $6.1 billion?

Mr. CHAMPION. Yes, we do, on a somewhat different basis.
Senator HEINZ. Where is that shown?
Mr. CHAMPiON. I could have Dr. Davis run throught it.
Ms. DAVIs. There is a net effect of the impact on tax receipts from

the increased employer contributions and also reductions for medical
expenses.

Senator HEINZ. Could you supply more detailed calculations for
the record, please?

Ms. D.vs. Yes.'
Senator HEINZ. One other rather detailed question that I apologize

for. Maybe it is somewhere in the materials.
Just looking at catastrol)hic coverage for a moment, you will have

a limit of $2,500 a couple, is that right?
Mr. CHAMPION. Per family, individual or family.
Senator HEINZ. Individual or family. So that an individual has to

bear in a sense, a proportionately higher cost?
ir. CHAMPION. Except for the aged where we made a special pro-

vision of $1,200.
Senator HEINZ. Is that provision the same if there are two people

working in the family or three people working in the family ?
- Mr. CHAMPION. I will ask Dr. Mongan.

Senator HEINZ. How do you rationalize this?
Dr. MlONGAN. Basically it would be handled in a fashion similar to

present law in arrangements whereby if two family members are em-
ployed, they can pick the coverage. In other words, they would not
both have to have coverage. They would have to show that one of the
family members was covered.

Senator HIxz. Suppose one of them chooses not to be covered?
Suppose they say, I do not want to participate in the employer's plan?

Dr. MoNoAx. Yes, if they can show that the other family member is
covered.

Senator HEINZ. Therefore, it is possible that a family of six or
seven people could be covered by the catastrophic ceiling at$2,500, and
being paid relatively little over total family income, a small proportion
of their family income, if there were two or three people employed,
and the individual who has no working wife, working children and
might just be by himself is paying a nmch higher portion of his or
her income to obtain a benefit that proportionately is not as good. Is
that right?

Dr. MONOAN. There can be variations in the payment as a percent
of income. That can be due to multiple earnings o! the family or due
to different income levels.

I See p. 526.
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Senator IIEINZ. It seems to ic grossly unfair that two or three wage
earners in that family conceivably-this may be an exceptional cir-
cumnstance-could decide to opt out and ride on the, coattails of some
particular individual, single employee or employer program?

Dr. MONGA.s% Basically, that is how private insurance operates now.
If you an(l your spouse are both employed, rather than carry double
coverage, oer of you picks whichever coverage is the most advan-
tageous to you. This would continue in the first phase, that i)ractice.

Mlr. CIIA3INrio.N. The question you raise is an important question. We
all need, I think, to address it. This is not in this portion, the needs-
tested or income-based program. It is not intended as such, and it is
not designed as such.

Senator HEIN-z. My time is up but I just want to say, you say it
operates like the present system, but one of the things it does not
operate like is the social security system where everybody in a sense
who is going to get the benefits of social security has to pay in it.
There are other models besides the present system, and I hope we have
time to return to some of the issues involved here.

Thank you.
The CI HA-,. Senator Bentsen:
Senator BENTSE.N. Mr. Chairman, I have no questions. I do have

a comment.
Mr. Champion, you presented your case with a great deal of clarity

and persuasion this morning and I will compliment you on it and say
how much I personally regret your leaving the Federal service. I
think you have done an excellent job.

Mr. ChAPIoN. Thank you very much, Senator.
rhe ('11.m.r.Nx. Senate' RiicoffV?
Senator RIBICOFF. I have taken more than my allotted time during

the presentationn and I will not ask any more questions.
Tle CHARnrAN. Thank you very much.
Senator Hart is now here. Senator, we would be. delighted to have

you take tile witness stand.
Senator CHAFEE. Is this going to be the last we are going to see of

Mr. Champion?
The CI[AIRMAN. You are not going to see the last of Mr. Champion

until lie goes home from Washington. I would assume that either
he or Secretary Califano or one of his able assistants sitting here with
him will be around with us until we report a bill out.

Senator CILirE. I was more interested in joining with Senator
Bentsen in bidding farwell to Mr. Champion.

The CIIAIRMAN. Are you leaving?
Mr. CHA-MPIO-. I will be here until the 30th. I understand we have

several more sessions.
The CHAIRMAN. I hope I am not saying goodbye to you today.
Mr. CHAMPION. No, you are not.
Senator CHAFEE. You are leaving the city in June, are you not?
Mr. CiA lrIoN. That is correct..
Senator CHAFEE. That is pretty close.
Senator RmicoF. I thought we took care of you with the revised

ethics bill that we put through here.
Mr. ChAMPION. Senator, I think that was very well done and it

would have met any problems I had with the ethics bill. I had other
problems that were not met by that.
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Thank you.
Senator RiBicon'. You are the example that was presented to me as

to why we had to revise that bill.
Mr. CHAM3ION. I assure you I was not alone, Senator. You saved a

lot of people's participation.
The CHAIRMAN. I do not believe we are saying goody to you today.

I hope we are going to have you around here at. least until the 30th,
and I hope you will be around these sessions to help comment to the
Department on these various suggestions that are going to be thrown
out here.

Mr. CHAMPION. Mr. Chairman, I will be here officially until June
30. I will be at your disposal at any other time.

Senator HEINz. Before Mr. Champion leaves, let me ask a question
We do not have a bill from the administration yet; is that correct?

Mr. CHAM1PION. We are drafting the bill according to the specifica-
tions. It is not a piece of legislation before the committee.

Senator HEINz. The fact that we have had to ask some fairly
detailed, elementary questions today indicates that, at least to me, that
we have just scratched the surface on this particular, single approach
to health insurance-the administration approach.

I would hope, Mr. Chairman, that we would be able to get into this
in substantially more substance than we have been able to get into
it today. It is very hard to get into the substance of something without
a bill.

I do not mean to criticize the administration, or anybody else for not
having a bill, but the fact is, I just do not see how we can legislate
wisely until the administration sends us something to look at.

I loved your charts, Mr. Champion. They are very good. They
indicate all kinds of things. But they do not tell me how we go about
doing all these things.

The CHAIRMAN. We have some language for you, Senator. You just
look at the Long-Ribicoff bill. The Long-Ribicoff bill is all written up
and printed up for you. The 3-I) bill is all in print, the Dole bill.

Senator HEINZ. Mr. Chairman, I thought you were for competition
in health insurance. There are a lot of people who want competition
among these plans. I think there should be competition right here in
the Senate Finance Committee among the Long plan, the Ribicoff
plan, the Dole-Danfoith-Domenici. We ought to see this stuff in 3-D,
all right, and include the administration plan.

The CHARMIAN. I will promise this conunittee that we will not
report out the administration bill unless they themselves write it up
at some point.

[The material submitted by the administration follows:]
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Office of the White House Press Secretary

THE WHITE HOUSE

TO THE CONGRESS OF THE UNITED STATES:

Today I am proposing to the Congress a National Health
Plan. This major new initiative will improve health care

.for millions of Americans and protect all our people
against the overwhelming financial burdens of serious
Illness.

It has been 30 years since President Truman challenged
Congress to secure for all Americans access to quality health
care as a matter of right. It has been nearly 15 years since
the Congress, responding to the leadership of Presidents
Kennedy and Johnson, finally enacted Medicare and Medicaid.
Now, after a decade and a half of inaction, it is time to
move forward once again.

I have consulted with the Congress, with consumers,
with leaders of labor, management, and the health care
industry, and have caref.lly weighed every option. My
proposal is practical, premised on effective cost controls,
and consistent with sound budget practices. It will:

protect all Americans from the cost of catastrophic
Illness or accident

extend comprehensive health coverage to almost 16
million low-income Americans

provide coverage for prenatal, delivery, postnatal,
and infant care, without cost-sharing

establish Healthcare, which will provide more
efficient Federal administration of health
coverage for the poor and the elderly

reform the health care system to promote
competition and contain costs

create both the framework and the momentum for a
universal, comprehensive national health plan.

Protection from Catastrophic Expenses

No American should live in fear that a serious illness
or accident will mean bankruptcy or a lifetime of debt.
Yet today over 80 million Americans are unprotected against
devastating medical costs, and millions more can lose the
protection they now have because of unemployment or the
death of a working spouse.

This National Health Plan will protect every American
from the serious financial burden caused by major illness
and injury. All employers will provide catastrophic
coverage for full-time employees and their families, with
subsidies to ease the burden on small businesses. No
family will be required to pay more than $2500 for medical
expenses in a single year. Americans who are not covered
elsewhere can obtain affordable catastrophic coverage from
a special Federal program.. Under this special program, no
one will be denied coverage because he or she is labelled
a "bad medical risk."

more



Expanded Benefits for the Elderly

The cost or health care falls most cruelly on America's
older citizens who, with redurcd incorr-, have the highest
medical expense. Because Medicare places limitS onr
hospital days and places no ceiling on out-of-pocket expenses,
serious Illness threatens senior citi:e'-ns with loss of their
homes and their life savings. Un~dcr the National Health
Plan, the elderly will have unlimited hospital coverage and
will be required to pay no more than $1250 for, red;cal
expenses in a single year.

Today, the elderly also face heavy finar,,ial burdens
because physicians Increasingly charge more than the Medicare
fee. Under the National Health Plan, physicians would be
prohibited from charging elderly patients more than the
allowable fee.

Improved Program for the Poor

The National Health Plan also provides expanded benefits
for the poor. The Plan will extend comprehensive coverage --
full physician, hospital and related services -- to all
Americans with incomes below 55% of poverty ($4?00 for afamily of four). In addition, persons with incomes above
55% of poverty will be able to "spend-down" into comprehensive
coverage if their medical expenses in a given year reduce
their income to the eligibility level. A family of four withan income of $4500, for example, will be covered after $300
of medical expenses. Under these provisions, 15.7 million
poor people, including 1.2 million elderly, will receive
comprehensive coverage for the first time.

Today the existence of 53 separate State and territorial
Medicaid programs impedes efficient management. Under the
National Health Plan, the administration of programs for thepoor and the elderly will be significantly upgraded by the
crcition of a single new Federal program -- Healthcare.
r'ealthcare will improve claims processing, reduce error rates
in eligibility determination, and facilitate detection of
frAud and abuse.

Health Services for Mothers and Infants

Prevention is the best way to eliminate the suffering
and cost of illness, and one of the most effective preventive
health measures we can take is to assure health care for
expectant mothers and Infants. We hav been far too slowto learn this lesson. Our infant mortality rates are higherthan those of eleven other nations. Tnis inexcusable record
can and will be corrected.

Under the National Health Plan, employers will provide
employees and their families with coverage for prenatal care,
delivery, and infant care to age one, without any cost-sharing.
A high priority in future years must be to expand this coverage
to include children up to age six. The employer provisions
of the Plan, Combined with the Child Health Assurance Plan
I have already proposed for low-income expectant mothers
and children, will assure that no newborn child in this
country will be denied the chance for, a full and productive
life by the high costs of health care.

more

318VIIVAV AdO3 IS38



40

Extended Insurance Coverage

Today, many employees and their families suddenly lose
all health coverage when the employee is laid off or is
between Jobs. Under the National Health Plan, employer-based
insurance policies will be required to maintain coverage for
90 days after employment ends. In addition, employer-based
policies will be required to maintain family coverage for
90 days after an employee's death, and to cover dependents
until age 26.

Cost Containment

A renewed emphasis on cost containment must accompany
new health benefits. The American people now spend over 9%
of the Gross National Product on health services -- $200
billion a year. Hospital costs In America are rising $1
million an hour, 24 hours a day. It is time to draw the line.

The National Health Plan is premised on passage of strong
hospital cost containment legislation, which will save the
American people $53 billion over the next five years, including
$28 billion in Federal, State, and local expenditures. The
Nation cannot afford expanded coverage without hospital cost
containment legislation. In addition, my National Health
Plan proposes a $3 billion annual limit on hospital capital
expenditures. This Nation cannot support more duplicative
facilities and more unnecessary equipment. We must not a~d
to the 130,000 excess hospital beds we now have. We must
and we will insure that needed extensions in coverage do
not become the excuse for further waste.

This Plan will also provide for a mandatory fee
schedule for physicians who serve Healthcare patients. The
fee schedule will curb excessive inflation in physician fees
and will reduce the disparities in fees paid to rural
physicians as compared to urban physicians, and primary
care physicians as compared to specialists. Over time, the
new fee schedule will help produce a better geographic
distribution of physicians and increase the availability of
primary care services.

The Healthcare fee schedule will provide a model for
private health insurance plans. Private plans will publish
the names of physicians who agree to adhere to the Healthcare
fee schedule for all their patients. To assure that Blue
Shield and similar organizations reexamine their physician
reimbursement policies, the Plan will prohibit physician
domination of the governing boards of these organizations.

Increased Competition

Competition has been weak in the health care industry
because a very high percentage of costs are paid by third
parties, and because patients generally cannot determine
or shop for the services they need. In recent years, however,
health maintenance organizations (HMOs) have injected important
competitive forces into the health care system. The National
Health Plan will encourage further competition by giving
employees and Healthcare beneficiaries new financial incentives
to enroll in HMOs or other cost-effective health plans.

Employers will be required to make equal contributions
to the various health plans they offer their employees.
Employees who choose more cost-effective plans will either
pay lower premiums, receive additional compensation, or
receive expanded health benefits.

more
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The Healthcare program will pay a fixed amount on behalf
of elderly beneficiaries who choose to enroll in HMCs. If
the HMO can provide the standard Healthcare benefit package
for less than the fixed amount, it must offer additional
health benefits to the patient.

The Plan also promotes competition by requiring
Healthcare to use competitive bidding to select private
companies to perform claims processing and related functions.
Demonstration projects by the Depirtment of Health, Education,
and Welfare have shown that this change will produce significant
administrative savings.

Framework for a Comprehensive Plan

A universal, comprehensive national health insurance
program is one of the major unfinished items on America's
social agenda. The National Health Plan I am proposing today
creates both the framework and the momentum to reach that
long-sought goal. In future years, the Plan can be expanded
to include all low-income persons. Employer coverage can
be made more fully comprehensive, with subsidies to ease the
burden on small businesses. First-dollar coverage for
preventive services can be extended throughout early child-
hood. I am today sending to the Congress an outline of a
fully comprehensive plan which builds upon the significant
health care improvements that I am asking the Congress to
enact this session.

Consistent with current budgetary constraints, new
Federal spending for the National Health Plan will not
begin until FY '83. When the Plan Is fully implemented, the
Federal budget cost in 1980 dollars will be 18 billion and
the premium cost to employers and employees will be $8 billion.
A substantial portion of these expenditures reflect reduced
out-of-pocket expenses for individuals and reduced spending
by State and local governments for their health programs.
These expenditures are a social investment in the future of
our children, the economic security of our elderly, and the
well-being and peace of mind of all Americans. They are
an investment in a more effective and efficient health
care system. Over time, the Plan's emphasis on prevention,
competition, and cost containment will reap important dividends
for our Nation and its people.

I urge the Congress not to lose this precious
opportunity for progress. The real needs of our people
are not served by waiting and hoping for a better tomorrow.
That tomorrow will never come unless we act today. The
National Health Plan I propose will provide millions of
our citizens with better health, greater economic security,
and more productive, dignified, and hopeful lives. TheAmerican people have waited long enough. I call on the
Congress to act without delay.

JIMMY CARTER

THE WHITE HOUSE,

June 12, 1979.

# # I U
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JUNE 12, 1979

TWE CAREER ADNINISTRATICN'S WUMINE OF
A FULLY DUI? 24EMED NATIONAL HEALf PLAN

The Carter Administration is firmly committed to a universal, comprehen-
sive National Health Plan. This white paper provides an outline descrtption
of such a plan when fully implemented, and relates it to the Phase I legis-
lation which the President is proposing.

I. Background

The National Health Plan, and the Phase I legislation which serves
as its foundation, derive from the President's commitment to the goals
of universal, comprehensive coverage.

A. Early Comitments

president Carter has been working to improve health care since his days
as Governor of Georgia. During the 1976 Presidential campaign, before a
group of Black medical students, he first set forth his vision of the
ideal health care system, including:

-- universal, mandatory coverage;

-- the sane comprehensive benefits for everyone, including
preventive care;

-- a variety of financing sources;

-- strong cost.and quality controls and incentives for
system reform; and

-- phasing of implenentation according to national priorities,
dealing with the most severe unmet health care needs first.

B. Presidential Principles

In July 1978, the President reiterated his support for universal and compre-
hensive coverage, to be achieved through a mixture of public and private
financing. He issued a set of specific principles to guide the design
of a tentative plan.

These principles remain the touchstone of the proposal the Administration
is presenting today. They are notable because they call for a National
Health Plan much broader in scope than simple insurance improvements
-- a plan that includes other steps required to address the critical
problem of health cost inflation and to expand access to care for
millions of underserved Americans. The principles are:
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1. "ie plan shoultassure J ell Americans have comprehensive
health care cove j'O' including protection against catastrophic
medical expenses.

2. 'The plan should make quality health care available to all Americans.
It should seek to eliminate those aspects of the current health system
that often cause the poor to receive substandard care.

3. 7he plan should assure that all Americans have freedom of choice
in the selection of physicians, hospitals, and health delivery
systems.

4. The plan must support our efforts to control inflation in the economy
by reducing unnecessary health care spending. The plan should include
aggressive cost containment measures and should also strengthen com-
petitive forces in the health care sector.

5. The plan should be designed so that additional public and private
expenditures for improved health benefits and coverage will be sub-
stantially offset by savings from greater efficiency in the health
care system.

6. The plan will involve no additional federal spending until FY 1983,
because of the tight fiscal constraints and the need for careful
planning and implementation. Thereafter, the plan should be phased
in gradually. As the plan moves from phase to phase, consideration
should be given to such factors as the economic and administrative
experience under prior phases. The experience of other government
programs, in which expenditures far exceeded initial projections,
must not be repeated.

7. The plan should be financed through multiple sources, including
government funding and contributions from employers and employees.
Careful consideration should be given to the other demands on govern-
ment budgets, the existing tax burdens on the American people, and
the ability of many cons.Jers to share a moderate portion of the
cost of their care.

8. The plan should include a significant role for the private insurance
industry, with appropriate government regulation.

9. The plan should provide resources and develop payment methods to pro-
mote such major reforms in delivering health care services as sub-
stantially increasing the availability of ambulatory and preventive
services, attracting personnel to underserved rural and urban areas,
and encouraging the use of prepaid health plans.

10. The plan should assure consumer representation throughout its opera-
tion.
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C. Consultation

At the sane time that the President issued the principles, he asked
that the tentative plan serve as a basis for consultation with Congress,
State and local officials, interest groups and consLimer representa-
tives. He told Secretary Califano:

or an directing you to develop a tentative plan as soon
as possible which embodies these principles and which
will serve as the basis for in-depth consultation with
the Congress, State and local officials, interest
groups, and consumer representatives. You should then
provide me with detailed recomendations so that I
can make final decisions on the legislation I will
submit to the Congress next year."

The President also requested analysis of options for phasing toward
a fully implemented plan, as follows:

"To respond fully to my economic and budgetary concerns,
you should develop alternative methods for phased imple-
mentation of the plan."

D. Legislative Approach

The approach that emerged from the phasing analysis and the consultation
process was that the President would:

- present an outline of the full universal and comprehensive
plan to the 96th Congress; but

- ask for legislative consideration of only the first
phase at this time.

As Secretary Califano said when he announced the President's decision
in March of this year:

"Since January, my colleagues and I have consulted scores
of Congressional leaders, ccmittee and subcowmittee chair-
men, and health industry experts. With few exceptions, the
overwhelming sentiment among legislators is that the 96th
Congress cannot and will not digest a complete national
health plan in one bite."

Many members asked that the President send a Phase I bill to the Congress
and accompany it with a description of the total plan.
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II. Summary: The Fully Implemented National Health Plan

When fully implemented, the National Health Plan (NHP) will guarantee
universal comprehensive health insurance for every Anerican, using a
mixture of financing sources and preserving a significant role for the
private insurance industry.

General structure. The two basic structural entities established in
Phase I will continue:

-- HealthCare - a public plan providing comprehensive
coverage to the aged, the disabled, the poor and the
near poor, and offering comprehensive coverage to individuals
and firms unable to obtain such insurance in the private
sector.

-- The employer guarantee - employers will be required to
purchase qualified comprehensive plans for their employees
from private insurors or HealthCare, and to pay at least 75
percent of the premium.

Eligibility. Every American will be covered by HealthCare or a qualified
private plan meeting HealthCare standards. Using the estimated U.S. popu-
lation in 1980 of 231 million as a base, this includes:

- Employees and their dependents - 160 million persons
-- will be covered by the employer guarantee.

- The aed and disabled - 29 million persons over 65
or eligible for disability benefits - will be fully
covered by HealthCare.

Low income -- 37 million persons with incomes up to
the federal poverty level ($7500 for a family of four "
in 1980 dollars) - will be fully covered by HealthCare.

Others - 5 million persons who are neither poor nor
aged and who do not have salaried incomes - will be
required to purchase qualified private insurance
plans or HealthCare coverage (with premium costs
prorated for the near poor). This mechanism will
achieve universal, mandatory coverage.

Benefits. HealthCare and all qualified private plans will be required to
incorporate uniform covered services and patient cost-sharing provisions.

The comprehensive package of covered services will consist of:

- unlimited hospital, physician and diagnostic services;

47-296 0 - 79 - 4
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- specific mounta of other services with annual limits:

u 100 days of care in a skilled nursing facility*

o 100 home health visits

o 20 days in a mental hospital

o $1000 in outpatient mental health care

-- cost free prenatal, delivery and both preventive and acute
child health care up to the age of 6, as well as cost free
preventive care for all ages, based on a lifetime health
mnitoring program; and

-- outpatient prescription drugs in excess of $250 per person
annually.

"he cost-sharing provisions will provide incentives for outpatient and
preventive care and protect all Americans against large expenditures
by:

-- elimination of deductibles (except for drugs);

an equal coinsurance rate of 25 percent across all
covered services (except that there will be no coin-
surance on prenatal, delivery, child health care up
to the age of 6, or on other preventive care);

-- a limit on annual out-of-pocket expenses for covered
services in excess of $1500 per family or $750 per
individual; and

-- prohibition of cost sharing for the poor and more
limited cost sharing for the near poor.

Financing. NHP will use a mixture of public and private premium financing
;hilIe king a number of steps to maximize equity:

-- Necessary subsidies for the poor, the near poor,
the aged and disabled, low income workers and
low wage employers will be provided through public
general revenues.

-- Current Medicare payroll taxes will be retained
but not increased.

-- Employers will be required to pay at least 75 percent
of any mandated premium; employees, up to 25 percent.

*This benefit is included as a transitional service to help persons
with acute problems to return to their communities. Long term care
will be a separate program.
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-- Coqpetition will ba encouraged because private in-
surors will be free to price large group plans at
rates reflecting actual costs. At the same time
these plans will have to compete with a HealthCare
premium controlled for inflation - thus preventing
exorbitant prices.

-- Every worker will be insured individually; in families
with two wage earners dependents can be included in
either worker's plan. This will discourage employers
from seeking out "secondary" wage earners for whom
they now pay no premium.

Reimbursement. Reimbursement and cost containment policies under NHP must
attempt to resolve the key tension between the desire to expand coverage
and the need to contain costs:

Hospitals will be paid by public and private insurors
according to limits prescribed in the program that
evolves from the Administration's hospital cost
containment proposal.

HealthCare will pay physicians according to areawide
fee schedules; physicians will have to accept the
fee as payment in full and will not be allowed to
bill patients for extra amounts.

The schedules will serve to advise privately insured
patients of reasonable physician fees and to encourage
them to shop for less expensive care. If private fees
are not kept within reasonable limits voluntarily,
consideration will be given to other measures to
contain physician costs.

-- Incentives for competition will include favorable
reimbursement policies for Health Maintenance
Organizations (HM.4s) and other organized settings.

Employers will be required to offer employees
coverage by any qualified HMO in the area and to
make equal contributions to the health plans they
offer their employees. Employees will then have
an incentive to choose more cost effective plans.

A commission will be established to determine
whether physician reimbursement policies are con-
taining costs sufficiently and achieving broad
provider participation in HealthCare.
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Administration. The fully iplemented NHP will preserve a major role for
private insurors while providing uniformity of coverage:

-- Private insurors will market and underwrite quali-
fied insurance plans for most current beneficiaries,
add new beneficiaries through the employer guarantee
and increase income by bidding on claim processing
for HealthCare.

-- HealthCare will consolidate Medicare and Medicaid
administrative functions and standardize eligibility,
benefits, and reimbursement policies.

System reform initiatives. NHP is designed as an umbrella to include
non-insurance provisions addressing problems in the way the health care
system operates. Some of these initiatives will be included in the
Phase I legislation; others involve separate but complementary legis-
lative or administrative steps. They include:

-- Limits on hospital capital growth.

- Incentives for competition, primarily through
HMO development and expansion and consumer
information about physicians' fees.

-- Expansion of utilization review.

Establishment of a new process to assess and
coordinate federal grant efforts in light of
expanded insurance coverage, including sub-
mission of a five year plan beginning with
the first year of Phase I implementation.

Incentives for redistribution of physicians.

Technology assessment.

-- Inrroved delivery of services: primary care in under-
served areas; mental health; prevention.

-- Government-wide efforts to prevent accidents and
eliminate occupational or environmental causes of disease.

Costs. Mhen fully implemented, NHP will meet a fundamental requirement:
Thtal health system costs, including dramatically expanded coverage and
effective cost containment, will be less than those of the present health
system with its inadequate coverage and lack of effective cost containment.
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III. The Fully Implemented Plan Compared to Phase I

A. General Structure

7he two basic structures of the fully iplemented National Health Plan
(NHP) -- the public plan, HealthCare, and a requirement that employers
purchase qualified insurance for their employees - will be established
in Phase I.

These two entities are the key to a smooth transition from Phase I
to the fully implemented plan. Once they are in place, several fairly
simple expansions will lead to deeper and broader coverage for all.

I. HealthCare. For HealthCare, expansion will take two forms:

" The most significant improvement will provide
fully subsidized coverage for all of the Nation's
poor - by raising the income standard below which
every person is eligible.

o Nearly all aged and disabled will already be enrolled;
their insurance will be improved by providing greater
protection against out-of-pocket expenses.

2. Employer guarantee. Expansion of the employer guarantee will
also be of two types:

" Here the most significant improvement will be in the
nature of insurance. Qualified plans will be required
to incorporate uniform cost sharing provisions with
greater protection against out-of-pocket expenses,
thus providing comprehensive coverage to all working
families.

o Employers will assume responsibility for part time
as well as full time employees.

B. Eligibility

When fully implemented, NHP will mandate basic health insurance for all
Americans. Several mechanisms will be used to move the four population
groups - the low income, the aged and disabled, the employed and others

toward this universal comprehensive coverage.

1. Low Income. There are roughly 37 million persons at or near
the federal poverty level who are not aged or disabled. Of
these, 15.7 million now receive fully subsidized coverage
through Medicaid. In Phase I, HealthCare will establish a
national minimum low income standard at 55 percent of the
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federal poverty level, regardless of family composition -
thus adding 10.5 million persons to those who already have
fully subsidized public coverage. The other 10.8 million
persons in the low income group will be eligible to "spend
down" to the 55 percent standard and obtain subsidized
coverage thereafter. Roughly 4 million are expected
to do so.

The fully implemented plan will raise the low income stan-
dard to full poverty level. Thus all 37 million low income
persons will receive fully subsidized coverage with no
"spend down' required.

2. Aed and disabled. There are roughly 29 million persons
over 65 or eligible for disability assistance. About 24
million currently rc-Neive Medicare benefits; another 4
million are poor and receive fully subsidized coverage
through Medicaid. Phase I will bring another 500,000
aged and disabled who are under the 55 percent of poverty
standard, but not now covered, into HealthCare.

NHP will bring in the other 400,000 aged and disabled previously
excluded from Medicare, thus covering all 29 million.

3. Employed. Of the 156 million full time employees and their
dependents, 128 million are currently covered by employer
group plans. A total of 56 million are not adequately pro-
tected against major illness - the 28 million without
employer group coverage and 28 million more whose employer
group coverage is deficient in this respect. Phase I will
require all employers of full time workers to provide Health-
Care or qualified private group plans, with catastrophic
coverage. This will ensure that all 156 million full time
workers and their dependents are covered by employer group
plans and that 56 million within this group receive the
protection against major illness they lacked before.

NHP will require employers to cover part time workers and
their dependents. (A part time worker is defined as one
who works less than 10 weeks, 25 hours a week for the same
employer.) This expansion will mean that employers are
responsible for coverage of an additional 4 million persons.

4. Others. Dealing with the 9 million persons who are not
categorized as low income, aged, disabled or employed full
time is more complicated. Some persons without salaried
incomes are covered by individual plans, which are usually
very inadequate. Some are not covered at all. Phase I
will allow individuals who desire to do so to purchase
insurance from HealthCare that is similar to the minimum
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employer guarantee plan. In addition, the *spend down"
program described for the low income group will also
be available to the 4 million part time employees who
are not yet covered by the employer guarantee, and to
others, after they use a sufficient amount of income
for medical care.

with the fully implemented NHP, mandatory universal
coverage will be achieved because all persons will
be required to purchase qualified plans from private
insurors or HealthCare (with premiums prorated for
the near poor).

5. Results:

o Every American will be fully covered by HealthCare or
a qualified private plan.

o Providers will be put on notice that no person is
a poor risk because of inability to pay.

C. Benefits

The element of a health insurance plan known as "benefits" is really a
combination of two features:

-- Mhich services are covered by the plan.

-- V4hat out-of-pocket expenditures by individual patients
for covered services are required. This is known as
patient cost sharing. (It does not include premium pay-
ments, which are discussed in Section D.) Cost sharing
may take the form of deductibles or coinsurance - a
consistent percentage of the cost of specified services.
Total out-of-pocket spending by an individual may be limited
to a specific amount.

1. Covered services. The services covered in Phase I and under
the fully isplemented plan will differ only slightly. Phase
I will establish a lean but comprehensive package of required
services for HealthCare and all quali. 7i- private plans. Physi-
cian, diagnostic and hospital service: ._' be covered on an
unlimited basis. Specific home health, killed nursing facility
and mental health services will also be covered.

Prenatal, delivery and all health care during the first year of
life will be included for pregnant women and children in Health-
Care or covered by the employer guarantee. Because of" the impor-
tance of this benefit in preventing disease and improving health
status, it will also be available to any person not otherwise
covered, at a nominal premium. No cost sharing will be imposed
on these maternal and infant care services.

TI8V1IVMV hdO3 iS39



52

page 11

NHP will build on Phase I by:

o Adding outpatient prescription drug coverage. Unlike
other benefits, this would operate on a $250 deductible
basis for administrative ease and to target coverage on
those who must take medication on a long term basis.

o Adding onplete child health care up to the age of 6, as
well as preventive services for all persons, consisting
of periodic checkups and counseling according to a life-
time health monitoring program. No cost sharing will be
imposed on these services.

2. Oost sharing. While eligibility is the key variable in moving
to a fully implemented plan for the poor, the transition from
Phase I to NHP turns on cost sharing for most other persons.

The poor and near poor. Poor persons eligible for
ealthCare will pay no cost sharing in Phase I. Under

NHP, the same full subsidy will be provided, but, as
noted, to a larger number of coveted poor. Near poor
persons enrolled in HealthCare will face a 25 percent
coinsurance rate across most covered services, but
these payments will be subsidized for those just over
the poverty line.

" The aged and disabled. In Phase I, existing cost sharing
arrangements (Medicare deductibles) will apply, but no
aged or disabled person will pay more than $1250 for
covered services annually. Under NUP, a 25 percent
coinsurance rate across all covered services except
prevention will be used instead of deductibles, and
the limit on out-of-pocket expenditures will be lowered
to $750 per person annually.

o employer guarantee. Persons included in the employer
guarantee in Phase I will be protected against out-of-
pocket expenses for covered services in excess of $2500
annually; the sae limit will apply to families or in-
dividuals. Insurors will be able to require any form
of patient cost sharing they wish as long as it does
not exceed the limit. Under NHP the catastrophic limit
will be lowered to $1500 per family and $750 per person.
Deductibles will be eliminated (except for drugs) and
cost sharing in any qualified plan will be limited to
a maximum of a 25 percent coinsurance rate across all
covered services except prevention.
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3. Results:

o Establishment of a precedent-setting prevention
benefit for all persons, including complete health
care for children up to the age of 6, designed to
turn the direction of health care from curing to
caring.

o A drug benefit with a moderate deductible which
will free those who must pay for medication on a
long term basis from a major financial burden -
especially important for the aged living on fixed
incomes.

o Substantial protection against out-of-pocket expen-
ditures for every American.

o Powerful incentives for outpatient care achieved by
eliminating deductibles and establishing a maximum
coinsurance rate across services.

o Phased implementation of cost sharing above the
poverty standard to avoid work disincentives.

D. Financing

Financing -- who pays for the insurance policy in the first place --
affects the affordability and the equity of the plan. Both Phase I
and NHP will retain the two current sources of financing in addition
to some Statc and local revenues:

-- General revenues will be used to coer the poor; to
subsidize the aged (in conjunction with current pay-
roll taxes); to subsidize the near poor, and to offset
adverse employment effects of mandated insurance.

Premiums paid by individuals or employers will be the
predominant method of financing insurance.

1. General revenues. In the transition from Phase I to NHP, general
revenue financing will expand as the number of persons with sub-
sidized coverage increases. The aged will continue to pay 25
percent of the HealthCare premium -- an amount similar to the
Part B Medicare premium -- with any part not covered by the
current payroll tax subsidized by general revenues. Increased
use of payroll taxes to finance improvements for the aged is
undesirable because of inflationary impact and competition
with other Social Security needs.
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2. Premiums. Under NHP, as in Phase I, employers will pay at
least 75 percent of premium costs and employees up to 25
percent. With full implementation, the premium structure
will be altered in several ways. There are many advantages
to retaining premiums -- among them ease of administration
and minimal disruption of current patterns. However, pre-
miums alone are not designed to vary according to ability
to pay. Thus, as coverage expands and financial burdens
increase it becomes more important to deal with certain
problems:

SCompetition will be encouraged because private
insurors will be free to price large group plans
at "experience" rates, reflecting actual costs
of care. The HealthCare premium will be set at
the current areawide rate for small groups and
individuals -- generally higher than private large
group rates.

o Increased premium burdens may exacerbate a tendency
for firms to discriminate against the "primacy" wage
earner in a family, who carries insurance for himself
and his dependents. inder NHP, Ivery worker will have
to be individually insured, to prevent employers seeking
out "secondary" wage earners 46r whom they now pay no
premium. Dependents will be dealt with through a
premium structure that allows their coverage through
either of two wage earners in a family.

o Larger premiums will also pose disproportionate burdens
for smail, low wage firms and for near-poor workers.
Gradual implementation of broader benefits (and, conse-
quently, gradual growth of premiums) will give firms time
to adjust and lessen the need for subsidies in the plan's
early years. The subsidies established during Phase I
will be expanded as necessary.

3. Results:

o Continuation of employer payment of at least 75 per-
cent of the premium.

o Enhanced competition among plans without subjecting
employers or individuals to exorbitant premiums.

o Avoidance of adverse employment effects.

o Provision of needed premium subsidies to the poor,
the near poor, the aged and disabled, and low wage
firms.
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E. Reinursement

The way in which Phase I and NHP pay providers will be the keystone of
an aggressive effort to contain costs and foster more efficient delivery
of care. This is crucial to resolving the dilemma that stands in the
way of full implementation: Expansion of coverage costs more money
-- yet we need to control disproportionate growth of the health sector
and to limit federal budget increases.

Ideally, NHP reimbursement and cost containment policy will bring
health cost inflation in line with GNP growth and, to the maximum
extent possible, finance new expansion through savings in health care
costs.

The fully implemented NHP will build on three elements in Phase I:

-- Hospitals will be paid according to a single reimburse-
ment policy for public and private insurors that is
expected to evolve from the Administration's current
hospital cost containment proposal.

-- Physician reimbursement reform will feature a mixture
of mandatory controls for HealthCare and voluntary steps
on the private side.

-- Ca mpetitive incentives to enrollment in Health Maintenance
Organizations (HJDs) and other organized care settings will
be established.

1. Hospital cost containment. Phase I recognizes -- as does current
Administration policy -- that spiralling hospital costs are a
major cause of health care inflation, requiring sustained efforts
at containment. National and State limits on capital growth will
also be established. The Administration's hospital cost contain-
ment proposal is designed as a transitional program, providing
for establishment of a commission to consider future policy.
Under a fully implemented NHP, hospital reimbursement can be
expected to evolve further as a result of the commission's
recowndations.

2. Physician fees. Phase I will establish areawide physician fee
schedules for HealthCare, based on current Medicare rates but
reducing urban/rural and specialty differentials. Low Medicaid
fees will be phased up to the average Medicare level; providers
now charging fees over the limit will be held harmless for two
years.

o The fee schedules will be mandatory for HealthCare and
physicians will not be permitted to bill patients for
additional amounts.
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o Published fee schedules, together with a list of
physicians who accept them as payment in full, will
serve to advise privately insured patients of reason-
able fee levels and to encourage them to shop for less
expensive care.

To aid in making the transition to the fully implemented NHP,
a omission will be established to consider whether costs for
privately insured physician services are being contained by the
voluntary provisions of Phase I, to whether the absence of man-
datory controls on the private side has adversely affected pro-
vider participation in HealthCare and access to care for public
beneficiaries.

3. Competition. Phase I and NHP will provide incentives for enroll-
ment in HMOs, Independent Practice Associations (IPAs) and other
organized care settings. These incentives recognize that organized
settings internalize cost containment measures and can replace
certain forms of regulation for their enrolled population. They
include:

o Requiring employers to offer coverage by any quali-
fied HMO in an area.

o Requiring that employers make equal contributions to
the health plans they offer their employees.
Employees will thus have an incentive to choose
more cost effective plans.

o Requiring that for subsidized beneficiaries, HealthCare
reimburse HMOs and other organized settings at rates
that encourage competition with the fee-for-service
sector.

As we move to a fully implemented NHP, consideration will also be
given to changes in the tax laws to discourage spending for bene-
fits outside the plan and to provide a disincentive to high
provider fees.

4. Future options. The importance of correcting the underlying
causes oT iruaway health costs -- an absence of market forces
and the ability of providers to determine the type and quantity
of service purchased - cannot be over-emphasized. HM7s, which
have reduced total costs dramatically, are a key element in
this strategy. NHP must be structured to pass on these savings
to the consumer, thus encouraging greater and greater competition.
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At the sae time, the Administration recognizes the limits on
competitive forces in a system traditionally characterized by
third party payments and cost-plus reimbursement. If the com-
bination of hospital regulation, physician reimbursement reform
and competitive incentives does not substantially lowr health
care cost inflation and ensure provider participation in Health-
Care, stronger and more comprehensive measures may be needed.

One method that has been suggested is a national health budget
set by the Congress (or some other, newly created, national
entity) in relation to GNP and allocated to hospital,
physician and other sectors. Pates could be negotiated
by providers, consumers and insurors to meet the sector
allocation.

F. Administration

in accord with the goal of a significant role for private insurors, the
fully implemented NHP will minimize disruption of existing administrative
arrangements. At the same time, it will provide appropriate regulation
of private plans and shift some public functions from States to the
federal level to enhance equity.

Again, the two basic structural elements established during Phase I
will provide the foundation for additional change.

1. HealthCare. HealthCare will be the key to increasing uniformity
of treatment for public beneficiaries. During Phase I, Medicare
and Medicaid rate setting will be merged and claims processing
will be contracted to private firms on a competitive basis.
Eligibility determination will remain split, with States con-
tinuing to certify current low income recipients whose eligi-
bility is linked to welfare, and the federal Social Security
Administration certifying the aged and disabled, as they do
now. For the newly-entitled poor (55 percent of poverty and
spend-down eligibles) the federal government will be respon-
sible for eligibility and intake, although States can elect to
operate these functions under performance contracts.

When fully implemented, NHP will ensure uniformity of treatment
for all those in need of subsidies through HealthCare. The com-
bination of federal standards and private claims processing will
improve efficiency of operation, prevent waste and fraud, and
mitigate providers' and consumers' problems with the current
Medicaid program.

2. Employer guarantee. The employer guarantee will move toward
similar uniformity on the private side, but with insurors retaining
the essential functions of marketing and claims processing. During
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Phase I and subsequently, the federal government will be respon-
sible for certifying the benefits, catastrophic coverage and the
consumer protections offered by qualified private plans.

3. Results:

o The important coordination of public and private
standards to provide nationwide uniformity.

o A major role for private insurors and increased income
from claims processing.

o Steps to increase equity and encourage competition.

G. System Reform Initiatives

Mary serious problems in the U.S. health care system will not be relieved
by insurance changes alone. NHP is designed as an umbrella, incorporating
important non-insurance system reform supplements to guarantee access to
care, limit and improve distribution of resources and promote efficiency.
Phase I and a fully implemented NHP will deal with these problems in a
very similar way.

1. Elements in Phase I legislation. The Phase I legislation itself
will contain:

o A new process for assessing health care needs and
the adequacy of federal grant programs, in con-
junction with insurance, to meet the needs.
Beginning with the first year of Phase I im-
plementation, this process will require the
Secretary to submit a five year plan for each
relevant federal program. It will subsequently
serve as a guide to expansion from pre-Phase I efforts
to initiatives consistent with the complete plan.

o Strengthening the health planning program by imposing
national and State limits on hospital capital spending,
as noted.

o Measures to increase competition by encouraging
HMO enrollment, as also noted.

o Expansion of utilization review.
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2. Other initiatives. In addition, the following legislative and
administrative initiatives already under way will he part of
the Phase I and NHP system reform effort:

o Revising federal health manpower policy to discourage
increases in physician supply and to provide incentives
for change in specialty and geographic distribution.

" Seed money to expand H4Os and other innovative
settings, helping to ensure consumers a wider choice
among delivery system.

o Improving efficacy and productivity through assessment
of new technology and procedures.

o Expanding programs that provide basic primary care/
for the neediest of the nation's underserved area

o Implementing fully the proposed Mental Health Systems
Act now before the Congress.

" Continuing to build disease prevention and health pro-
motion through preventive dental services in Title I
schools; anti-smoking, drinking moderation, nutrition
and exercise campaigns; effective screening programs,
and community based health fairs.

o Expanding government-wide efforts to eliminate the
causes of disease through prevention of accidents
and through occupational and environmental health
programs.

3. Results:

o Coordination among federal grant efforts, while maintaining
Congressional jurisdiction and valuable oversight of indivi-
dual programs.

o Important incentives for change not possible with an insurance
initiative alone.

IV. Conclusion

In summary, it is rarely possible to solve every problem in an important
sphere of our national life with a single bill. Proceeding step by step,
we can help millions of people -- people whose needs must not go unmet
while w wait for the noble dream of comprehensive coverage for all to
be realized.
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Medicaid, Medicare and the proposed Child Health Assurance Program
(CHAP) are incremental in nature. Phase I of the National Health
Plan will be another, very major step toward equitable, adequate
and cost conscious health protection for all Americans.

At the same time, as we approach our ultimate goal the broader vision
must be clear. The National Health Plan set forth in this paprc pro-
vides the context for orderly growth toward the universal comprehensive
coverage this Administration supports.
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JUNE 12, 1979

SUMARY FACT SHEET;
PRESIDENT CARTER'S

NATIONAL HEALTH PLAN LEGISLATION

I. THE BASIC APPROACH

President Carter is committed t a universal, comprehensive National
Health Plan that

* provides basic health coverage--hospitalization, physician services,
lab-tests, X-ray and preventive care--to all Americans;

* systematically contains health cost inflation; and

* reforms the health system to improve the quality, efficiency and
availability of health care services.

In a time of budgetary restraint and concern about inflation, it is
not possible to enact a full universal, comprehensive plan. Accordingly,
in order to address the most pressing health needs of the nation, the
President has decided to send the Congress an outline of a complete
National Health Plan and propose legislation embodying Phase I of that
Plan. The Phase I legislation will

achieve universality by setting a limit on the out-of-pocket costs
faced by American families as a result of major illness. This
dramatically improves protection for 56 million workers and their
families (who will have a $2500 limit) and 24 million aged and
disabled who do not now have such protection (and who will have a
$1250 per person limit);

* achieve universality by providing all pregnant women and children
in the first year of life with critical pre-natal, delivery, and
infant services;

* achieve greater equity by extending fully subsidized comprehensive
care to an additional 15.7 million aged and non-aged poor;

* hold down costs through physician reimbursement reform and limits
on capital expenditures as a complement to the already pending
hospital cost containment bill; and

* reform the health care system by enhancing competition, increasing
access to needed health care services, emphasizing prevention and
improvingl the management of poolic health care programs.

In so doing, the Phase I legislation will take a major step toward
a fully developed, universal, comprehensive National Health Plan.
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II. THE BASIC PROBLEMS

A National Health Plan--not just a National Health Insurance proposal--
is needed because this nation's Health Care system, despite its many
strengths, also has serious flaws:

* Inadequate Coverage:

-- 18 million Americans have no health insurance

-- 19 million Americans have inadequate health insurance

-- An additional 46 million have inadequate protection against
the cost of major illness.

* Escalating Costs

-- Total health costs in 1979 are 9.1 percent of the GNP ($206
billion)--and will rise steeply to 10.2 percent of the GNP
($368 billion) by 1984 without hospital cost containment.

-- Federal health costs in 1979 are 12.7 percent of the Federal
budget ($62 billion)--and will rise steeply to 14.5 percent of
the budget ($110 billion) in 1984 without hospital cost containment.

* Other System Failures. For example:

There is little competition even though the Administration is
removing barriers to the growth of alternative methods of
health care delivery and reimbursement. There are not yet
enough Health Maintenance Organizations to give many consumers
a real choice, although with 8 million members, HMO's are
emerging as a significant element in health care.

-- There is an insufficient emphasis on prevention, primary care and
outpatient services. Existing insurance often does not cover
these more effective, less expensive services.

-- 51 million Americans live in medically underserved areas.

III. THE BASIC STRUCTURE

President Carter's National Health Plan legislation proposes two
basic structures that will help meet immediate needs and that can be
expanded to achieve a universal, comprehensive plan (as described in the
outline submitr2d to the Congress with the proposal).

* Healthcare will be a new umbrella Federal insurance program that
will consolidate Medicare and Medicaid in a single administrative
structure, that will introduce needed ecoftomies and efficiencies
and that will reduce fraud, abuse and waste in public health financing
program.
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-- It will, to the maximum extent possible, use the private sector--
on a competitive bid basis--to perform critical administrative functions

-- It will provide comprehensive coverage to the aged, the disabled and
the poor.

-- It will offer insurance against major medical expenses, on an
optional basis, to other individuals and to stall firms unable to
obtain such coverage from private carriers at a reasonable price,

* The Employer Guarantee builds on present group coverage and the strengths
of the private insurance system. It is the fundamental mechanism for
ensuring coverage for American workers and their families.

Many employers presently offer insurance to employees; the "employer
guarantee" mandates that all employers provide minimum coverage.
In Phase I, employers will be required to provide full-time employees
and their families both a standard package of benefits and protection
against the costs of major illness.

-- Subsequently, the employer guarantee can be expanded to require
provision of comprehensive health care coverage by reducing the
level of employee cost-sharing.

IV. IMPACT OF PHASE I

President Carter's National Health Plan Legislation will significantly
improve health protection for every American: the aged and the disabled, the
poor, the employed and their families, and all others.

A. The Aged and the Disabled

* Phase I will improve coverage for all 24 million now receiving Medicare

For the first time, the cot .-ing faced by the agid and the
disabled will be limited--to $1250 per person.
(At present the aged and the disabled must pay coinsurance of
20 percent on all Medicare physician services.)

After the first day, the aged and the disabled will be entitled
to an unlimited number of fully subsidized hospital days. (At
present, the number of fully subsidized days is limited.)

The aged and the disabled will not face extra physician bills
beyond those covered by Healthcare because physicians treating
aged and disabled patients will be able to charge no more than
the publicly set fee. (At present, physicians treating Medicare
patients can charge extra, and about half do.)
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Phase I will increase the number of low-income aged and the disabled
receiving fully-subsidized care by 1.2 million, from the 4 million
presently receiving Medicaid to 5.2 million who will be covered
under Healthcare.

B. Low-Income

* Phase I will provide fully subsidized comprehensive coverage to an
additional 14.5 million non-aged low-income persons, as well as
continuing to provide such coverage to the 15.7 million presently
receiving Medicaid.

The legislation will automatically make eligible for compre-
hensive care an additional 10.5 million non-aged poor with
incomes below 55 percent of the poverty standard, who are not
on Medicaid.

In addition, the legislation will propose a "spend-down"
provision to cover all those poor with incomes above 55 percent
of the poverty standard. If a family of four has income of
$5100 and it expends $1000 or more on medical expenses, it
then "spends-down" to or below the 55 percent of poverty level
($4100 for a family of four) and becomes eligible for a year's
fully-subsidized comprehensive care under Healthcare. An
estimated 4 million will enter Healthcare by this route each
year.

C. Employed

The mandated employer coverage required by the Phase I legislation
will protect 156 million full-time workers (25 hours per week, 10 weeks)
and their families by limiting out of pocket expenses to $2500 in a
year. It will also provide prenatal, delivery and first year care without
any patient cost-sharing.

* 56 million will receive protection against major illnesses that
they do not have at present.

* These 56 million and tens of millions who already have group coverage
against major illness will receive other improved benefits because
the employer guarantee requires that:

the employer plan offer a full benefit package (hospital,
physician, lab, x-ray, preventive and mental health services)
that would be available after $2500 in out-of-pocket expenses
had been incurred.

-- the employer plan pay at least 75 percent of the mandated
premium costs; and
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The employer plan continue to provide insurance 90 days after
termination of employment.

The employer plan cover all dependents until age 22 (26 if in
school) and for 90 days subsequent to the death of the worker.

The employer plan cover the mother and infant benefit discussed

above.

D. All others

For the non-aged/non-disabled, non-poor, and non-employeJ--
many of whom often have a difficult time obtaining individual insurance--
Healthcare will

* Offer protection against the costs of major illness--by paying a
premium to Healthcare, individuals can obtain a policy that limits
out-of-pocket expenses to $2500.

* Offer just prenatal, delivery and first year care without z.7 patient
cost-sharing.

These individuals include the part-time employed, early retirees,
divorcees and partially disabled individuals who do not qualify for
Medicare.

V. OTHER PLAN FEATURES

A. Financing

I. The Aged and the Disabled. The present payroll tax of
1.05 percent on both the employer and the employee will continue to be
paid to the Health Insurance Trust Fund. But there will be no PayrJl
tax increases under Phase I. Similarly, the aged and the disabled will
continue to pay a premium for physician services (presently $98), but
the cost of this premium will count towards the $1250 per person out of
pocket limit. In short, other than the pemium for physician services,
benefits for this group will be financed out of Trust Fund and general
revenues.

2. The Low-Income. Benefits will be financed out of general
Federal and State revenues. States will continue to contribute in an
amount approximating what they otherwise would have paid under Medicaid,
reduced by fiscal relief.

3. The Employed. Employers will pay at least 75 percent and
employees at most 25 percent of the premium costs of the mandated plan.
The National Health Plafi Legislation will also address two special
aspects of the employer mandate.

-- For t j low wage or high risk employer, Phase I will
prov e a full subsidy for premium costs that, due to the
rL.._ a, exceed 5 percent of payroll.
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For the low-income worker with a family, Phase I will expand
the Earned Income Tax Credit--beyond the expansion already
proposed in the Administration's welfare reform proposal--
to help defray employee premium costs.

4. All Others. The benefits offered to this group will be
financed out of general revenues and individual premium payments to Health-
care.

B. Administration

* The private insurance industry will administer the "employer guarantee"
consistent with National Health Plan standards. It will, of course,
continue its role of underwriting and marketing private coverage to
employed groups and individuals both within the standards and beyond
those minimum requirements.

* The Federal government will administer Healthcare but make maximum
use of private industry as carriers and claims handlers on a competitive
bid basis. It will take over from the States the claims processing
and reimbursement function and merge this function for both the low
income and aged and disabled populations in order to reduce error
and waste to the greatest extent possible in Federally-financed
health programs.

* The States will continue their traditional functions of certification
and licensure of health facilities and personnel as well as general
regulation of private insurance. They will continue to determine
eligibility for those who qualify for Healthcare through AFDC.*/ The
Federal government will determine eligibility for other low-income
entrants to Healthcare, although States may undertake this function
for the newly eligible if they meet performance standards.

C. Reimbursement

1. Hospitals. The Administration's Hospital Cost Containment
legislation will establish the conditions for reimbursing hospitals and
holding down costs in this most inflationary sector of the health care
4adustry.

Long-term care is not part of rhase I. The present NEdicaid long-
term care program will continue as a separate State-run program
for the categorically eligible wth the present Federal-State matching
rates.
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2. Physicians

-- A mandatory fee schedule will be established in order to
protect the aged and the disabled from extra physician
charges and to increase physician participation in the
low-income program. This schedule will be developed, in
the first instance, by setting a standard fee at the
Medicare average in States or Sub-State areas and then
raising substandard Medicaid fees in those areas to that
level over time. Physicians cannot charge--or be reimbursed--
above the fees established in the schedule. A process of
negotiation will be established for subsequent fee schedule
changes.

On the private side, the Healthcare fee schedule will
serve as an advisory schedule for physicians serving
those covered by the "employer guarantee." The names of
physicians who are willing to adhere to the schedule will
be published in order to increase consumer choice. A
commission will be established to look at reimbursement
questions and to advise whether more stringent measures
are necessary to hold down health costs and increase
physician participation in the public programs.

D. System Reforms

1. The Phase I legislation will include the following system
reform elements:

s Increased competition through development of HMOs and other alternative
delivery and reimbursement systems, greater employee access to and
incentives to use efficient health plans and greater consumer
information about doctcrs fees.

* Limits on capital expenditures to reduce excess hospital capacity
and to curb proliferation of expensive, unnecessary high technology
equipment.

* Strong emphasis on prevention.

* Creation of a voluntary Reinsurance Fund that will allow lMOs and
firms to buy protection against the costs (over $25,000) of truly
extraordinary illness, thus providing protection for businesses to
self-insure and have a direct interest in cost containment as well
as giving HMO's umbrella protection in handling high risk populations.
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* A five year plan to assess needs and the adequacy of Federal health
programs.

2. Other Administration initiatives will complement the
Phase I bill, including:

* health planning legislation

* health manpower legislation to improve physician distribution, both
in terms of needed specialities and geography

* mental health legislation

* health promotion and other initiatives to prevent disease, illness
and injury.

E. Fiscal Relief

There should be significant fiscal relief in the program.
Approximately $2 billion dollars in fiscal relief will be distributed
to State, county and local governments in each of the first two years
of the program.

VI. COSTS

There will be no Federal expenditures under the National Health Plan
Legislation until Fiscal 1983.

The costs of the program in the first full year of operation are
as follows (this assumes 1980 population as well as 1980 dollars):
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NET FEDERAL BUDGET
(in billions:

AND EMPLOYER COSTS
1980 dollars)

AGED AND DISABLED

-- Improved catastrophic

-- Improved subsidy for poor and near
poor

LOW INCOME (NON-AGED)

-- Full coverage

-- Spend down protection

EMPLOYED

-- Employer Guarantee

-- Low income worker: premium subsidy

-- Small employer premium subsidy
(for mandated coverage)

ALL OTHERS

-- Healthcare buy-in

-- Prevention

ADMINISTRATION
TAX EFFECTS

(1.8)

(2.1)

(6.9)

(3.8)

(.3)

(.2)

TOTAL

Assuming 1983 dollars and 1983 population,
of the Federal cost of Phase I are in -.he.range
coming weeks, the Administration will work with
these estimates.

Employer

$6.1

very preliminary estimates
of $23-25 billion. In the
CBO and others to refine

$

$

$
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VII. RELATION OF PHASE I TO A FULLY IMPLEMENTED NATIONAL HEALTH PLAN

Phase I is structured so that it can easily be converte6 into a
universal, comprehensive plan.

* For the aged and the disabled, cost-sharing could be reduced further
and a drug benefit added.

* For the poor, the low income standard could be raised from 55
percent of the poverty line to the poverty line itself, increasing
the number of low income Americans who receive fully-subsidized
comprehensive coverage.

For the employed, the employer guarantee could be extended beyond
full-time workers to part-time workers. Cost-sharing could be
reduced and deductibles eliminated, converting catastrophic coverage
to comprehensive coverage.

* For the non-aged, non-poor, non-employed, comprehensive coverage
cculd be required, but there could be subsidized premium costs and
cost-sharing for the near poor.

• For all mothers and children, the prenatal, delivery and infant
benefit could be extended through the child's sixth year without
patient cost-sharing.

The fully implemented National Health Plan would also meet a funda-
mental requirement: Total health system costs under the fully implemented
plan, with both dramatically expanded coverage and effective cost con-
tainment, would be less than the present health system with its inadequate
coverage and without effective cost containment.

This will result in the achievement of one of President Carter's
fundamental goals. The costs of vitally needed health care benefits for
those lacking adequate health insurance must, to the greatest extent
possible, be offset by savings from cost containment in the inflationary
health care industry.
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APPENDIX:
COMPARISON OF THE COSTS OF PRESIDENT CARTER'S
NATIONAL HEALTH PLAN LEGISLATION (PHASE I)

WITH
THE HEALTH CARE FOR ALL AMERICANS ACT

The Administration's legislative proposal and the proposal announced
several weeks ago present their costs in two different ways. In order to
understand the differences between the two proposals it is helpful to
compare them both ways. This is done below assuming 1980 dollars and
1980 population counts.

(When the Health Care For All Americans Act was announced it was
costed in 1980 dollars using estimated 1983 population counts. By using
1980 population counts, the estimates below reduce the costs of the
Health Care For All Americans Act slightly.)

* The Administration's approach looks primarily at net Federal budget
and employer costs because taxpayers and employers are the ones being
asked to shoulder the cost of new benefits. The costs to employers
are especially vital in determining the employment and inflation
effects of National Health Plan proposals. When viewed this way,
the net costs of the two proposals are as follows:

Health Care For

Phase I All Americans Act

Federal +$18.2 +$30.7

Employer +$ 6.1 +$33.1

COST +$24.3 billion +$63.8 billion

* The approach taken by the advocates of the Health Care For All
Americans Act is to look at these and other costs now borne by
Individuals and state and local governments as well in order to
determine the effect of National Health Plan proposals on total
health system costs.

Health Care For

Phase I All Americans Act

Federal +$18.2 +$30.7

Employer +$ 6.1 +$33.1

Individuals -$ 4.0 -$25.4

State/Local -$ 2 0 -$2.7

COST +$18.3 billion +$35.7 billion

* Includes reduced out-of-pocket and premium costs.
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NATIONAL HEALM'f PLAN FACT SHEET

I THE BASIC APPCH: A PHASE I BILL THAT LAYS THE FOUATI1N FOR A
UNIVERSAL AND CCMPFCHENSIVE NATIONAL HEALTH PLAN

President Carter is committed to a National Health Plan
that would:

- assure all Americans comprehensive coverage including
protection against the costs of major illness;

-- eliminate those aspects of the current health system
that often cause the poor to receive substandard care;

-- reduce inflation in the health care industry;

- be financed through multiple sources; and

-- include a significant role for the private insurance
industry

Following the President's instructions, the Department of Health,
Education and Welfare last year developed a plan meeting these
criteria. Leaders of Congress, State and local officials, con-
sumer groups, health care providers, the insurance industry,
employers and other interested parties were then consulted.

Following those discussions, Secretary Califano reported to
the President that there was a general consensus among these
groups that a comprehensive universal health insurance plan
would not be enacted in the 96th Congress. The President
accordingly directed Secretary Califano to design a Phase
I Plan that could lay the foundation for a comprehensive
health plan while immediately addressing the nation's most
pressing health needs.

The President is now submitting to Congress:

o an outline of the universal, comprehensive national
health plan which should be the goal of a national
health policy; and

o a proposal for the first phase of this plan.
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II. PROBLEMS: THE NEED FOR A NATIONAL HEALTH PLAN

There are three sets of problem facing our health care system
today which can be effectively addressed only through a national
health program.

o Lackof Covera e. Millions of Americans lack coverage
basic health services and protection against the

rising cost of major illness.

- 18 million Americans have no health insurance
most of these people are poor or near-poor.

- 19 million Americans have inadequate health
insurance coverage that fails to cover ordinary
hospital and physician services.

- an additional 46 million Americans have inadequate
insurance against large medical bills. These indi-
viduals ad families may have basic coverage but
they are not protected against major medical expenses.

Eligibility policies of public programs - coupled with
restrictions in private health insurance -- are largely
reponsible for these gaps in coverage.

Medicaid fails to cover millions of poor Americans.
For example, more than 10 million individuals with
incomes below 55% of the official poverty standard
are not covered by Pedicaid.

Many employers do not offer insurance to their wrk-
force. 10.1 million full-time workers have no insur-
ance. Another 18 million are not covered by employer
or union group health plans. Employees who have
coverage find that, during periods of unemployment,
their health Ansurance lapses but they are ineligible
for public programs.
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- The average family often finds that common exclusions
and limitations in insurance severely restrict their
protection. Literally millions find their coverage
restricted because they suffer from a pre-existing
medical condition. Thus, people with heart trouble
may find their insurance excludes all treatment of
heart-related problems. Many middle-class families
learn that, when a child becomes 21 years old, he
or she is no longer included in the family's insurance,
although the child is frequently not able to afford
separate coverage.

o Inflation in the Health Sector. The costs of health care are
sharply increasing, adding to inflation and threatening the
stability of governmental budgets. Spending for health care
- the nation's third largest industry -- rose at an average
annual rate of 12.7 percent from 1968 to 1978. Unless
meaningful cost containment measures can be instituted
through hospital cost containment and effective restraints
in a national health plan:

-- National health costs will :ise from $206 billion in 1979
to $368 billion in fiscal y..ar 1984 -- up from 9.1% of GNP
to nearly 10.2%.

Federal health care experVitures will rise from $62.0
billion in 1979 to nearly $110 billion by FY 1984 --
up from 12.7 cents of every Federal tax dollar to
14.5 cents under current projections for that year
(without hospital cost containment).

The cost of individual health care will rise
steeply. The average cost for a family of
four will leap from $2372 in 1979 to $4064
in 1984, and the average cost for an elderly
individual will soar from $2259 to $3868 during
the same period.
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o Inefficiency of the Health Delivery System. The health
care delivery system is financed in large part through
a system of third-party (insurance) payments that pay
institutions on the basis of "cost" reimbursement and
pay professional providers their "usual and customary"
fee.

-- over 90% of hospital bills are paid by third
parties

- hospitals are reimbursed by an inefficient "cost
plus" system which gives them no incentive to
save on costs because the more they spend the
more they get paid

- there is no buyer/seller relationship;
physicians make 70% of health care decisions
but have no incentive to hold down costs.

There have been very few market incentives operating
to restrain costs and encourage prudent use of resources.
This system of payments has contributed powerfully to
inflation in the health sector, and has also:

- Inhibited competition among providers.
Consumers frequently have no incentive to
choose the most economical method of care
and little information upon which to base
such a choice.

- Encouraged maldistribution of health care
providers. Highly specialized practices
- almost always in urban areas - are
rewarded much more generously than primary
care and rural practice, leaving rural areas
and inner-cities underserved.

- Discouraged the growth and utilization of pre-
ventive services. Insurance benefits are heavily
prejudiced in favor of hospital-based care and
against preventive and primary care. Very few
insurance plans provide coverage for routine
preventive services such as immunizations and
regular check-ups for infants.
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III. MAJOR PROGRAM EEMl'S

A. An Overview

The President's Phase I NHP is designed to address the most
urgent of these problems and to put into place the institutional
structures necessary to guarantee comprehensive coverage for
every American. It builds on the strengths of our present
system -- for example, employment based coverage of the wrking
population -- while at the same time providing new structures
to make coverage universally available.

There are two major institutional features of the Phase I
bill-.

o HealthCare will be a new umbrella Federal insurance
program that will consolidate Medicare and Medicaid
in a single administrative structure, that will
introduce needed economies and efficiencies and
that will reduce fraud, abuse and waste in public
health care financing programs.

It will, to the maximum extent possible,
use the private sector -- on a competitive
bid basis - to perform critical administrative
functions.

- It will provide comprehensive coverage to
the aged, the disabled and the poor.

It will offer insurance against major medical
expenses, on an optional basis to other
individuals and snall firms unable to obtain
such coverage from private carriers at a
reasonable price (a comparable subsidy will
be provided should these employers prefer to
purchase insurance privately).

o Mandated Enployer Coverage (The Employer Guarantee)
All employers will be required to provide full-time
employees (25 hours, 10 weeks) with insurance which
meets Federal standards. Premium costs can be shared
with employees, (75%/25%), but employers must pay at
least 75% of the total.

47-296 0 - 79 - 6
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The majority of employers will purchase this coverage from
private insurance firms which sell plans certified to meet
the Federal standards. Employers for whom insurance premiums
wuld impose significant burdens will have the option of pur-
chasing coverage from HealthCare at subsidized rates, or of
applying to HealthCare for a comparable subsidy which can be
applied to private premiums.

Over time, the terms of the employer guarantee can be modified
to achieve a more comprehensive level of coverage than Phase I
by first reducing the maximum beneficiary cost-sharing permitted
(e.g., it could be reduced to $1500 per family) or subsequently
through expanding the benefit package to broaden coverage
of certain services that have been limited or excluded
from the initial mandate.

These two insurance structures together - HealthCare aid
approved private insurance plans-- together will provide
every American with the opportunity to obtain insurance
protection in Phase I. E ally iportant, it will put into
p ace institutional structures which can be expaned - in
arge or small steps - to move toward a universal arK"

comprehensive plan.

The Phase I NHP links together HealthCare and private insurance
plans so that policies of national importance can be made
consistent across the public insurance plan and all private
plans. For example, all private plans will cover, at minimum,
the HealthCare basic benefit package, reimburse all classes
of providers recognized under the HealthCare program (e.g.,
clinics, nurse practitioners, alcohol treatment centers),
and include incentives for system reform.

Thus all Americans will understand the basic coverage to
which they are entitled; providers will face more consistent
policies from public and private insurance plans, and both
public and private incentives for cost control and system
efficiency will work in tandem, not in opposition to each
other. An example of consistent cost containment policy
across public and private plans is the hospital cost containment
plan which will limit payments to hospitals by both public
and private insurance programs.

B. HealthCare

HealthCare will be a new Federal insurance plan which expands
Medicare for the aged and disabled and replaces Medicaid as
an insurance program to pay for acute care services used by
poor families.
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HealthCare is a new insurance structure which can be flexibly
adapted over time to solve a nuber of special coverage problems
which do not readily lend themselves to solution through the
private sector. HealthCare will:

o Establish uniform and consistent policies governing
eigibility, benefits, cost-sharing, reimbursement
and quality assurance for the beneficiaries of
Fede ral health insurance: teaged, low-income
ad disabled. This will improve program performance
for each beneficiary group:

the aged and disabled will have an expanded,
integrated benefit package which removes the
current dichotomy between Medicare "Part A"
(hospitalization) and "Part B" benefits (physician
services) and does away with limits on hospital
coverage.

ged anrd disabled beneficiaries currently enrolled
in both Medicare and Medicaid (4 million individuals)
will deal with a single program -- HealthCare.
This will simplify enrolLnent and program contacts
for the beneficiaries and will enable the
program to handle their claims more efficiently
and expeditiously. At present, claims for
these beneficiaries are paid by both State
Medicaid programs and Medicare. Co-ordination
of claims payment between the State and Federal
programs often results in long payment delays
for physicians and other providers.

the low-income will benefit from national mini-
man eligibility standards for acute care services.
At present, there are 53 separate Medicaid
programs, each with differing standards governing
eligibility and benefits.

the low-income as well as the aged and disabled
will benefit from the new provider payment
policy. The low-income will have greater access
to mainstream medicine because HealthCare will
pay physicians a higher fee than most Medicaid
programs. The aged will be protected against
excess [iysician fees that are higher than the
HealthCare approved rate.

o Increase administrative efficiency and improve quality
assurance activities by establishing single claim p5o-
cessi!g agents in wide geographic areas. At present,
multiple private insurance firms may hT. nle Medicare
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claims processing in a single area. The State or a
private contractor handles Medicaid claims. HealthCare
will select one private contractor -- for example, an
insurance company or data processing firm - to handle
all claims in a State or multi-State area. This will:

reduce contracting costs by the award of con-
tracts on the basis of competitive bids. At
present, Medicare must honor the claims agent
designated by providers. However, experiments
in several areas show that contracts awarded
on the basis of competitive bids are signifi-
cantly less costly.

- enable economies of scale in bill processing.
one contractor in a geographic area will be able
to utilize efficiently advanced claims processing
technologies such as on-line computer terminals for
billing in every hospital. Hospitals, physicians,
and other providers will also rrplize efficiencies
in billing. Use of one agent and a single claims
form will permit bulk billing and faster cash flows
to physicians.

- enhance program ability to identify fraud and abuse
problems by establishing a single identifying number
for all participating providers. Computer profiles
maintained by the claims processing agent should permit
ready identification of those providers whose billing
patterns indicate an abnormal volume of claims or other
questionable practices.

These management improvements are not feasible under current law
because Medicare requires DHEW to employ the fiscal agent designated
by providers in the area and because there cannot be administrative
integration of Medicare with the 53 separate Medicaid programs.
The State-by-State variations in benefits, provider participation
policy, reimbursement policy and other administrative features
makes integration of the two programs almost impossible even if
the hurdle of Federal/State management control could be surmounted.

o Establish a new national insurance structure which can
provide assistance to those individuals and employment
groups whose special problems make it difficult for them

to be adequately served by the private insurance market.

-- Non-employed, non-aged or non-low-income
individuals whose health is poor or who have a
history of serious medical problems in the
past (a *pre-existing" medical condition).
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These individuals cannot generally obtain
insurance in the private market or, if it
is available, must pay exorbitantly high
premiums or accept a policy which excludes
the pre-existing condition.

- Non-aged spouses of workers who have reached
age 65. Once the worker enters HealthCare,
or today, Medicare, spouses often have great
difficulty in obtaining private insurance.
This problem is most troublesome for women in
their late 50s or early 60s who are not employed
outside the home. They will be able to buy
HealthCare.

- Individuals who work intermittantly and in
hazardous occupations. Private insurance
plans are customarily reluctant to insure
these individuals. They will be able to
buy HealthCare.

-- Employment groups which have a concentration
of high-risk individuals or those in which
the nature of work is so hazardous that
private plans are not available or available
only at an exorbitant premium. They will
be able to buy HealthCare.

Fbr these kinds of individuals and groups, HealthCare will
be available to make adequate coverage available at a reasonable
premium.

Specific features of the HealthCare plan are summarized

below:

I. Eligibility

o Aged and disabled. Medicare eligibility standards
would continue urder HealthCare for all persons over
age 65 and those persons under age 65 who meet the
Social Security test of total and permanent disability,
or who suffer chronic renal failure. The 500,000
aged persons who do not have sufficient quarters of
coverage to gain entitlement but whose incomes are
less than 55% of poverty will also be enrolled in
HealthCare.
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o The Low-Income. There are three eligibility gates into HealthCare
for the low-income:

-- Through cash assistance eligibility. All persons
who qualify for cash assistance under the program
for Aid to Families with Dependent Children (AFDC)
or Supplementary Security Income (SSI) will be
automatically enrolled in HealthCare at the time
they qualify for cash assistance payments. Eligibility
will extend to all cash assistance recipients including
those who do not currently qualify for Medicaid because
of optional State restrictions and those who would
not automatically qualify for Medicaid under the
Administration's Welfare Reform proposal (newly
mandated AFDC-U families). Eligibility levels for
AFDC and SSI families will vary by State, mirroring
the cash assistance standard in that State.

Throuh the national low income standard. Other
individuals or families whose incomes are less than
the HealthCare low income standard -- equivalent
to 55% of povertyin Phase I -- will also be eligible
for HealthCare. This is an important extension of
entitlement to 10.5 million non-aged low-income perons
not now on Medicaid.

Through the spend-down standard. Any individual
or family utise health expenses exceed the difference
between their income (minus a 20% of earnings work
expense deduction) and the 55% of poverty can apply
to HealthCare for complete coverage of all further
expenses for a year. This is an important extension
of spend-down protection, now provided by only 30
States, but available nationally under HealthCare.
Thus, for example, a family of four with earnings
of $7000 per year could apply for HealthCare coverage
through the "spend-down" if their medical, if
applicable, expenses (plus certain allowances for
child care) exceed $1400 (55% of poverty equals $4200
- $7000 - $1400 = $4200).

This will provide critical assistance to 4 million
additional people. In States where spend-down standards
for Medicaid exceed the HealthCare standard, HealthCare
will maintain the higher standard for single parent
families with children and aged, blind or disabled
individuals.
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o Others. All other persons can buy into HealthCare by paying
the premium for individuals and small groups. The benefits pur-
chased under this buy-in are the same as those provided to other
HealthCare beneficiares, subject to a $2500 deductible on all
services.

o Rmployment Groups. Although employers will generally fulfill
their obligations under the employer guarantee by purchasing
private insurance, HealthCare will serve as a back-up insurance
plan for those who find private coverage difficult to obtain
or unreasonably expensive. Any employer can buy into HealthCare
for the mandated coverage (HealthCare benefit package but with
a $2500 deductible on all services except prenatal, delivery
and infant care.)

2. Benefits

The HealthCare benefit package includes a ccmrehensive
range of acute care services, and complete preventive as well
as acute care benefits for pregnant women and infants.
The benefits are similar to those provided under Medicare,
with some improvements. HealthCare benefits are more generous
than Medicaid benefits in about half the States, but more
restrictive than in certain high-benefit States. The most
significant exclusions from current Medicaid benefits are
drugs, dental care, eyeglasses and hearing aids, and long
term ¢ r?. Drugs, dental care, eyeglasses and hearing aids
will continue to be provided in a residual Medicaid program,
with administration handled by HealthCare or by State govern-
ments, at the State's option. Specific benefits included in
HealthCare are:

o Inpatient hospital services (unlimited)

o Physician and other ambulatory services (including
laboratory and excluding dental and psychiatric
care) (unlimited)

o Skilled nursing service (100 days per year).
These skilled nursing home benefit days are
intended to permit patients who still require
the support services of an institution - but
no longer the range and intensity of services
provided by a hospital -- to be released from
the hospital to a less costly level of care.
The skilled nursing benefit will reduce the
length of hospital stays for many admissions.
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o Home health visits (100 visits per year)

o Mental health (20 days of inpatient
bMspital care; $1000 in ambulatory services)

o Preventive Care. HealthCare covers two
important preventive care packages

-- complete prenatal, delivery, and
total infant care (preventive and
acute services) for all mothers
and children

- a schedule of preventive services
for all children up to age 18

Except as noted above, long term care services will be continued
as a separate program under State Administration, financed
under the current Title XIX program grant system.

3. Cost-Sharing

Different cost-sharing requirements apply to persons who
enter HealthCare through the various eligibility standards.

o ged/Disabled. At present, the aged and
disabled pay a single day hospital deductible
of $160 (July 1, 1979) for each admission
per "spell-of-illness" plus a $60 deductible
and 20% co-insurance on non-hospital services.
There is no limit on coinsurance payments.
In addition the aged pay fees charged by
physicians which exceed the Medicare maximum
payment rate. In combination, these requirements
leave the aged exposed to high and unpredictable
out-of-pocket costs. That will change under
HealthCare.

Medicare cost-sharing requirements are extended
to HealthCare with the following important
modifications:

-- there will be an annual hospital deduc-
tible rather than a new hospital deduc-
tible applicable to each spell-of-illness.
The annual deductible will be the same.
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- no cost-sharing will be required after
an individual has paid $1250 in out-of-
pocket costs

- aged persons whose income is below 55% of
poverty standard have no cost-sharing.
Neither do those who spend down the 55%
standard.

- All physicians bills will be assigned --
that is, physicians will be required to
bill HealthCare, not the beneficiary, and
to accept HealthCare's payment rate as
full compensation for the service.
No extra billing will be permitted.

o The Low-Income. Persons eligible because they are
entitled to cash assistance or because their income
is less than the low-income standard do not face
any cost sharing. Individuals who enter HealthCare
through the "spend-down" do not face cost-sharing
after they spend-down below low-income standard.
Only expenses related to services covered under
the HealthCare mandate will be counted toward the
spend-down.

o Others

Individuals or employer groups who buy
into HealthCare by paying a premium,
face a deductible of $2500 on all services.
However, because of the importance of good
pre-natal care and comprehensive health care
services for all infants, a special maternity
and infant benefit is provided under the
HealthCare buy-in. All pre-natal care services,
the costs of delivery, and total preventive
and treatment costs for an infant in the first
year of life 0111 Be vered under the 5-in
withut cost-sharng. 17is wil remove al
financial barriers to eking care for pregnant
women and infants.
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4. Financing

oAged and disabled. The current Medicare payroll
tax (1.05% on employer and employee, applied to a
$22,900 earnings base) will be continued. In
addition, all aged and disabled persons with incomes
above the 55% of poverty standard will be required to
pay a premium equivalent to the Medicare Part B premium,
which is now $98. Additional subsidies will be provided
through Federal general revenues to pay the cost of
protecting the aged against catastrophic expenses.

o The Low-Income

State and local governments will continue to
share with the Federal government in the costs
of financing HealthCare covered services for
the low-income population in a manner that will
retain State incentives to restrain health cost
inflation. State fiscal liabilities under
HealthCare will approximate those which would
have occurred under Medicaid reduced by fiscal
relief

o Others

Individuals who buy into HealthCare will pay a national
community rated premium which is based on the average
per capita costs for all individuals and groups of less
than 50. It will cover about 75% of their actual costs.
The remaining costs will be provided through a Federal
general revenues subsidy.

5. Administration

HealthCare will be a new national insurance program with
uniform standards governing benefits, eligibility, provider
reimbursement, quality assurance, and other aspects of
law and regulation which determine the adequacy, equity,
and performance of the program. As such, it will be quite
similar in concept to Medicare.
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Under Medicare, the same eligibility standards apply to aged
and disabled persons throughout the country. All Medicare
enrollees have the same benefits, cost-sharing obliga-
tions, and rights under the program, no matter where they
live. Although Medicare is governed by national law and
policy, it is in large measure, administered locally -
all claims processing is contracted out by HEW to "fiscal
intermediaries" and "carriers", most often the local Blue
Cross and Blue Shield plans.

Medicaid, by. contrast, is not a national program. Eligi-
bility standards, benefits, provider participation policy,
and reimbursement rates differ among the States. Thus,
equally poor individuals may be entitled to benefits if
they live in one State but not entitled in another. Pro-
viders are also treated unevenly. Some States so drastically
limit payments that only 25% of physicians accept Medicaid
patients, while other States pay adequately. Payment error
rates are high and payments are generally slow. For these
and similar reasons, the program is widely criticized
by beneficiaries who use it, providers who are paid by
it and the taxpayers who finance it.

One of the most important objectives of the Phase I NHP
is to create the framework for a national health insur-
ance plan which is viewed as a valued part of our social
insurance system. It should be equally available to all
Aericans - no matter where they live. It should be
viewed as treating both beneficiaries and providers fairly,
equitably, adequately, and efficiently. It should be seen
by the pVblic as operating efficiently, and with accounta-
bility -- minimizing problems of fraud and abuse by
providers or beneficiaries.

These are ambitious goals, and cannot be accomplished
within the framework of multiple Federal and State in-
surance programs in which accountability is diffuse and
standards variable.

Instead, HealthCare creates a new administrative struccure
which permits the implementation of national standards
governing benefits, provider participation, reimburse-
ment policy, qua] ity assurance and fraud control. It
will closely resemble Medicare in the sense that claims
administration will continue to be handled under con-
tract with private fiscal agents. However, because of



88

Page 16

the multiple gates into HealthCare -- through Social
Security, through cash assistance, or through the spend-
down -- there will be several different agencies deter-
mining eligibility, not a dingle agency (as the Social
Security Administration now determines eligibility for
Medicare.) Regardless of how they enroll initially,
however, all beneficiaries will enter the same program.
Providers can be assured consistent treatment and fair
reimbursement on behalf of all HealthCare patients.

Specific functions will be handled as follows:

" All claims processing will be handled by
private fiscal agents (insurance companies,
data processing firms or others) covering a
specified geographic area. Today, there are
multiple claims agents in an area -- the
Medicare intermediary and carrier and the
Medicaid claims processing agent (either a
State or its designee). HealthCare will
shift all responsibility for management of
claims processing to the Federal level. This
will permit merger of this function for all
aged and low-income beneficiaries, and should
reduce error and waste to the greatest extent
possible in Federally-financed health programs.
Contracts will be awarded on the basis of competitive
bids. This will reduce administrative costs, and
improve speed of payment to providers. Use of
a single fiscal agent will enhance our ability
to detect problems of fraud and program abuse.

o Eligibility determination will be handled by
the Federal government for aged and disabled
persons. States will handle eligibility
determination for categorically eligible
families (AFDC). The Federal government will
determine eligibility for other low-income
entrants to HealthCare, although States may
undertake this function for the newly eligible
if they meet performance standards.

6. 'Reimbursement

o Hospital. Payment for hospital services under
MhI hse I NHP will be governed in both Health-
Care and private plans by the Administration's
hospital cost containment program.
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o Physicians and other providers of ambulatory care
services. Physicians and others who provide ambula-
tory (non-institutional) services to HealthCare
patients will be paid on the basis of a fee schedule.
The fee schedule for physicians will be based on
average Medicare physician payment levels. Medicaid
fees will be brought up to the Medicare level
in the three years prior to implementation of the
schedule. After the first year implementation
of the fee schedule, subsequent alterations in
the schedule will be developed through a process
of negotiation between HealthCare and physician
representatives.

All physicians who accept HealthCare patients
will be required to take assignment of claims -

that is, to accept the HealthCare fee as payment
in full for the service rendered. This is one
of the most important new protections extended
to the aged and disabled and will save them approximately
$1 billion in charges now billed by physicians.
This will protect all HealthCare beneficiaries from
being billed for excess physician fees. Private
plans will be encouraged use the HealthCare fee
schedule as a guide in determining their rates
of payment.

7. System Reform

Many serious problems in the U.S. health care system
will not relieved by insurance changes alone. NHP is
designed as an umbrella, incorporating important non-
insurance system reform supplements to guarantee access
to care, redirect and improve distribution of resources
and promote efficiency and competition.

o A new process for assessing health needs and
determining the adequacy of federal programs.
This program will require a five-year plan for
each relevant federal program.

o Strengthening the health planning by imposing
national and State limits on hospital capital
spending, as noted.
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o Measures to increase competition by encouraging HMO
enrollment, as also noted.

o Expanding utilization review

In addition, the following legislative and administrative initiatives
already under way will be part of the NHP system reform efforA:

o Fvising federal health manpower policy to prevent a
potentially costly physician surplus and to provide
incentives for change in specialty and geographic
distribution.

o Seed money to expand HMOs ad other innovative settings,
helping to ensure consumers a wider choice among delivery
systems.

o Improving efficacy and productivity through assessment of
new technology and procedures.

o Expanding programs that provide basic primary care for the
neediest of the nation's underserved areas.

o Implementing fully the proposed Mental Health Systems Act
now before the Congress.

o Continuing to build disease prevention and health promotion
through preventive dental services in Title I schools; anti-
smoking, drinking moderation, nutrition and exercise cam-
paigns, effective screening programs, community based
health fairs and environmental improvements, WIC, occupational
health and safety and other relevant programs throughout
the governments.

C. The Employer Guarantee

All employers will be required to provide full time workers
(persons who have worked at least 25 hours per week for 10
consecutive weeks) and their families with a health insurance
plan which meets Federal standards. For the 100 million workers
and their families who now have coverage the effect of the
guarantee generally will be to enrich their benefit package
by adding important new protections such as mental health coverage
and skilled nursing care. But for the 56 million workers and
their families who do not now have insurance providing comprehensive
protection against catastrophic costs, the guarantee will provide
important new financial security against bankruptcy.
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Insurance companies marketing plans to meet Federal standards
and clearly designate those policies which meet Federal
requirements.

The requirements of the mandate encompass benefits, cost-
sharing liability, extensions of coverage after termination
of employment, to spouses and dependents in the event of
death of the wage earner or divorce; plus other consumer protection
standards. All employers must offer their employees a choice
between an insurance plan meeting Federal standards and
enrollment in any Federally qualified HMO (or Independent
Practice Association - IPA) in the area.

1. Eligibility. All full-time employees, their spouses
dependents. Dependents include children through

their 22nd birthday or through age 26 if enrolled
in school on a full-time basis or otherwise a dependent
of their parent. Children disabled before their 22rd
birthday are continued as dependents as long as they
live with their parents. Any employer who fails
to meet his obligations under the mandate will be
subject to a fine. The self-employed will be treated
like any other employer.

2. Benefits and Cost-Sharing: The benefit package in the
employer plans must include the same services as those
insured under HealthCare. The employer may agree to
provide broader benefits, but cannot provide a smaller
package. For most employed persons and their families,
cost-sharing under the plan will be relatively limited
because employers will continue and improve coverage
now in force. However, no individual or family will
face cost-sharing in excess of $2500 per year for
services covered under the mandate. Within this constraint,
employers (and unions) may arrange any combination
of cost-sharing ranging from complete coverage without
cost-sharing to a $2500 deductible on all services.
One exception will be applied: there can be no cost-sharing
on pre-natal and delivery services for a pregnant
woman or for all acute care provided to an infant
in the first year of life. 11hese special preventive
services are recognized to have extremely high pay-off
in terms of improved delivery outcome, lowered infant
and maternal mortality, and long term child health.
Therefore, all financial barriers to seeking these
services will be eliminated.
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3. Financing and Special Subsidies. Employers will be
required to pay at least 75% of the premium cost for
a plan meeting the Federal mandate standards. Higher
employer premium shares can, of course, be agreed to
in collective bargaining. Today more than 85% of
workers with employer-financed insurance are covered
in plans where the employer pays at least 75%
of the premium. Any collective bargaining agreements
in force that call for higher employer shares
when Phase I NHP is implemented will be protected
for the life of the contract.

Because premiums are assessed by private insurance
companies on the basis of the health risk presented
by an employment group and the composition of that
work force -- e.g. the number of workers with
families -- a traditional premium will create
problems for marginal firms andlow-wage workers,
particularly workers with families. In order to
protect employers and low-wage workers from undue
hardship resulting from premium payments, several
special subsidies are included:

o Dployers will not be required to spend
more than 5% of payroll on a mandated plan.
(On average, employers who now provide no
coverage will be able to buy the mandated
package from insurance firms for 2.5% of
payroll.) Subsidies for costs in excess
of 5% will be available by buying coverage
from HealthCare at a premium rate equal
to 5% of payroll or by applying for an
equivalent subsidy-to purchase coverage from
private insurance firms. Data limitations
prevent a precise estimate of the number
of firms that would be likely to take advantage
of tis subsidy provision. However we are
able to estimate that firms employing
approximately 7 million workers (out of
a work-force of 73 million full-time workers)
might take advantage of one of the two subsidy
options.

o The Earned Income Tax credit which assists
low-income working families will be expanded
to provide a maximum benefit of an additional
$150 to largely offset the cost of the employee
premium share for such families.
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5. Administration. Phase I NHP establishes national
minimum standards for all health insurance plans
provided to meet the employer mandate. To assure
uniform application of these standards, the certi-
fication process will be Federally administered.
The Federal government will also offer a reinsurance
program to health maintenance organizations, employers
and small insurance companies.

o Standards for employer plans: All employers will
be expected to provide coverage conforming to
Federal standards, whether they obtain this
coverage through private insurance companies,
HealthCare, provide it by self-insuring or
through multi-employer trusts. The purpose of
the standards is to assure consumers adequate
protection and information about their insurance
coverage, and to link private coverage standards
with HealthCare to achieve a national guarantee
of basic protection. To meet the conditions of
the employer mandate a plan must:

provide, at a minimum, the HealthCare
benefit package with a maximum out-of-
pocket liability of $2500 policy. Plans
may include any cost-sharing configuration
desired, so long as the out-of-pocket
limit is retained. However, there wil
be no cost-sharing for pre-natal and
delivery services for pregnant women
or preventive and acute care services
provided to an infant in the first year
of life.

- provide the same benefits to all persons.
There will be no waiting period for coverage
after the 10th week of employment, and
coverage must continue at least 90 days
after termination of employment, or after
the death of a worker or divorce of a
worker and spouse.

- not limit or exclude coverage due to
pre-existing conditions; provide care
for newborns and have no restrictions
on coverage or benefits for those in
poor health.

47-296 0 - 79 - 7
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- cover spouses, dependents, including children
(and adopted children) up to age 22,
(or age 26 if a full-time student or other-
wise a dependent of the wage-earner)
and children disabled prior to age 22,
if living with their parents. Employees
and/or their dependents must be given the
right to continue to buy comparable individual
plan from the insurance company after termination
of employment, regardless of their health risk.

- provide adequate, clear information regarding
policy provisions, benefits, costs and conform
to any further public disclosure requirements or
standards for policies.

- publish a reasonable relationship of premiums
charged for qualified plans to benefits
paid to policyholders.

o Enforcement of Standards. DHEW will review and certify
all private plans. Similar standards and certification
processes will be applied to insurance companies seeking
to market to employer groups and to self-insured plans
of a single employer or a nulti-employer employer trust.
States will continue most of their insurance regulatory
activities (e.g., review of premiums and plans for
financial solvency). While traditional State roles
in insurance regulation will be largely preserved,
the Federal goveuficat has a responsibility to assure
that plans purchased under the mandate are uniform and
meet minimun standards. In the event of a conflict
between the Federal mandate and State requirements,
the Federal standards will be primary.

An insurance company which alters a previously
qualified health insurance plan -- or otherwise
misrepresents a plan as conforming to Federal
standards when it does not -- will be liable for
several penalities:
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-he company will not be a'1.lhed to
market any health insurance under
the Federal program for a specified
period.

- The company will be assessed a financial
penalty.

T The company will be liable for civil
suit and subject to criminal penalties.

o Reinsurance Proram, Creation of a voluntary
Rensurance Fu at will allow HMOs and firms to
buy protection against the costs (over $25,000)
of truly extraordinary illness, thus providing
protection for businesses to self-insure and
have a direct interest in cost containment as -
well as giving HMs umbrella protection in
handling high risk populations.

6. Feimbursement

o Hospitals. Payment for hospital services in approved
private plans, as in HealthCare, will be based on
implementation of the Administration's hospital cost
containment program.

SPhysicians and other ambulatory care services.
The issue of what -- if any -- restraints should
be placed on payment to physicians under partici-
pating private insurance plans was one of the most
difficult questions to resolve in designing Phase I
of NHP. Clearly, fee schedules ad mandatory assign-
ment are essential components of HealthCare plan; needed
to control costs, protect beneficiaries, and institute
more equitable reimbursement rates for primary care
physicians than exist in Medicare and Medicaid today.

Extension of the same fee schedule to private plans
and requirement of mandatory assignment plans were
considered, but rejected, for Phase I NHP. Instead,
the Phase I, NHP will attempt to stimulate competition
among providers and assist beneficiaries in knowing
which physicians accept insurance payments as full
compensation for a service.
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The HealthCare fee schedule will be furnished
on an advisory basis to all insurance plans
marketing coverage to meet the employer man-
date. Plans may use -- or not use -- the
schedule in guiding the rates they will pay
for a given service.

Insurance plans will furnish enrollees with
lists of physicians in the State who agree
to accept the insurance plan's reimbursement
as full compensation for their services.
This will enable consumers to make a better-
informed choice of physicians.

The various incentives to establish or expand
pre-paid practice systems (HMOs, IPAs) may
serve to restrain fee increases by physicians,
who must compete with the pre-paid plans for
patients.

The success of these incentives to restrain physician fees
through competition and consumer information will be studied
for three years by a Presidential Commission. Ebllowing that
study, the Commission will make recommendations.

7. System Reform: Competition

A number of incentives to increase competition among
providers have been included in the private mandate
provisions. The most important of these include:

o The requirement that employers make equal
dollar premium contributions to (all plans
offered by the employer (e.g., an insurance
plan or plans and HMOs or IPAs).. This will
encourage employees to seek out lower-cost
plans because the employer's relative
contribution would be greater. It will
encourage employers to help establish ItOs
in order to hold down their premium
liabilities.
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In the event the employer's contribution
would exceed 100% of the premium cost for
a low-cost plan, alternative fringe benefits or
other compensation to the employee would
be required.

o Improved consumer information will be
available including:

-- the list of participating physicians
furnished by private insurance plans

-- information regarding area HMs or IPAs
(available from HealthCare Office.)

IV. CONSEQUENCES

Phase I of the National Health Plan will be universal, reaching
every American. For the most vulnerable in our society -- the
aged, the poor, the disabled, mothers and infants -- it will
provide comprehensive care, that is a full range of benefits
subject to either limited or no cost-sharing. For all others,
it will at minimum provide protection against the cost of major
illness, while establishing a framework upon which comprehensive
protection can be built through voluntary improvements and through
statutory enlargement of the employer guarantee. The consequences
of NHP Phase I for beneficiaries, employers, State and local govern-
ments, the private insurance industry and employers is described
in the following sections.

A. Beneficiaries

1. Aged and Disabled: HealthCare will continue and expand the coverage
now available under Medicare.

o For the first time, 24 million aged and disabled
Americans will have a limit on their out-of-pocket
medical expenses. No enrollee will pay more than
$1,250 for covered medical services. The poor aged
and disabled will pay nothing.

o Current Medicare benefits will be improved through
providing unlimited days of hospital care and expanded
benefits for mental health and alcotlolism services

" One-half million of our poorest elderly citizens, who
do not now have sufficient Social Security coverage
to be eligible for Medicare, will receive insurance
for the first time under HealthCare.



98

Page 26

o About 20,000 disabled individuals, who now lose Medi-
care benefits when they return to work, will retain
their health insurance coverage for three additional
years.

o In total, the elderly will save almost $1 billion in
out-of-pocket payments for physician services, because
physicians will not be allowed to bill at more than the
approved rate.

2. The Low-Income: Medicaid coverage will be significantly altered and
expairaed.

o 15.7 million non-aged poor now on Medicaid will be
automatically converted to full subsidy coverage under
HealthCare. This includes SSI recipients who live
in the 15 States that do not provide Medicaid to all
these individuals.

" Current Medicaid recipients will receive a similar package
of acute care services through HealthCare. They will con-
tinue to receive long term care services through State-
run programs.

" An additional 10.5 million persons with family incomes
er 55 percent of poverty will,'for the first time,

be brought into a health care financing program. These
people will receive fully-subsidized coverage through
HealthCare.

" An estimated four million additional individuals
will obtain HealthCare coverage because their medical
expenses are so high as to reduce their effective family
income to 55% of the official poverty level.

" Another 7 million people who are within $3000 of the 55%
of poverty level are thus insured by the spend-down
even if their expenses in a given year are not sufficiently
high to qualify them for HealthCare coverage.

3. eplyd: Under Phase I NHP all full-time employees and
their families will be guaranteed a minimum level of health
insurance coverage.

o 156 million workers and their families will finally be
protected against the devasting costs of catastrophic
illness. None will have to pay more than $2500 per family
on out-of pocket expenses.,



99

Page 27

o Every worker will have coverage for prenatal, delivery and
infant care with no cost-sharing requirements.

SNo worker will have to pay more than 25% of the premium for
mandated coverage.

o All workers will be assured extension of health benefits
during short periods of unemployment, and their families
will be similarly protected if the wage-earner dies or if
the family is separated. Workers and their families Will
have an opportunity to convert their health insurance to
an individual policy if they desire after leaving employment.

" For many workers and their families, the scope of benefits
will be improved through coverage of physician services and
home health visits.

o Low-income workers and their families will receive subsidies
for their share of the premium through an expanded Earned
Income Tax Credit.

o Employees will be able to join any qualified Health Main-
tenance Organization or Independent Practice Association
in their area, if they desire.

4. All Others: About 9 million Americans will not automatically be
insured under HealthCare or through mandated employer coverage.
These people are unemployed or work part-time, but are not over
age 65 nor poor enough to be entitled to fully-subsidized care.
HealthCare offers a basis of catastrophic protection for this
group in two ways:

o Any non-employed person can purchase HealthCare coverage
at a national comiunity-rated premium. (Federal subsidies
will hold the premium rate to no more than the average per
capita health expenditure for all individuals and persons
in small groups in the country. Because the nine million
individuals in this group have much higher than average
health costs - approaching $3000 each - a subsidy is
required to make coverage affordable.) About 1 million
are likely to buy a plan including the complete HealthCare
benefit package, with a deductible of $2500.
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B. Employers: Under Phase I N ' employers will be required to provide
coverage meeting Federal standards to all full-time employees
and their dependents.

o Most firms in well-insured industries (manufacturing,
transportation) will have to make only small changes
in their current plans - e.g., adding physician office
visits or the mental health benefit. In poorly-insured
industries, such as agriculture and retail trade, many
will for the first time provide at least catastrophic
protection for their employees. Various measures have
been included in the Phase I NHP to assure that meeting
the terms of the guarantee will not cause undue hardship
to employers and will not result in substantial job loss.

the guarantee requires only that the employer purchase
insurance covering costs in excess of $2500. This
holds the average premium rate for the mandated plan
to $450 per worker.

For those employers whose work force includes a large
proportion of workers with higher than average health
costs (older workers, a high proportion of women in
their childbearing years, or those with large families)
subsidies have been included as part of the Phase I
package.

oAn employer will be able to buy the mandated insurance
from HealthCare by paying a premium equal to 5% of payroll.
Or, if the employer prefers to purchase coverage privately,
a similar subsidy will be provided to pay private premiums.

o Within the framework of Federal requirements for certified
plans, employers will continue to negotiate coverage with insurance
companies as they do today. Large firms, (with over 50 employees)
will be able to purchase experience-rated contracts whereby
premiums are set according to individual utilization experience.
Firms of 10-50 workers will pay a community-rated premium for
firms of that size. This will protect a small firm (10-50 workers)
with exceptionally high-risk employees from paying a premium which
is substantially higher than that paid by other firms of
a comparable size.

o The availability of the voluntary Federal Reinsurance Fund
will enable many medium-size firms to self-insure. Because
the Reinsurance Fund will insurance exceptionally large claims
(over $25,000) many employers may find it cheaper to self-insure
for claims under that amount.
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C. State and local governments

Because tie Phase I NHP is putting into place a national health
program the current responsibilities of State and local govern-
ments will be altered in several respects.

1. As Eployers

State and local governments in their capacity as employers will
be required to provide insura-ace coverage to their workers which
meets the standards of the mandate.

2. Administration

States will conduct eligibility determinations for "those families
who enter the program because of eligibility for cash assistance.
They also will have the option, subject to meeting appropriate
performance standards, of contracting with the HealthCare program
to conduct eligibility determinations for all persons entering
through the national low-income standard or through the spend-
down provisions. States will retain administrative responsibility
for financing services not covered by HealthCare (primarily long
term care), although provision would be made at State option for
administration through HealthCare of the non-covered acute services
that some States now provide through HealthCare at State option.

3. Other Continued Functions

States will continue their traditional functions in certification
and licensure of facilities and personnel and the regulation of
private health insurance. However, to the extent that federal
regulations governing the employer mandate plans conflict with
State regulations, the federal regulations will be primary.

4. Fiscal Responsibility/Fiscal Relief

State and local financial responsibilities for public health care
programs will be affected in two"major ways by this proposal:
(see following table)

o The NHP Phase I will provide $2 billion in fiscal
relief for State and local governments (see tables
at end of fact sheet for the geographic distribution
of this fiscal relief). This fiscal relief will
result from
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-- A $0.5 billion decrease in the State share
for current Medicaid services

-- The fact that HealthCare provides low-income
indivi.aals and families with additional
insurance coverage which will help pay
bills to State and local hospitals or
replace pay nents made by other State and
local prograns - $1.5 billion.

o States will cont inue to share with the Federal goverment
in the costs of financing HealthCare covered services
for low-income population in a manner that will retain
State incentives to restrain inflation in health care
costs. State liabilities will approximate those they
would face under Medicaid, (less the fiscal relief,
indicated above). To insure no State faces a greater
liability there will be a five year hold-harmless provision
for any increased health care costs (relative to Medicaid)
resulting from expansion of coverage, improved benefits
or upgrading of physician fees.

o Federal and State Financial Responsibilities During the Transition
Period

Currently the States share in Medicaid costs according to a
formula that yields a range from a low of 22% to a high of
50%, depending on State per capita income. At present the
States have a great deal of flexibility to influence total
Medicaid costs in the State by modifying plan provisions
such as benefits covered (except for those required in the
core benefit package necessary to meet the conditions of the
Federal grant-in-aid program), reimbursement levels, and
other provisions including income eligibility levels for
entering the program.

During the first two years subsequent to the implementation
of HealthCare, the Medicaid matching formula would continue
to determine the States share for financing those services
not covered by HealthCare. However, in order to hold States
harmless for the anticipated increased costs for expansions
in full subsidy and spend-down coverage, improved benefits
and fee upgrading for HealthCare covered services, and to
provide some fiscal relief, the State share in HealthCare
costs will be calculated as follows:
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o the Medicaid expenditures that each State would
have incurred during these two years for HealthCare
covered services will be projected by indexing
actual Medicaid costs in the prior year to the
average growth rate of State Medicaid expenditures
during the prior three years. (Maintenance-of-
effort of the current State Medicaid plan would
be required from the time of enactment of NHP
Phase I until implementation of HealthCare.)

o States will be required to pay 90% of these
estimated expenditures which, in the aggregate,
are expected to be about $5.5 billion.

This procedure will guarantee States fiscal relief
during the first two years of the program and
produce a predictable HealthCare expense for them.
It also will maintain their incentives to hold
down inflation in medical care costs after the
enactment of NHP Phase I.

o Federal and State Financial Responsibilities After the Transition
Period

In the third and subsequent years after implementation of the
program, States will share in the actual cost. -- excluding
that portion attributable to the eligibility expansion, benefit
improvement and fee upgrading -- of providing HealthCare covered
services to the low income population on the basis of the Medicaid
matching formula.* However, this formula will be adjusted to
provide a 5% reduction in all States' matching rate as it applies
not only to their new HealthCare cost-sharing, but also their
continued Medicaid service expenditures for non-HealthCare covered
services. This will provide additional continuing fiscal relief

* Estimated Medicaid expenditures will be subtracted from total HealthCare
costs for the low-income population in year two. The remainder will
reflect those costs attributable to the eligibility expansion, benefit
improvement and fee upgrade which are being jorne 100% by the Federal
government. This figure, indexed by the rate of growth of the nominal
GNP, will be subtracted from the subsequent years' costs of HealthCare
for the low-income population in order to arrive at that portion in
which the States would share.
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for the States which is estimated to be about $.5 billion
in the third year. Furthermore, a general hold-harmless
will remain in effect through the fifth year of HealthCare
based upon projections of what the States otherwise would
have paid under Medicaid for HealthCare covered services
(calculated in the same manner as described above for the
transition period).

These cost-sharing arrangements will insure that States,
as ell as the Federal government, are sensitive to the
need to restrain health care cost increases. States will
continue to enjoy substantial fiscal relief beyond the
third year as long as the rate of growth of HealthCare
program costs increases for the low-income population
does not substantially exceed that of the GNP.

States also will be protected from the costs of any
future eligibility and benefit expansions in the program
in subsequent phases.

o Savings in State and Local Public Facilities and Grant Programs

There will be additional mediate fiscal relief for State
and local governments in the amount of $1.5 billion.

This fiscal relief results from the extensions of insurance
protection in HealthCare (the new coverage for 10.5 million
low-income persons and 4 million through spend-down) and
through the employer guarantee. These insurance plans --
HealthCare and private plans -- will reimburse municipal,
county and State hospitals for services that must now be
financed through tax revenues. Insurance payments will
also replace payments to providers made by State and local
grant programs such as those for crippled children.
Approximately half of the $1.5 billion in fiscal relief
will flow to State governments. The table which follows
details fiscal relief by State.
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D. ihe insurance Industry

The decision to provide insurance coverage for the working population
primarily through private insurance companies will create an initial
increase in insurance premiums paid by employers and employees of
$8.5 billion. These are not voluntary premium payments, they are
made by employers and employees as a result of Federal law.

A government requirement that all working people
purchase protection against major medical expenses imposes a corollary
obligation on the Federal government toassure the value and availability
of protection offered to meet the guarantee. For this reason, new Federal
regulations will be established to qualify insurance plans which are
sold to meet the conditions of the guarantee. These regulations will
supercede any similar regulations imposed by States. States will,
however, continue to regulate private health insurance for solvency
and other aspects of insurance sales which are now regulated by
State law.

E. Providers

The combination of HealthCare and extended private insurance as a
result of the employer guarantee will effect major health care
provider groups in the following ways:

o Hospital revenues will be contained through the
provisions of the Administration's hospital cost
containment plan. However, as a result of extending
coverage to persons now either uninsured or inadequately
insured, revenues to hospitals and skilled nursing
facilities will increase by $5.5 billion.

o Physicians and other providers of ambulatory care
services will continue to operate their practices
just as they do under current law and programs.
Nothing in the NHP Phase I will alter the professional
relationship between physician and patient. Nothing
in the INHP Phase I will restrict the right of
individual patients to choose their own physician.

The most significant change from current law for physicians is the
requirement that any physician treating HealthCare beneficiaries
agree to submit their bill to the HealthCare program rather than
billing the patient directly, and to accept the HealthCare payment
as full compensation for the service -- not to bill the patient for
any additional amount. As a result of the extension of coverage to
those not previously insured for physician services and because of
the upgrading of iedicaid fees, total payments to physicians and
other providers of ambulatory care services will increase by $10.3
billion under NHP Phase I.
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V. Ost of the Phase I NHP and Economic Impact

Expansion of coverage and benefits under the Phase I plan will
not begin until FY 1983. This provides time for administrative
planning; gives initial cost controls and system reform incentives
an opportunity to slow increases in health care costs prior to
the expansion of coverage, and gives employers an opportunity to
plan for proposed standards on health insurance coverage for
employees.

The actual first year cost of the program will depend, in part,
upon the restraint in health care costs brought about by other
Administration initiatives prior to 1983 such as:

o hospital cost containment
o strengthening of health planning and utilization

review under the Professional Standards Review
Organizations (PSROs)

o emphasis upon technology assessment
o expansion of health maintenance organizations

The uncertainty as to the magnitude of savings brought about by
these types of system reforms and cost costraints makes any projection
of first year costs more problematic the further out in time the
estimates are presented. To reduce this uncertainty, all cost
figures are for FY 1980, assuming that the Phase I plan were
in effect in that year. In addition, estimating change in Federal
expenditures and total health system costs due to Phase I is a
complex technical task. We will work with CHO over the next few
months to further refine these estimates.

A. Total Health Spending

As shown below, the Phase I plan will increase total health
spending for the covered benefit package (hospitalization,
physician services, lab and X-ray, and prenatal, delivery, and
infant care) by $17.8 billion (in 1980 dollars and population)
or 0.7% of GNP.
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EXPENDIURES FOR COVERED SERVICES, CXET LAW AND UNDR NHP-PHASE I
(FY 1980: AMOLNS IN BILLIONS)

CURRWT2I NHP
LAW PHASE I CHANGE

TOTAL SYSTEM SPEN DING* $148.0 $166.3 $18.3

45.0 63.2 +18.2
FEDERAL

42.6 48.7 + 6.1
EMPLOYER

52.0 48.0 - 4.0
INDIVIDUAL

8.4 6.4 - 2.0
STATE

*For NHP covered services

The net impact on total health spending during the 1980s, however,
will depend upon total system savings from hospital cost containment,
reimbursement reforms for physicians and other health care providers,
and other health system reform measures included in the Phase I plan
or other Administration initiatives. Reductions from cost controls
and system reform incentives are estimated to more than offset the
expar utilization and expe itures generated by the ase I plan
after the third year of operation. Even with the expansion to the
fully implemented universal, cmprehensive plan, total health spending
is expected to be lower than it would be under the current system.

B. Federal Budget

The net effect on the federal budget of the Phase I plan will be
$18.2 billion (FY 1980 dollars and population). Federal tax revenues
are used to:
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SImprove major medical protection for the
aged and disabled

o Subsidize coverage for the poor and
ne ar -p.¢r

o Provide financial protection for selected
low-wage and/or high-risk workers and
unemployed persons; and

o Guarantee access to adequate prenatal,
delivery, and infant care to non-employed
families

1. Aged and Disabled - $3.9 billion

Coverage for the aged and disabled is improved in two major respects:

o A ceiling on cost sharing of $1250 per person
is imposed, and the limits on covered hospital
days are removed -- Net cost $1.8 billion

o All aged below 55% of poverty are fully
subsidized, and spend-down protection is
provided for all aged with incomes atove
this level -- Net cost $2.1 billion

2. low-lncome (Non-Age) - $10.7 billion

All cash assistance recipients and person below 55% of poverty
receive fully subsidized care. Others above this income may
"spend-down" and receive coverage. Major costs for this group
are allocated as follows:

o Improved coverage for current cash assistance
recipients (primaril. an upgrade in physician
fees under the Medicaid program) - $1.4 billion

o Expansion of coverage to all below 55% of poverty
- $5.5 billion

o Spend-down coverage -- $3.8 billion
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3. Or1ployed -- $1.6 billion

Federal revenues are used to subsidize care for selected low
wage and/or high risk workers:

o An Earned Income Tax Credit provides relief
from additional mardated premiums for low
wage workers -- Net cost $0.9 billion

" Any firms may purchase HealthCare at a
subsidized premium if their costs for the
mandated benefit would otherwise exceed
5% of payroll (a comparable subsidy will
on the experience of individuals and firms
be provided if they buy private). Federal
general revenues are used to subsidize the
difference between premium payments and
benefit payments - Net Cost $0.7 billion

4. Others - $0.5 billion

-- Financial protection and access to prenatal, delivery,
and infant care services are guaranteed for the non-employed
through the purchase of HealthCare coverage:

" Such individuals may purchase a $2500 deductible
plan covering hospitalization, physician services,
lab, X-ray -- by paying a premium set at the
average community rate equivalent to the average
cost for individuals and firms with fewer than
50 employees. Federal general revenues are used
to subsidize the difference between premium payments
and benefit payments (premiums cover 75% of benefit
costs) - Net Cost $0.3 billion.

SNon-employed families may also enroll once a
year for comprehensive prenatal, delivery, and
infant care up to age 1 by paying a premium set
at one-fourth the cost of this coverage for
employed families. Federal general revenues
are used to subsidize the difference between
premium payments and benefit payments - Net
Cost $0.2 billion.

47-296 0 - 79 - 8
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5. Administrative Epenses - $2.1 billion

The additional federal administrative costs are $2.1 billion. The
greatest proportion of this increased cost is for intake and
eligibility determination of the approximately 15.7 million newly
covered persons (1.2 million aged, 10.5 million fully subsidized
low-income non-aged, and 4 million spend-down into fully subsidized
coverage).

6. Tax Effects - $ -0.6 billion

The Phase I will also affect the federal budget indirectly through
its impact on federal tax receipts. There are three important
effects:

o Out-of-pocket payments will be reduced, and
itemized deductions under the personal income ,
tax will be lowered. This will increase federal
tax payments, and reduce the net deficit to be
financed. Net Cost -- $ -0.5 billion.

o The personal income tax provisions for health
insurance premiums and medical expenses will
be changed. A deduction will be provided only
to the extent that premium and medical expenses
exceed 10 percent of adjusted gross income
(rather than 3 percent as in current law).
This will increase federal tax payments, and
reduce the net deficit to be financed.
Net Cost - $ -1.3 billion.

o Employers will be required to spend $6.1 billion
more under the employer guarantee plan than
they would under current law. Tb the extent
that employers substitute these premium payments
for wage payments, taxable income of employees
will be reduced (or, in practice, increased less
than they otherwise would have increased). This
will reduce federal tax payments, and increase
the net deficit to be financed. Net Cost - $1.2 billion,
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C. Other Financial Flows

Some provisions of the Phase I plan will increase both federal
receipt-s and expenditures, with no net effect on the deficit.
These include:

o A voluntary reinsurance plan will be provided
to any insurance company, health maintenance
organization or other organized delivery
setting, or employer choosing to self-insure
employees. This reinsurance plan will be
self-financing through the assessment of
premiums sufficient to cover expenses.
It is estimated that premium payments of
$0.3 billion will be made to the plan.

o Individuals and employers may purchase
HealthCare coverage by paying a premium
set at the community-rated premium for
individuals and firms with fewer than 50
employees. Premium payments which will
go to cover benefit payments will be $0.9 billion.

In total, these provisions will increase both federal outlays
andfederal receipts by $1.2 billion, with no net effect on the
federal budget deficit.

D. Impact on _Pnployers and the Econy

The Phase I plan takes care to minimize the impact on employers
to avoid any serious economic effects on employment or inflation.
The net increase in employer premiums, over and above current
health insurance premium payments is expected to be $6.1 billion
(in 1980 dollars). If tie plan were implemented immediately
upon enactment, it might be expected to cause a one-time increase
in the CPI of 0.2 percentage points (assuming all new employer
costs were reflected in higher prices) and result in the loss of
about 50,000 jobs. However, no changes in employment-based insurance
are proposed until FY 1983. This should provide time for employers
to make adjustment in their wage and fringe benefit packages to
accommodate the standards set by the plan and, as a result, cause
only inconsequential employment and inflation effects.
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Also, in order to ameliorate any adverse impact on selected firms,
subsidies are provided to small firms and to firms with unusually
high premiums as a percent of payroll (either because workers
have low wages or are high risks). Any firm with premiums exceeding
5 percent of payroll will be eligible for a subsidy to purchase
HealthCare coverage or comparable coverage from a private insurance
firm.

VII. RELATION OF PHASE I '10 A FULLY IMPLD1IYED NATIONAL HEALTH PLAN

Phase I is structured so that it can easily be converted into a
universal, comprehensive plan.

o For the aged and the disabled, cost-sharing could
be reduced further and a drug benefit added.

o Ebr the poor, the low income standard could be
raised from 55 percent of the poverty line to the
poverty line itself, increasing the number of low
income Americans who receive fully-subsidized
comprehensive coverage.

o Ebr the employed, the employer guarantee could be
extended beyond full-time workers to part-time workers.
Cost-sharing could be reduced and deductibles
eliminated, converting catastrophic coverage to
comprehensive coverage.

o Ebr the non-aged, non-poor, non-employed, comprehensive
coverage cculd be required, but there could be
subsidized premium costs and cost-sharing for the
near poor.

o For all mothers and children, the prenatal, delivery
and infant benefit could be extended through the
child's sixth year without patient-cost sharing.

The fully implemented National Health Plan would also meet a
fundamental requirement: Tbtal health system costs under the
fully implemented plan, with both dramatically expanded coverage
and effective cost containment, would be less than the present
health system with its inadequate coverage and without effective
cost containment.

This will result in the achievement of one of President Carter's
fundamental goals. The costs cf vitally needed health care
benefits for those lacking adequate health insurance must, to
the greatest extent possible, be offset by savings from cost
containment in the inflationary health care industry.
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The CHAIRMAN. Senator Hart, I would be happy to hear your
suggestions.

STATEMENT OF HON. GARY HART, U.S. SENATOR FROM THE STATE
OF COLORADO

Senator HART. Mr. Chairman, I am grateful for the opportunity
to present another approach to national health care, and I am grate-
ful the staff designated this approach as one of the major ones, because
I think it is. I have introduced it in the last two Congresses. This is
the third time it has been introduced. I am sort of the garage inventor,
of health care systems. We don't have the assets of this committee
staff, let alone HEW. We have had the benefit of a number of very
qualified outside volunteers and consultants in helping us put this
proposal together. Former Secretary Wilbur Cohen of HEW has
endorsed this type of plan in the past.

[The bill S. 1014 follows:]



114

96TH CONGRESS
1ST SssIoN S.1014

To establish a national system of maternal and child health and preventive care,
and a system for protection against catastrophic health care costs.

IN THE SENATE OF THE UNITED STATES

APRIL 25 (legislative day, APRIL 9), 1979
Mr. HART introduced the following bill; which was read twice and referred to the

Committee on Labor and Human Resources

A BILL
To establish a national system of maternal and child health and

preventive care, and a system for protection against cata-
strophic health care costs.

1 Be it enacted by the Senate and House of Represenla-

2 ties of the United States of America in Congress assembled,

3 That this Act may be cited as the "Maternal and Child

4 Health Protection Benefits and Catastrophic Medical Ex-

5 pense Reimbursement Act".

6 FINDINGS AND DECLARATION OF PURPOSE

7 SEC. 2. (a) The Congress finds and declares that-
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1 (1)(A) the children of the United States are vital

2 members of society and hold the promise of the Na-

3 tion's future;

4 (B) pregnant women and young children are rec-

5 ognized-as a segment of the population with a substan-

6 tial unfulfilled need for health care services;

7 (C) the provision of appropriate preventive health

8 care services has the potential for improving the health

9 of the population and restraining present and future

10 health care costs;

11 (D) there is a wide disparity (particularly in medi-

12 cally underserved inner-city and rural areas) in the

13 various areas of the Nation as to the cost, quality, and

14 availability of health care services; and

15 (E) all children and pregnant women should be

16 assured adequate health care services regardless of

17 their medical history; and

18 (2) all individuals should be protected against the

19 costs of catastrophic illness.

20 (b)(1) It is therefore the purpose of this Act to-

21 (A) to establish, in title I of this Act, a program

22 for the provision of comprehensive health care services

23 for children and pregnant women, and
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1 (B) to establish, in title II of this Act., a program

2 to protect families (including one-member families)

3 against financially ruinous health care costs.

4 (2) It is further the purpose of this Act, in carrying out

5 the programs established by titles I and 1I of this Act to-

6 (A) improve the organization, delivery, and financ-

7 ing of health care for children and pregnant women,

8 and

9 (B) to provide access to services to persons resid-

10 ing in areas in which there is a shortage of such

11 services.

12 TITLE I-COMPREHENSIVE MATERNAL AND

13 CHILD HEALTH PROTECTION PROGRAM

14 PART A-BASIC PROGRAM

15 DEFINITIONS

16 SEC. 101. For the purposes of this title-

17 Secretary

18 (a) The term "Secretary" means the Secretary of

19 Health, Education, and Welfare.

20 Eligible Individual

21 (b) The term "eligible individual" means an individual

22 who meets the conditions prescribed in section 10o.

23 Ctarrier

24 (e) The term "carric'r" mc.:n an in-lividta i, a i-o!iALarv

25 association, e',rporation, partnrship, or otlicr :ungovern-
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1 mental organization which is lawfully engaged in providing,

2 paying for, or reimbursing the cost of, health services under

3 group policies or contracts, medical or hospital service agree-

4 ments, membership or subscription -contracts, or similar

5 group arrangements, in consideration of premiums or other

6 periodic charges payable to the carrier.

7 Participating Carrier

8 (d) The term "participating carrier" means a carrier

9 which has in effect an agreement entered into with the Secre-

10 tary pursuant to section 105. -

11 Health Service Area

12 (e) The term "health service area" means a geographic

13 area, within the United States, established in accordance

14 with section 104.

15 State

16 (f) The term "State" includes the District of Columbia,

17 the Commonwealth of Puerto Rico, the Virgin Islands,

18 Guam, and American Samoa.

19 United States

20 (g) The term "United States", when used in a geo-

21 graphical sense, means the States, the District of Columbia,

22 the Commonwealth of Puerto Rico, the Virgin Islands,

23 Guam, and American Samoa.



118

5

1 Qualified Provider of Services

2 (h) The term "qualified provider of services" means a

3 health care facility which, in the case of a hospital, skilled

4 nursing facility, or home health agency, meets the conditions

5 for participation in the health insurance program established

6 by title XVIII of the Social Security Act, and in the case of

7 any other health care facility, meets applicable standards,

8 and any licensing or similar requirements, of the State and

9 locality in which it is situated.

10 Qualified Health Care Practitioner

11 (i) The term "qualified health care practitioner" means

12 an individual who furnishes health care services, and who, if

13 such individual furnishes services of the type for which pay-

14 meant is authorized to be made under title XVIII of the Social

15 Security Act, meets the conditions of participation under

16 such title, and, in the case of any other such individual, meets

17 applicable standards, and any licensing or similar require-

18 ments, of the State and locality in which he furnishes serv-

19 ices, plus any standards which the Secretary prescribes to

20 assure the adequacy of the quality of the services furnished

21 by such individual.

22 Board

23 (j) The term "Board" means the Maternal and Child

24 Health Board established pursuant to section 132.
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1 ELIGIBLE INDIVIDUALS

2 SEC. 102. (a) Every child and every woman who-

3 (1) is a citizen of the United States, or

4 (2) is an alien resident of the United States and

5 has been lawfully admitted to the United States,

6 shall be eligible to secure the benefits provided by this title-

7 (A) in case of a child, during any period after

8 birth and prior to the date he attains six years of age,

9 and

10 (B) in the case of a woman, during the period

11 commencing on the date she becomes pregnant and

12 ending with the close of the twelth week which follows

13 the week in which her pregnancy ends.

14 For. purposes of paragraph (2), an alien shall be deemed to be

15 a resident of the United States, if at the time he receives any

16 health care service with respect to which he seeks to secure

17 the benefits provided by this title, he has been continuously

18 physically present in the United States for not less than three

19 months, or he is legally authorized to remain in the United

20 States for the immediately succeeding three-month period.

21 (b)(1) The benefits provided by the program estAblished

22 by this title may (except as is otherwise provided in section

23 106) be secured by an eligible individual only through a par-

24 ticipating carrier with which such individual is enrolled.
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1 (2)(A) Any eligible individual may enroll with a partici-

2 pating carrier serving the health service area in which he

3 resides.

4 (B) The enrollment of an eligible individual with a par-

5 ticipating carrier shall be applicable to any covered health

6 care service received by such individual during the 6-month

7 period immediately preceding such date of enrollment, if-

8 (i) at the time any such service was received,

9 such individual was an eligible individual, and

10 (ii) such carrier furnished such service, or such

11 carrier did not furnish such service but would have

12 made payment therefor on behalf of such individual if

13 such individual had been enrolled with such carrier at

14 the time such service was furnished.

15 SCOPE OF BENEFITS

16 SEC. 103. (a) The benefits provided by the program es-

17 tablished by this title to an eligible individual who is enrolled

18 with a carrier shall consist of-

19 (1) in the case of a child, all health care services

20 related to the diagnosis and treatment of any disease,

21 injury, or disability, as well as any other health care

22 services necessary for the adequate protection, mainte-

23 nance, or restoration -of mental or physical health; and'

24 " (2) in the case ofa : 'oman,'-all health care serv-

25 ices related to the diagnosis and- treatment of pregnan-
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1 cy; the diagnosis and treatment of disease or injury

2 during pregnancy relating to or resulting from preg-

3 nancy; or any injury, disability, or disease relating to

4 or resulting from pregnancy that occurs during the

5 twelve-week period immediately following the end of

6 the pregnancy, including, but not limited to the physi-

7 cal well-being of the woman;

8 except that no healthcare service shall be covered under

9 such program unless the service-

10 (3) is provided by a qualified provider of services,

11 or a qualified health care practitioner, and

12 (4) is furnished directly by the carrier or by a

13 person with whom the carrier has an arrangement

14 under which the person will accept as full payment for

15 the service the amount specified in the arrangement;

16 except that the preceding provisions of this paragraph

17 shall not be applicable in the case of services provided

18 on an emergency basis when the enrollee could not

19 reasonably obtain such services from a person meeting

20 such provisions.

21 (b) No item or service shall be included in the benefits

22 provided by the program established by this title, if and to

23 the extent that such item or service-

24 (1) is an item or service for which the enrollee to

25 whom it was furnished has no legal obligation to pay,
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1 and for which no other person (by reason of such en-

2 rollee's membership in a prepayment plan or otherwise)

3 has a legal obligation to provide or pay for,

4 (2) constitutes a personal comfort item,

5 (3) consists of custodial care,

6 (4) consists of cosmetic surgery (or is furnished in

7 connection therewith), except as required for the

8 prompt repair of accidental injury or for improvement

9 of the functioning of a malformed body member,

10 (5) is furnished by immediate relatives of such en-

11 rollee or members of his household, or "

12 (6) is furnished outside the United States (except

13 to the extent otherwise provided in regulations).

14 HEALTH SERVICE AREAS

15 SEC. 104. (a) In the case of any State in which there is

16 established one or more (or part of one or more) health serv-

17 ice under section 1511 of the Public Health Service Act, the

18 areas so established shall constitute health service areas for

19 purposes of this title, except that the Secretary, with the

20 approval of the Board, may divide any such area into two or

21 more parts, and, in such case each of such part shall consti-

22 tute a health service area for such purposes.

23 ) In the case of any State in which there is not estab-

24 wished one or more (or part of one or more) health service

25 areas under section 1511 of the Public Health Service Act,

S. 1014--2
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1 the Secretary, with the advice of the Board, shall establish

2 within such State (or such State and any adjoining State or

3 States) such geographic areas as are appropriate for purposes

4 of this title, and the areas so established shall constitute

5 health service areas for such purposes.

6 AGREEMENTS WITH CARRIERS

7 SEC. 105. (a)(1) Subject to paragraph (2), any carrier

8 which desires to do so may enter into a contract with the

9 Secretary under this section.

10 (2) No contract under this section shall be entered into

11 with a carrier unless the Secretary (in conformity with appro-

12 priate stai dards and criteria established by him with the

13 advice and approval of the Board) finds that such carrier will

14 perform its obligations under the contract efficiently and ef-

15 fectively and will meet such requirements as to financial re-

16 sponsibility, legal authority, and other matters as the Secre-

17 tary finds pertinent.

18 (b) Any contract with a carrier under this section shall

19 provide that-

20 (1) the carrier will furnish (directly or through ar-

21 rangements with others), or will pay for, health care

22 services for eligible individuals residing in a specified

23 health service area who have enrolled with such car-

24 rier to receive the benefits under the program estab-

25 lished by this title,
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1 (2) the carrier shall not deny enrollment to any

2 eligible individual residing in such area who seeks to

3 enroll with such carrier for benefits under such pro-

4 gram, unless enrollment of such individual would result

5 in the number of individuals enrolled by the carrier in

6 the area to exceed the maximum number of enrollees

7 allocated to such carrier under the contract,

8 (3) the health care services to be so furnished or

9 paid for by such carrier to such eligible individuals re-

10 siding in such area who are enrolled with such carrier

11 shall include all of the services described in section

12 103, and shall contain a detailed statement of benefits

13 to be provided thereunder to enrollees (including any

14 maximum limitations or exclusions, applicable to such

15 benefits),

16 (4) the carrier will be paid, in consideration of its

17 undertaking to furnish or pay for such health care

18 services to eligible individuals enrolled with the carrier,

19 a uniform per capita amount with respect to each such

20 ' individual enrollee who is a child meeting the condi-

21 tions specified in section 102(a)(3), and another uniform

22 per capita amount with respect to each such individual

23 enrollee who is a woman meeting the conditions speci-

24 fied in section 102(a)(4),
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1 (5) the uniform per capita amount payable with

2 respect to (A) a child meeting the conditions specified

3 in section 102(a)(3) shall (except as is otherwise pro-

4 vided pursuant to subsection (0) constitute the full con-

5 sideration to the carrier for the furnishing of, or pay-

6 ment for, such health care services for such child for a

7 one-year period, and (B) a woman meeting the condi-

8 tions specified in section 102(a)(4) shall cover the fur-

9 nishing of, or payment for, such health care services

10 for the period specified in such section 102(a)(4),

11 (6) the carrier will take appropriate measures to

12 notify eligible individuals residing in the health service

13 area that such carrier is a participating carrier and in-

14 viting such individuals to enroll with such carrier for

15 the health benefits provided under the program estab-

16 lished by this title,

17 (7) in case the carrier undertakes directly to fur-

18 nish any such health benefits, to display in a manner to

19 be prescribed by the Secretary, public notice that the

20 carrier is a participating carrier in the health benefits

21 program established by this title,

22 (8) the carrier will establish and maintain proce-

23 dures, which conform with specifications prescribed by

24 the Secretary with the advice and approval of the

25 Board, pursuant to which an eligible individual enrolled

47-296 0 - 79 - 9
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1 with the carrier will be granted an opportunity for a

2 fair hearing by the carrier, in any case where the

3 amount in controversy is $100 or more when requests

4 for the furnishing of or payment for any health care

5 service covered under the program established by this

6 title is denied or not acted upon with reasonable

7 promptness or when the amount of payment for any

8 such service is in controversy,

9 (9) the carrier will furnish to the Secretary such

10 timely information and reports as he may find neces-

11 sary in performing his functions under this title,

12 (10) the carrier will maintain such records and

13 afford such acce-s thereto as the Secretary finds neces-

14 sary to assure the verification of the information and

15 reports referred to in paragraph (9) and otherwise to

16 carry out the purposes of this title, and

17 (11) contain such other terms and conditions not

18 inconsistent with this section as the Secretary (with

19 the advice of the Board) finds nece3sary or appropriate.

20 (c)(1) In the case of any contract with a carrier entered

21 into under this section, the uniform per capita amount with

22 respect to a child (referred to in subsection (b)(4)), and the

23 uniform per capita amount with respect to a woman (referred

24 to in such subsection), shall each be fixed by the Secretary,

25 with the advice of the Board, so as reasonably and equitably
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1 to reflect (A) the cost of the health care services which will

2 be furnished or paid for by the carrier under the contract,

3 after taking into account all relevant data (including the ac-

4 cessibility to residents of such area of each health care serv-

5 ice involved), and (B) the reasonable and necessary cost in-

6 cured by the carrier in the administration of the contract.

7 (2) Any such contract shall provide for an appropriate

8 reduction of any such uniform per capita amount payable to

9 the carrier with respect to any enrollee who is not enrolled

10 for the full length of time specified in subsection (b)(5).

11 (d) Such per capita amounts payable to any carrier

12 under such a contract shall be paid in advance or in such

13 installments as is specified in the contract.

14 (e) Each contract under this section shall be for a term

15 of at least one year, and may be made automatically renew-

16 able from term to term in the absence of notice by either

17 party of intention to terminate at the end of the current term;

18 except that the Secretary may terminate any such contract at

19 any time (after such reasonable notice and opportunity for

20 hearing to the carrier involved as may be provided in regula-

21 tions if he finds that the carrier has failed substantially to

22 carry out the contract or is carrying out the contract in a

23 manner inconsistent with the efficient and effective adminis-

24 tration of the health benefits program established by this

25 title.
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1 (0 The Secretary, with the advice and approval of the

2 Board, shall establish a limit, in the case of any enrollee, on

3 the maximum amount of health care expenses that a partici-

4 pating carrier for any health service area will be responsible

5 for meting out of the per 6apita payment fixed for enrollees in

6 such area. With respect to health care services furnished to

7 an enrollee after such maximum amount has been reached in

8 his case, the Secretary shall pay the carrier the reasonable

9 cost therefor (in the case of services furnished directly by the

10. carrier or by a qualified provider of services) or the reason-

11 able charge therefor (in the case of services not so furnished).

12 For purposes of this subsection, reasonable cost and reason-

13 able charge shall be made in accordance with criteria which

14 is consistent with the criteria employed in determining rea-

15 sonable cost and reasonable charge in the case of services for

16 which payment is authorized to be made under title XVIII of

17 the Social Security Act.

18 HEALTH SERVICE AREAS NOT ADEQUATELY SERVICED BY

19 CARRIERS

20 SEC. 106. (a)(1) If the Secretary finds that eligible indi-

21 viduals residing in any health service area do not have an

22 adequate opportunity of securing the health service benefits

23 authorized by the program established by this title by enroll-

24 ing with a participating carrier, the Secretary shall establish,
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1 for such individuals, a special program in which they may

2 enroll to secure such benefits.

3 (2) References in other provisions of this titleto an "en-

4 rollee" or an eligible individual "enrolled" with a participat-

5 ing carrier shall, unless the context otherwise indicates, shall

6 be deemed to include an eligible individual enrolled in such

7 special program.

8 (b)(1) A special program established under this section

9 for eligible individuals residing in any health service area

10 shall be in effect only for such period as there is a lack of an

11 adequate opportunity on the part of such individuals to secure

12 the health service benefits authorized by this title by enroll-

13 ing with a participating carrier.

14 (2) A special program established under this section for

15 any health service area shall contain incentives designed to

16 attract carriers to become participating carriers for such area.

17 COORDINATION WITH OTHER HEALTH BENEFITS

18 SEC. 107. (a)(1) It is the public policy of the United

19 States that, in the administration of this title, an item or

20 service which, in the absence of the program established by

21 this title, would be furnished or paid for by another person

22 (other than a Federal or federally supported program) by

23 reason of a legal obligation of such person to do so shall be

24 furnished or paid for by such person in like manner as if the

25 program so established had not been established.
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1 (2) It is further the public policy of the United States

2 that any item or service which, in the absence of the program

3 established by this title, would be furnished or paid for, in the

4 case of any eligible individual (as defined in section 101(b)),

5 under any Federal program (or any State or local program in

6 which there is Federal financial participation), shall be fur-

7 nished or paid for under the program established by this title

8 and not under any other Federal program or such a State or

9 local program; and such individual shall not be eligible to

10 have any such item or service furnished or paid for under any

11 such other Federal program or State or local program.

12 (3) Any provision of law, or of any contract or agree-

13 ment, which is contrary to the policy stated in paragraph (1)

14 is hereby declared to be void and of no force or effect.

15 (b) The enrollment of any eligible individual with a par-

16 ticipating carrier under this title shall constitute an assign-

17 ment of his rights against any other person who has a legal

18 obligation to furnish any item or service to such individual, or

19 to pay for any item or service provided to such individual by

20 others, if and to the extent that such item or service is one

21 which is covered by the program established by this title.

22 (c)(1) If an item or service described in subsection (b) is

23 furnished or paid for under this title, the Secretary shall-

24 (A) take appropriate measures to recover from the

25 person referred to in subsection (b) an amount equal to

S. 1014--3
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1 (i) if the item or service was so furnished, the value of

2 such item or service, or, if the item or service was so

3 paid for, the amount paid therefor, or (if less), (ii) the

4 cost which such person would have incurred if such

5 person had furnished or paid for such service in accord-

6 ance with its legal obligations to do so, and

7 (B) make an appropriate reduction in the amount

8 of the uniform per capita payments payable to the par-

9 ticipating carrier with which the enrollee who was pro-

10 vided such item or service was enrolled.

11 (2) The provisions of paragraph (1)(A) shall not be appli-

12 cable in the case of any program or activity established by, or

13 pursuant to, or receiving Federal financial support, under the

14 Social Security Act, or the Public Health Service Act.

15 (d)(1) It shall be the duty of the head of each Federal

16 Department having administrative responsibility for any Fed-

17 eral program, which furnishes or pays for health care items

18 or services or under which there is Federal financial partici-

19 pation in a State or local program which furnishes or pays for

20 such items, to administer any such Federal program in such

21 manner as to effectuate the policy set forth in subsection

22 (a)(2).

23 (2) It shall be the responsibility of the Secretary (with

24 the advice of the Board) to serve as coordinator, among the
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1 several Federal departments and agencies, in the carrying

2 out of such policy.

3 QUALITY AND MEDICAL NECESSITY OF ITEMS AND

4 SERVICES

5 SEC. 108. (a) Of the items and services determined

6 under section 103 to comprise the health services benefits

7 authorized by this title-

8 (1) no participating carrier shall be obligated to

9 furnish or pay for, and no enrollee with such carrier

10 shall be entitled to receive or have paid for by the car-

11 river, as a benefit under this title, any such item or

12 service if it is not (A) medically necessary (as deter-

13 mined in the exercise of reasonable limits of profes-

14 sional discretion), or (3) furnished by (i) a qualified pro-

15 vider of services, or a qualified health care practitioner,

16 and (ii) directly by the participating carrier or by a

17 person with whom (or which) the carrier has in effect

18 an arrangement whereby such person will accept as

19 full payment for the service the amount specified in the

20 arrangement, except that this clause (ii) shall not be

21 applicable in the case of services provided on an emer-

22 gency basis where the enrollee could not reasonably

23 obtain such services from a person meeting such provi-

24 sions (and when services are provided on an emergency

25 basis by a person other than one meeting the condi-
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1 tions specified in such provisions, the carrier shall be

2 obligated to pay for such services the reasonable cost

3 thereof if the services are provided by a provider of

4 services, or the reasonable charge therefor in any other

5 case, or if less the charge actually imposed),

6 (2) any participating carrier shall be obligated to

7 furnish or pay for, and any enrollee with such carrier

8 shall be entitled to receive or have paid for by the car-

9 rier, as a benefit under this title, any such item or

10 service if it is medically necessary, and

11 (3)(A) any item or service meeting the conditions

1k specified in paragraph (2) shall, when furnished by the

13 carrier (directly or through arrangements with others)

14 shall be of a quality which meets professionally recog-

15 nized standards of health care, and

16 (B) in any case in which an enrollee secures an

17 item or service meeting conditions specified in para-

18 graph (2) from a person other than the carrier with

19 which the enrollee is enrolled (or an individual or

20 entity having an arrangement with the carrier to fur-

21 nish such item or service to enrollees of the carrier),

22 the carrier may not deny payment for such item or

23 service (in whole or in part) on the grounds that the

24 item or service was of too high a quality, if the quality
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1 thereof meets minimal professionally recognized stand-

2 ards of health care.

3 (b) For purposes of this section, determinations of

4 whether an item or service is medically necessary, or is of a

5 quality which meets professionally recognized standards of

6 health care, shall be made in accordance with criteria em-

7 ployed to determine such matters by the professional stand-

8 ards review organization designated, pursuant to part B of

9 title XI of the Social Security Act, for the area in which the

10 item or service is provided (or if no such organization has

11 been designated for such area, in accordance with appropri-

12 ate criteria and procedure employed under title XVIII of

13 such Act).

14 AGREEMENTS FOR UTILIZATION OF SERVICES OF STATE

15 AGENCIES

16 SEC. 109. (a)(1) The Secretary (with the advice of the

17 Board) shall make an agreement with any State which is able

18 and willing to do so under which the services of the State

19 health agency or other appropriate agency (or the appropri-

20 ate local agencies) will be utilized for the purpose of deter-

21 mining whether an agency or institution meets or continues

22 to meet applicable conditions for a qualified provider of serv-

23 ices.

24 (2) Any such agreement shall fix the frequency of in-

25 spection of the agencies and institutions concerned, and shall
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1 prescribe the qualifications of indiviudals making determina-

2 tions with respect to such agencies and institutions.

3- (b) The Secretary shall pay to any such State, in ad-

4 vance or by way of reimbursement, as may be provided in the

5 agreement with it (and may make adjustments in such pay-

6 ments on account of overpayments or underpayments previ-

7 ously made), for the reasonable costs of performing the func-

8 tions specified in the agreement.

9 PART B-ADMINISTRATION

10 ADMINISTRATION BY SECRETARY WITH ADVICE OF BOARD

11 SEC. 131. (a) This title shall be administered by the

12 Secretary, with the advice of the Board.

13 (b) The Secretary, in the administration of this title,

14 shall (i) utilize the administrative unit or units, within the

15 Department of Health, Education, and Welfare, utilized for

16 the administration of title XVIII of the Social Security Act,

17 and (ii) coordinate procedures employed in the administration

18 of this title with the procedures employed in the administra-

19 tion of such title XVIII.

20 MATERNAL AND CHILD HEALTH BOARD

21 SEC. 132. (a)(1)(A) There is hereby established, within

22 the Department of Health, Education, and Welfare, a Mater-

23 nal and Child Health Board to be composed of nine members

24 to be appointed by the President, by and with the advice and

25 consent of the Senate. During an individual's term of mem-



136

23

1 bership on the Board, the individual shall not engage in any

2 other business, vocation, or employment. Not more than five

3 members of the Board shall be of the same political party. At

4 least five members of the Board shall be members of the

5 health or medical professions who are experts in the delivery

6 of health care services.

7 (B) Of the nine Board members at least one member

8 shall be a medical doctor; a;. least one member shall represent

9 the hospital industry; at list one member shall represent the

10 insurance industry; and at least one member shall represent

11 the interest of enrollees. The person representing enrollees

12 shall be familiar with the health care needs of eligible individ-

13 uals, experienced in dealing with problems associated with

14 the furnishing of such services, and not engaged in or have

15 any financial interest in any trade, business, or employment

16 which furnishes or pays for health care items or services

17 which are included in the benefits under the health care serv-

18 ices program established by this title.

19 (2)(A) Each member of the Board shall hold office for a

20 term of five years, except that-

21 (i) a member appointed to fill a vacancy occurring

22 during the term for which his predecessor was appoint-

23 ed shall be appointed for the remainder of that term,

24 and
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1 (ii) the terms of office of the members first ap-

2 pointed shall expire, as designated by the President at

3 the time of their appointment, at the end of one, two,

4 three, four, and five years, respectively, after the date

5 of enactment of this Act.

6 (B) A member who has served for two consecutive five-

7 year terms shall not be eligible for reappointment until two

8 years after he most recently ceased to serve as a member of

9 the Board.

10 (3) The President shall designate one of the members of

11 the Board to serve, at the will of the President, as Chairman

12 of the Board.

13 (b) The Board shall-

14 (1) provide advice to the Secretary as specified in

15 other provisions of this title, and in general furnish its

16 advice and recommendations to the Secretary with re-

17 spect to the administration of this title (including rec-

18 ommendations regarding tfle appropriate level of capi-

19 station payments for enrollees in each health service

20 area and the maximum limit (as established pursuant to

21 section 105(0) for such enrollees),

22 (2) continually monitor, study, and review this

23 title and its administration with a view to (A) deter-

24 mining the extent to which it is effectively, efficiently,

25 and economically achieving its purpose, (B) identifying
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1 and recommending to the Secretary and the Congress

2 changes in this title and its administration needed in

3 order more effectively, efficiently, or economically to

4 achieve such purpose, and

5 (3) annually submit to the Congress a report on

6 the administration of this title, which report shall dis-

7 close the cost of administration of this title for the year

8 with respect to which the report is submitted, and shall

9 include the Board's recommendations for any legisla-

10 tive changes in or affecting this title.

11 (c)(1) The Secretary shall make available to the Board

12 all information pertaining to the functions of the Board which

13 is available to him (exclusive of information which is protect-

14 ed by privilege or immunity) from sources within the Depart-

15 meant of Health, Education, and Welfare.

16 (2) The Secretary shall use his good offices to acquire

17 and make available to the Board all information pertaining to

18 the functions of the Board (exclusive of information which is

19 protected by privilege or immunity) from Federal, State, and

20 local government agencies outside the Department of Health,

21 Education, and Welfare.

22 (d)(1) The Secretary shall furnish the Board with such

23 staff as may be required to enable the Board effectively to

24 carry out its duties and functions.

S. 1014-4
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1 (2) The Secretary, in furnishing such staff for the Board,

2 is authorized to establish and fix the compensation for, not

3 more than twenty positions in the professional, scientific, and

4 executive service. The fixing of compensation of any such

5 position shall be subject to the approval of the Office of Per-

6 son nel Management.

7 (e) There is hereby established the position of Executive

8 Director of the Board. The Executive Director shall be ap-

9 pointed by the Board, with the approval of the Board, and

10 shall perform such duties as the Board may assign to him.

11 HEALTH SERVICE AREA OFFICES

12 SEC. 133. (a) The Secretary shall establish in each

13 health service area a Maternal and Child Health Protection

14 Office, together with such branch facilities as he may find

15 necessary or appropriate to carry out the duties of the Office.

16 (b) It shall be the duty of each such Area Office (as well

17 as that of any branch facility thereof) to-

18 (1) provide to individuals in the area pertinent in-

19 formation regarding the health insurance program es-

20 tablished by this title, and its administration (including

21 a list of all participating carriers serving the area),

22 (2) receive, investigate, and make proper referral

23 of, and suggest appropriate corrective measures in con-

24 nection with, complaints received by eligible individuals

25 and enrollees regarding such program, the carrier with
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1 whom they are enrolled, or any item or service with

2 respect to which they are entitled to secure benefits

3 under such program,

4 (3) make to the Secretary (and in accordance with

5 regulations, to the Board) recommendations with re-

6 spect to the administration of such program.

7 AREA ADVISORY BOARDS

8 SEC. 134. (a) The Board shall appoint for each of the

9 administrative areas, established or utilized by the Secretary

10 for the administration of this title, an Area Advisory Board.

11 (b) Each Area Advisory Board shall be composed of ten

12 members appointed by the National Maternal and Child

13 Health Board, and shall include-

14 (1) individuals who are representatives of-

15 (A) qualified health care practitioners (or or-

16 ganizations or associations thereof),

17 (B) qualified providers of service (or organi-

18 zations or associations thereof), and

19 (C) carriers (or organizations or associations

20 thereof),

21 each of whom is outstanding in fields related to mater-

22 nal and child health care; medical, hospital or other

23 health activities; or the carrying on of the business of a

24 carrier; and
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1 (2) individuals (who shall constitute a majority of

2 the Area Advisory Board) who are representatives of

3 eligible individuals, each of whom is familiar with the

4 needs of eligible individuals in the region for health

5 care services, is experienced in dealing with problems

6 associated ith the furnishing of such services, and is

7 not engaged in, and does not have any financial inter-

8 est in, any trade, business, or employment which fur-

9 nishes or pays for health care items or services which

10 are included in the benefits under the health care serv-

11 ices program established by this title.

12 (c) Each Area Advisory Board shall meet as often as it

13 deems appropriate.

14- (d) It shall be the function of each Area Advisory Board

15 to advise the National Maternal and Child Health Board

16 (through such representative as it may specify) of all matters

17 directly relating to the administration of this title in the area

18 in which such Board is established, including (1) methods and

19 procedures employed in the handling of complaints, and (2)

20 recommendations regarding the appropriate capitation pay-

21 meant for enrollees in the area and the maximum limit (as

22 established pursuant to section 105(0) for such enrollees, and

23 methods and procedures necessary to assure public comment

24 in determining such payments and such limit.

-7 n i n
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1 (e) Members of each Area Advisory Board, while serv-

2 ing on business of such Council (inclusive of traveltime) shall

3 receive compensation at rates fixed by the Board, but not in

4 excess of the daily equivalent of the rate of pay prescribed for

5 GS-18 of the General Schedule under section 5332 of title 5,

6 United States Code; and while so serving away from their

7 homes or regular places of business, they may be allowed

8 travel expenses, including per diem in lieu of subsistence, as

9 authorized by section 5703 of title 5, United States Code, for

.0 persons in the Government service employed intermittently.

[1 PROFESSIONAL STANDARDS REVIEW ORGANIZATIONS

12 SEC. 136. (a) Except to the extent that the Secretary

13 (with the advice of the Board) shall by regulations otherwise

14 provide, the provisions of part B of title XI of the Social

15 Security Act shall be applicable to services furnished to eligi-

16 ble individuals under the health services program established

17 by this title in like manner and to the same extent as such

18 provisions are applicable to health care services for which

19 payment may be made under the Social Security Act. Such

20 regulations shall exempt from application to health services

21 under the program established by this title, provisions of part

22 B of title X1 of such Act which are inconsistent with any

23 specific provision of this title, are contrary with the purposes

24 of this title, or would be counterproductive to the effective,

25 efficient, and economical administration of this title.
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1 (b) Expenses incurred in the administration of part B of

2 title XI of the Social Security Act shall be payable from

3 funds appropriated to carry out the provisions of this title, in

4 such amounts as the Secretary shall deem to be fair and equi-

5 table after taking into consideration the costs attributable to

6 the administration of such part with respect to the health

7 service benefits program established by this title, and each of

8 the several plans and programs referred to in section 1168 of

9 such Act.

10 (c) If in any health service area (or part thereof), there

11 is no act"* e Professional Standards Review Organization es-

12 tablished pursuant to part B of title XI of the Social Security

13 Act, or, if the Secretary (with the advice of the National

14 Maternal and Child Health Board or the Area Advisory

15 Board) determines that such an Organization which is estab-

16 lished with respect to such area (or part thereof) is not prop-

17 erly performing utilization and related review functions, the

18 Secretary shall assure that an appropriate system to perform

19 utilization and related review functions with regard to bene-

20 fits under this title for such area until such time as there is

21 for such area such an Organization which effectively per-

22 forms such functions.
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1 PART C-MISCELLANEOUS PROVISIONS

2 INITIAL RULES AND REGULATIONS

3 SEC. 151. The Secretary shall, with the advice of the

4 Board, promulgate the rules and regulations to carry out the

5 health protection program established by this title and to im-

6 plement any other provisions of this title within eighteen

7 months following the date of enactment of this Act, All such

8 rules and regulations shall be promulgated in accordance

9 with the administrative procedure established by subchapter

10 H of chapter 5, United States Code.

11 OBSERVANCE OF RELIGIOUS BELIEFS

12 SEC. 152. Nothing in this title shall be construed to

13 authorize the Secretary, the Board, or any other person to

14 compel any individual to undergo any medical screening, ex-

15 amination, diagnosis, or treatment, or to accept any other

16 health care services provided under this title, if such individu-

17 al objects (or, in the case of a child, his parent or guardian

18 objects) thereto on religious grounds.

19 FREE CHOICE BY PATIENT

20 SEC. 153. Any eligible individual may enroll for the

21 health benefits program established by this title with any par-

22 ticipating carrier serving the health service area in which

23 such individual resides, and may, in accordance with and sub-

24 ject to the contract between such carrier and the Secretary,

25 obtain health care services covered under such program from
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1 any qualified provider of services or qualified health care

2 practitioner who undertakes to provide him such services.

3 EFFECTIVE PERIOD OF PROGRAM

4 SEc. 154. Benefits under the health services program

5 established by this title shall be provided only during the last

6 thirty-six months of the sixty-month period which begins on

7 the first day of the month following the month in which this

8 Act is enacted. Not later than the end of the first twenty-four

9 months of such sixty-month period, the Secretary and the

10 Board shall have taken such steps as are necessary or appro-

11 priate to assure that eligible individuals will, to the maximum

12 extent feasible, have adequate opportunity to have enrolled

13 with participating carriers so as to be able to secure benefits

14 under sLch program on account of services received during

15 the first and succeeding months of such last thirty-six

16 months.

17 AUTHORIZATION OF APPROPRIATION

18 SEC. 155. There are hereby authorized to be appropri-

19 ated for each fiscal year such sums as are necessary to carry

20 out the provisions of this title.

21 REDUCTION IN PERSONAL EXEMPTION UNDER INTERNAL

22 REVENUE CODE FOR ELIGIBLE INDIVIDUALS

23 SEC. 156. Section 151 of the Internal Revenue Code of

24 1954 is amended by adding at the end thereof the following

25 new subsection:
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1 "(f) REDUCTION IN AMOUNT OF EXEMPTION IN THE

2 CASE OF ELIGIBLE INDIVIDUALS UNDER TITLE I OF TIE

3 MATERNAL AND CHILD HEALTH PROTECTION BENEFITS

4 AND CATASTROI'IIIC MEDICAL EXPENSE REIMBURSEMEwNT

5 ACT.-If during any period within the taxable year an indi-

6 vidual is an eligible individual as defined in section 101(b) of

7 the Maternal and Child H[ealth Protection Benefits and Cata-

8 strophic Medical Expense Reimbursement. Act, the amount of

9 the exemption otherwise allowable with respect to such indi-

10 vidual under the preceding provisions of this section shall be

11 reduced by $100, but only if, during such period, benefits

12 under title I of such Act were authorized to be provided to

13 eligible individuals enrolled with participating carriers there-

14 under.".

15 TITLE II-CATASTROPHIC ILLNESS BENEFITS

16 PROGRAM

17 PART A-BASIC PROGRAM

18 DEFINITIONS

19 SEC. 201. For purposes of this title-

20 Secretary

21 (a) The term "Secretary" means the Secretary of

22 Health, Education, and Welfare.

23 Eligible Individui

24 (b) The term "eligible individual" means an individual

25 who meets the conditions prescribed in section 202.

S. 1014----5
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1 Carrier

2 (c) The term "carrier" means an individual, a voluntary

3 association, corporation, partnership, or other organization

4 which is lawfully engaged in providing, paying for, or reim-

5 bursing the cost of, health services under group policies or

6 contracts, medical or hospital service agreements, member-

7 ship or subscription contracts, or similar group arrangements,

8 in consideration of premiums or other periodic charges pay-

9 able to it.

10 Participating Carrier

11 (d) The term "participating carrier" means a carrier

12 which has in effect an agreement entered into with the Secre-

13 tary pursuant to section 208.

14 Health Service Area

15 (e) The term "health service area" means a geographic

16 area, within the United States, established in accordance

17 with section 207.

18 State

19 (f) The term "State" includes the District of Columbia,

20 the Commonwealth of Puerto Rico, the Virgin Islands,

21 Guam, and American Samoa.

22 United States

23 (g) The term "United States", when used in a geo-

24 graphical sense, means the States, the District of Columbia,
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1 the Commonwealth of Puerto Rico, the Virgin Islands,

2 Guam, and American Samoa.

3 Qualified Provider of Services

4 (h) The term "qualified provider of services" means a

5 health care facility which, in the case of a hospital, skilled

6 nursing facility, or home health agency, meets the conditions

7 for participation in the health insurance program established

8 by title XVHI of the Social Security Act, and in the case of

9 any other health care facility, meets applicable standards,

10 and any licensing or similar requirements, of the State and

11 locality in which it is situated.

12 Qualified Health Care Practitioner

13 (i) The term "qualified health care practitioner" means

14 an individual who furnishes health care services, and who, if

15 such individual furnishes services of the type for which pay-

16 ment is authorized to be made under title XVIII of the Social

17 Security Act, meets the conditions of participation under

18 such title, and, in the case of any other individual, meets

19 applicable standards, and any licensing or similar require-

20 ments, of the State and locality in which he furnishes serv-

21 ices, plus any standards which the Secretary prescribes to

22 assure the adequacy of the quality of the services furnished

23 by such individual.
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1 Board

2 (j) The term "Board" means the Catastrophic Medical

3 Expense Reimbursement Board established pursuant to sec-

4 tion 232.

5 Area Advisory Board

6 (k) The term "Area Advisory Board" means the Area

7 Board established pursuant to section 235.

8 Enrollee

9 (1) The term "enrollee" means an eligible individual who

10 is enrolled with a participating carrier under the catastrophic

11 reimbursement program established by this title, and includes

12 an eligible individual who is enrolled for benefits with the

13 Secretary under section 209.

14 Income

15 (in) The term "income" has the meaning assigned there-

16 to in section 211.

17 ELIGIBLE INDIVIDUALS

18 SEC. 202. (a) Every individual who-

19. (1) is a citizen of the United States, or

20 (2) is an alien resident of the United States and

21 has been lawfully admitted to the United States,

22 shall be eligible to secure the benefits provided by this title.

23 For purposes of paragraph (2), an alien shall be deemed to be

24 a resident of the United States, if at the time he receives any

25 health care service with respect to which he seeks to secure
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1 the benefits provided by this title, he has been continuously

2 physically present in the United States for not less than three

3 months, or he is legally authorized to remain in the United

4 States for the immediately succeeding three-month period.

5 (b)(1) The benefits provided by the program established

6 by this title may (except as is otherwise provided in section

7 209) be secured by an eligible individual only through a par-

8 ticipating carrier with which such individual is enrolled.

9 (2)(A) Any eligible individual may enroll with a partici-

10 paying carrier serving the health service area in which he

11 resides.

12 (B) The enrollment of an eligible individual with a par-

13 ticipating carrier shall be applicable to any covered health

14 care service received by such individual during the calendar

15 year in which the enrollment occurred (and, if such enroll-

16 ment occurs prior to April 16 of such year, the enrollment

17 shall also be applicable to the preceding calendar year).

18 SCOPE OF BENEFITS

19 SEC. 203. (a) An eligible individual who is enrolled in a

20 calendar year with a participating carrier under this title

21 shall, subject to and in accordance with the succeeding provi-

22 sions of this title, be entitled to be reimbursed for, or have

23 paid on his behalf, with respect to health care expenses in-

24 curred by him during such year an amount equal to-

S.1014---6



151

38

1 (1) 50 per centum of so much of such expenses as

2 are in excess of 10 per centum but not in excess of 20

3 per centum of such individual's income for such year,

4 and

5 (2) 100 per centum of so much of such expenses

6 as are in excess of 20 per centum of such individual's

7 income for such year.

8 (b)(1) In determining, for purposes of subsection (a), the

9 amount of the health care expenses incurred by an individual

10 during a calendar year and the amount of such individual's

11 income or such year, there shall be included the health care

1? expenses incurred, and the amount of income received,

13 during such year by each other member of such individual's

14 family, but only if such other member is (A) the spouse of the

15 individual, (B) a dependent of such individual, (C) the person

16 (or the spouse of the person) of whom such individual is a

17 dependent, or (D) a person who is a dependent of the same

18 person of whom such individual is a dependent.

19 (2) For purposes of paragraph (M)-

20 (A) the term "dependent" shall have the meaning

21 assigned to it b- regulations of the Secretary;

22 (B) the term "family" means two or more individ-

23 uals who are (i) related by blood, marriage, or adop-

24 tion, and (ii) living in a place of residence maintained

25 by one or more of them as his or their own home (and



152

39

1 for purposes of this clause, a child under age twenty-

2 two who is absent from home for the purpose of at-

3 tending an educational institution as a full-time student

4 shall be deemed while so absent to be living in such

5 place of residence); and

6 (C) the term "member", whcn used in reference

7 to a family, means an individual described in clause

8 (B).

9 (c) The Secretary, in order to assure that the protection

10 against the costs of catastrophic illness which this title is

11 designed to provide is reasonably effective in meeting its pur-

12 pose, may insure regulations-

13 (1) providing that in general, or in cases where

14 specified circumstances obtain, health care expenses

15 and income will be determined with respect to periods

16 of time less than a full calendar year (but not less than

17 a full calendar quarter),

18 (2) providing that prospective income will be

19 taken into account (as determined on the basis of cur-

20 rent income, if any) and other relevant factors (includ-

21 ing, in appropriate cases, actual income for preceding

22 periods), and

23 (3) containing such other appropriate provisions as

24 may be necessary to avert a distortion of an individ-

25 ual's income (including, but not limited to, distortions

- I M
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1 brought about when a person first becomes or ceases

2 to be a family member).

3 COVERED SERVICES

4 SEC. 204. Services with respect to which expenses,

5 which may be taken into account for the purpose of determin-

6 ing benefits under this title, shall consist of such-

7 (1) hospital services,

8 (2) surgical services,

9 (3) medical services,

10 (4) dental services,

11 (5) prescribed drugs, medicines, and prosthetic de-

12 vices, and

13 (6) other medical supplies and services,

14 as the Secretary (with the advice of the Board) shall deter-

15 mine to be appropriate for the provision of full and complete

16 physical and mental health care (including, in the case of a

17 child who is not an eligible individual enrolled for benefits

18 under the program established by title I of this Act, compre-

19 hensive pediatric services), but only in the case of any 3uch

20 item or service, if it is furnished by a qualified provider of

21 services or a qualified health care practitioner; and

22 (7) premiums for health insurance (including

23 amounts paid as premiums under part B of title XVIII

24 of the Social Security Act, relating to supplementary

25 medical insurance for the aged) if, and to the extent
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1 that such premiums are attributable to insurance cover-

2 ing one or more of the services included under the pre-

3 ceding provisions of this subsection.

4 LIMITATIONS ON EXPENSES WHICH MAY BE COUNTED

5 SEC. 205. (a) No expense with regard to an item or

6 service shall be taken into account in determining an individ-

7 uars benefits under this title, if and to the extent that-

8 (1) such item or service-

9 (A) is an item or service for which the indi-

10 vidual to whom it is furnished has no legal obliga-

11 tion to pay, and for which no other person (by

12 reason of such enrollee's membership in a prepay-

13 ment plan or otherwise) has a legal obligation to

14 pay,

15 (B) constitutes a personal comfort item,

16 (C) consists of custodial care,

17 (D) consists of cosmetic surgery (or is fur-

18 nished in connection therewith), except as re-

19 quired for the prompt repair of accidental injury

20 or for improvement of the functioning of a mal-

21 formed body member,

22 (E) is furnished outside the United States

23 (except to the extent otherwise provided in regu-

24 lations),
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1 (F) is not medically necessary (as determined

2 in the exercise of reasonable limits of professional

3 discretion), or

4 (G) is of a quality which fails to meet profes-

5 sionally recognized standards of health care, or

6 (2) the charge therefor (A) in case the service is

7 furnished by a provider of services, is in excess of the

8 reasonable cost of providing the service, and (B) in

9 case the service is furnished by a health care practi-

10 tioner, is in excess of the reasonable charge for such

11 service.

12 (b) Determinations under this section with respect to the

13 reasonable cost of a service furnished by a provider of serv-

14 ices, and the reasonable charge imposed for a service fur-

15 nished by a health care practitioner shall be made in accord-

16 ance with criteria which is consistent with the criteria em-

17 ployed in determining reasonable cost and reasonable charge

18 in the case of services for which payment is authorized to be

19 made under title XVIII of the Social Security Act.

20 (c) For purposes of this section, determinations of

21 whether an item or service is medically necessary, or is of a

22 quality which meets professionally recognized standards of

23 health care, shall be made in accordance with criteria em-

24 ployed to determine such matters by the professional stand-

25 ards review organization designated, pursuant to part B of
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1 title XI of the Social Security Act, for the area in which the

2 item or service is provided (or if no such organization has

3 been designated for such area, in accordance with appropri-

4 ate criteria and procedures employed under title XVIII of

5 such Act).

6 RESIDUAL NATURE OF BENEFITS

7 SEc. 206. (a)(1) It is the policy of the United States

8 that, in the administration of this title, an item or service

9 which, in the absence of the program established by this title,

10 would be furnished or paid for by another person (by reason

11 of a legal obligation of such person to do so, whether under a

12 public program or otherwise) shall be furnished or paid for by

13 such person in like manner as if the program so established

14 had not been established.

15 (2) Any provision of law, or of any contract or agree-

16 ment, which is contrary to the policy stated in paragraph (1)

17 is hereby declared to be void and of no force or effect.

18 (b)(1) In determining the amount of the expenses with

19 respect to health care which may be taken into account, in

20 the case of an individual claiming benefits under this title,

21 there shall, except as otherwise provided in the succeeding

22 provisions of this subsection, not be included any expense

23 (which except for this section would be taken into account) if

24 and to the extent that such expense is attributable to an item

25 or service described in subsection (a)(1).
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1 (2) If an individual having a right to receive, or have

2 paid for, an item or a service described in subsection (a)(1),

3 after having made proper application therefor, is unsuccessful

4 in obtaining such item or service, or having the same paid

5 for, such individual, by causing an assignment to be made to

6 the Secretary of all claims which he (or any other member of

7 his family) has a right to receive, or have paid for, such item

8 or service, shall be entitled to have the expense which he has

9 incurred for such item taken into account for purposes of de-

10 terrnining his benefits under this title in like manner, and to

11 the same extent, as if the legal obligation referred to in sub-

12 section (a)(1) did not exist.

13 (3) Whenever an individual makes an assignment to the

14 Secretary pursuant to paragraph (2) of his rights to have fur-

15 nished or paid for, by a person referred to in subsection (a)(1),

16 any item or service, the Secretary shall take appropriate

17 measures to recover from such person (including the institu-

18 tion of legal proceedings where appropriate) the reasonable

19 value of such item or service.

20 HEALTH SERVICE AREAS

21 SEC. 207. (a) In the case of any State in which there is

22 established one or more (or part of one or more) health sere-

23 ice areas under section 1511 of the Public Health Service

24 Act, the areas so established shall constitute health service

25 areas for purposes of this title, except that the Secretary,

47-2Q6 0 - 79 - 11
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1 with the approval of the Board, may divide any such area

2 into two or more parts, and, in such case each of such part

3 shall constitute a health service area for such purposes.

4 (b) In the case of any State in which there is not estab-

5 lished one or more (or part of one or more) health service

6 areas under section 1511 of the Public Health Service Act,

7 the Secretary, witf1 the advice of the Board, shall establish

8 within such State (or such State and any adjoining State or

9 States) such geographic areas as are appropriate for purposes

10 of this title, and the areas so established shall constitute

11 health service areas for such purposes.

12 AGREEMENTS WITH CARRIERS

13 SEC. 208. (a)(1) The Secretary shall (to the extent that

14 he is able to do so) enter into contracts with carriers under

15 which such carriers will administer the benefits authorized

16 wider this title in the various health service areas of the

17 United States. Each such contract shall be with respect to a

18 particular health service area.

19 (2) A contract with a carrier under this section shall

20 require the carrier-

21 (A) to reinsure with other carriers which elect to

22 participate, under an equitable formula based on the

23 total araount of their group health insurance benefit

24 payments in the health service area involved during

25 the latest year for which the information is available,
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1 to be determined by the carrier and approved by the

2 Secretary, or

3 (B) to allocate its rights and obligations under the

4 contract among its affiliates which elect to participate,

5 under an equitable formula to be determined by the

6 carrier and the affiliates and approved by the Secre-

7 tary.

8 (b) No contract under this section shall be entered into

9 with a carrier unless the Secretary (in conformity with appro-

10 priate standards and criteria established by him with the ap-

11 proval of the Board) finds that such carrier will perform its

12 obligations under the contract efficiently and effectively and

13 will meet such requirements as to financial responsibility,

14 legal authority, and other matters as the Secretary finds

15 pertinent.

16 (c) A contract entered into with a carrier under this sec-

17 tion with respect to a health service area shall provide that-

18 (1) the carrier will make payment of the benefits

19 authorized by this title to its enrollees (or on behalf of

20 such enrollees, to persons furnishing covered health

21 care services to them) in such area with respect to

22 health care expenses (as determined under this title) in-

23 cured by them,

24 (2) payment of such benefits on account of ex-

25 penses incurred by such enrollees for any health items
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1 or service shall be paid to the qualified provider of

2 services or the qualified health care practitioner fur-

3 nishing such item or service on behalf of the recipient

4 thereof or (in case such an item or service has already

5 been paid for other than under this title) to such

6 enrollees,

7 (3) the carrier shall not deny enrollment to any

8 eligible individual residing in such health service area

9 who seeks to enroll with such carrier for benefits under

10 this title,

11 (4) eligible individuals residing in such health

12 service area may enroll at any time during a calendar

13 year and enrollment during any calendar year shall be

14 effective for the entire calendar year,

15 (5) the carrier will furnish each enrollee a detailed

16 statement of the benefits provided under this title and

17 shall include such definitions, limitations, and exclu-

18 sions as the Secretary considers necessary or desirable,

19 (6) the carrier will take appropriate measures to

20 notify eligible individuals residing in the health service

21 area with respect to which the contract is effective that

22 such carrier is a participating carrier for such area and

23 inviting such individuals to enroll with such carrier for

24 the health benefits provided under this title,
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1 (7) the carrier will establish and maintain proce-

2 dures, which conform with specifications prescribed by

3 the Secretary with the advice of the Board, pursuant

4 to which an eligible individual enrolled with the carrier

5 will be granted an opportunity for a fair hearing by the

6 carrier, in any case where the amount in controversy is

7 $100 or more when requests for payment of covered

8 health care expenses are denied or not acted upon with

9 reasonable promptness or when the amount of payment

10 of covered expenses for any health item or service is in

11 controversy,

12 (8) the carrier villa furnish to the Secretary such

13 timely information and reports as he may find neces-

14 sary in performing his functions under ths title,

15 (9) the carrier will maintain such records and

16 afford such access thereto as the Secretary finds neces-

17 sary to assure the verification of the information and

18 reports referred to in paragraph (8) and otherwise to

19 carry out this title, and

20 (10) contain such other terms and conditions not

21 inconsistent with this section as the Secretary (with

22 the advice of the Board) finds necessary or appropriate.

23 (d)(1) Any contract with a carrier with respect to a

24 health service area under this section shall provide for pay-

25 ment by the Secretary to the carrier of a uniform per capita
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1 amount with respect to each eligible individual residing in

2 such area who is enrolled with the carrier. Such uniform

3 amount shall be fixed by the Secretary, with the advice of the

4 Board, so as reasonably and equitably to reflect, after taking

5 into account all relevant data, (A) the cost of benefit pay-

6 ments authorized by this title for the enrollees involved, and

7 (B) the reasonable and necessary cost incurred by the carrier

8 in the administration of the contract.

9 (2) Any such contract shall provide for retrospective ad-

10 justments in such uniform amount, if and to the extent that

11 the Secretary determines that the amount established pursu-

12 ant to paragraph (1) is greater or lesser than is required to

13 meet the criteria prescribed in paragraph (1) for the fixing of

14 such rate.

15 (3) Such per capita amounts payable to any carrier

16 under such a contract shall be paid in advance or in such

17 installments as is specified in the contract.

18 (e) Each contract under this section shall be for a term

19 of at least one year, and may be made automatically renew-

20 able from term to term in the absence of notice by either

21 party of intention to terminate at the end of the current term;

22 except that the Secretary may terminate any such contract at

23 any time (after such reasonable notice and opportunity for

24 hearing to the carrier involved as may be provided in regula-

25 tions if he finds that the carrier has failed substantially to
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1 carry out the contract or is carrying out the contract in a

2 manner inconsistent with the efficient and effective adminis-

3 tration of the health benefits program established by this

4 title.

5 CATASTROPHIC HEALTH BENEFITS IN HEALTH SERVICE

6 AREAS WITHOUT A PARTICIPATING CARRIER

7 SEC. 209. During any period during which there is not

8 in effect in any health service area a contract entered into

9 under this title with a participating calTier for the provision

10 on the benefits authoriz.-d by this title, the Secretary shall

11 provide such benefits in like manner and on the same terms

12 and conditions as would have been the case had there been in

13 effect such a contract. Any eligible individual enrolled for

14 such benefits with the Secretary under this section shall be

15 regarded as an "enrollee" as that term is employed in this

16 title.

17 BENEFITS IN HEALTH SERVICE AREAS HAVING NO

18 PARTICIPATING CARRIER

19 SEC. 210. During any period that there is not in effect

20 with respect to any particular health service area an agree-

21 ment with a carrier entered into pursuant to section 208, the

22 Secretary shall carry out the duties and functions which a

23 carrier having such an agreement would have been required

24 to perform under such a contract.
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1 DETERMINATION OF INCOME

2 SEc. 211. (a) For purposes of determining benefits

3 under this title, "income" means (subject to subsection (b))

4 both earned income and unearned income; and-

5 (1) "earned income" means only-

6 (A) wages as determined under section

7 203(f)(5)(C) of the Social Security Act, and

8 (B) "net earnings from self-employment", as

9 defined in section 211 of such Act (without appli-

10 cation of the second and third sentences following

11 subsection (a)(1 1), and the last paragraph of sub-

12 section (a)), including earnings for services de-

13 scribed in paragraphs (4), (5), and (6) of subsec-

14 tion (c); and

15 (2) "unearned income" means all other income,

16 including-

17 (A) support and maintenance furnished in

18 cash by a person other than a family member, of

19 the individual whose benefits are being deter-

20 mined, whose income is included in determining

21 such individual's income,

22 (B) any payments received as an annuity,

23 pension, retirement, or disability benefit; including

24 veterans' compensation and pensions; workmen's

25 compensation payments; old-age, survivors, and
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1 disability insurance benefits; railroad retirement

2 annuities and pensions; and unemployment insur-

3 ance benefits,

4 (C) cash gifts, support, and alimony pay-

5 ments provided to the individual whose income is

6 being determined in connection with a claim for

7 benefits under this title, by a ip:rson other than a

8 family member, or such individual, whose income

9 is included in determining such claim, and

10 (D) rents, dividends, interest, and royalties.

11 (b)(1) In determining, for purposes of this section, the

12 income of any individual or family, for any period of time,

13 there shall be excluded-

14 (A) the aggregate value of ay ash gifts which

15 do not exceed $240, if such period of time is equal to

16 twelve months, or, if such period of time is less than

17 twelve months, then an amount which bears the same

18 ratio to $240 as such period bears to twelve months,

19 and

20 (B) any scholarship, grant, fellowship, or loan re-

21 ceived for use in paying for tuition, books, and related

22 fees at any educational (including technical or vocation-

23 al education) institution.

24 (2) For purposes of paragraph (1) and subsection (a)-
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1 (A) a loan of $240 or more (or aggregate thereof)

2 shall be regarded as a gift if such loan-

3 (i) is unsecured (or is without adequate secu-

4 rity), or

5 (ii) has no maturity date; and

6 (B) in the case of a loan which-

7 (i) bears no interest, or

8 (ii) bears interest at a rate which is not more

9 than one-half of the prevailing rate of interest im-

10 posed with respect to similar loans,

11 the recipient of such loan shall be regarded as having

12 received, as a gift, an amount, with respect to any

13 period of time, equal to the excess of-

14 (iii) the amount of interest which would have

15 been payable by him, with respect to such period,

16 on such loan if such loan bore a rate of interest

17 equal to the prevailing rate of interest imposed (as

18 of the time such loan was made) with respect to

19 similar loans, over

20 (iv) the amount of interest (if any) payable by

21 him, with respect to such period, on such loan.

22 AGREEMENTS FOR UTILIZATION OF SERVICES OF STATE

23 AGENCIES

24 SEC. 212. (a)(1) The Secretary (with the advice of the

25 Board) shall make an agreement with any State which is able
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1 and willing to do so under which the services of the State

2 health agency or other appropriate agency (or the appropri-

3 ate local agencies) will be utilized by him for the purpose of

4 determining whether an agency or institution meets or con-

5 tinues to meet applicable conditions for a qualified provider of

6 services.

7 (2) Any such agreement shall fix the frequency of in-

8 spection of the agencies and institutions concerned, and shall

9 prescribe the qualifications of individuals making determina-

10 tions with respect to such agencies and institutions.

11 (b) The Secretary shall pay to any such State, in ad-

12 vance or by way of reimbursement, as may be provided in the

13 agreement with it (and may make adjustments in such pay-

14 ments on account of overpayments or underpayments previ-

15 ously made), for the reasonable costs of performing the func-

16 tions specified in the agreement.

17 OVERPAYMENTS AND UNDERPAYMENTS

18 SEC. 213. (a) Any payment under this title to any quali-

19 fled provider of service or other person with respect to items

20 or services furnished an individual shall be regarded as a PaN-

21 ment to such individual.

22 Nb) Whenever the SvcrvtarY finds that more or less than

23 the correct amount of benefits under this title has been paid

24 with respect to an enrollev. ',rper adniu'tmert or recovery

25 shall be made, in according v' it.Nh iatlon< prescribed by
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1 the Secretary (after consultation with the Board) for that

2 purpose.

3 PART B-ADMINISTRATION

4 ADMINISTRATION BY SECRETARY WITH ADVICE OF BOARD

5 SEC. 231. (a) This title shall be administered by the

6 Secretary, with the advice of the Board.

7 (b) To the maximum extent practicable, the Secretary,

8 in the administration of this title, shall (i) utilize the adminis-

9 trative unit or units, within the Department of Health, Edu-

10 cation, and Welfare, utilized for the administration of title

11 XVIII of the Social Security Act, and (ii) coordinate proce-

12 dures employed in the administration of this title with the

13 procedures employed in the administration of title I of this

14 Act and of such title XVIII.

15 CATASTROPHIC MEDICAL EXPENSE REIMBURSEMENT

16 BOARD

17 SEC. 232. (a)(1) There is hereby established, within the

18 Department of Health, Education, and Welfare, a Cata-

19 strophic Medical Expense Reimbursement Board to be com-

20 posed of five members to be appointed by the President, by

21 and with the advice and consent of the Senate. During an

22 individual's term of membership on the Board, the individual

23 shall not engage in any other business, vocation, or employ-

24 ment. Not more than three members of the Board shall be of

25 the same political party. At least three members of the Board
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1 shall be representatives of the health insurance business who

2 are experts in the financing of health care services.

3 (2)(A) Each member of the Board shall hold office for a

4 term of five years, except that-

5 (i) a member appointed to fill a vacancy occurring

6 during the term for which his predecessor was appoint-

7 ed shall be appointed for the remainder of that term,

8 and

9 (ii) the terms of office of the members first ap-

10 pointed shall expire, as designated by the President at

11 the time of their appointment, at the end of one, two,

12 three, four, and five years, respectively, after the date

13 of enactment of this Act.

14 (B) A member who has served for two consecutive five-

15 year terms shall not be eligible for reappointment until two

16 years after he most recently ceased to serve as a member of

17 the Board.

18 (3) The President shall designate one of the members of

19 the Board to serve, at the will of the President, as Chairman

20 of the Board.

21 (b) The Board shall-

22 (1) provide advice to the Secretary as specified in

23 other provisions of this title, and in general furnish its

24 advice and recommendations to the Secretary with re-

25 spect to the administration of this title (including rec-
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1 ommendations regarding the appropriate level of capi-

2 station payments for each health service area),

3 (2) continually monitor, study, and review this

4 title and its administration with a view to (A) deter-

5 mining the extent to which it is effectively, efficiently,

6 and economically achieving its purpose, (B) identifying

7 and recommending to the Secretary and the Congress

8 changes in this title and its administration needed in

9 order more effectively, efficiently, or economically to

10 achieve such purpose, and

11 (3) annually submit to the Congress a report on

12 the administration of this title, which report shall dis-

13 close the cost of administration of this title for the year

14 with respect to which the report is submitted, and shall

15 include the Board's recommendations for any legisla-

16 tive changes in or affecting this title.

17 (c)(1) The Secretary shall make available to the Board

18 all information pertaining to the functions of the Board which

19 is available to him (exclusive of information which is protect-

20 ed by privilege or immunity) front sources within the Depart-

21 ment of Health, Education, and Welfare.

22 (2) The Secretary shall use his good offices to acquire

23 and make available to the Board all information pertaining to

24 the functions of the Board (exclusive of information which is

25 protected by privilege or immunity) from Federal, State, and
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1 local government agencies outside the Department of Health,

2 Education, and Welfare.

3 (d)(1) The Secretary shall furnish the Board with such

4 staff as may be required to enable the Board effectively to

5 carry out its duties and functions.

6 (2) The Secretary, in furnishing such staff for the Board,

7 is authorized to establish and fix the compensation for, not

8 more than twenty positions in the professional, scientific, and

9 executive service. The fixing of compensation of any such

10 position shall be subject to the approval of the Office of Per-

11 sonnel Management.

12 (e) There is hereby established the position of Executive

13 Director of the Board. The Executive Director shall be ap-

14 pointed by the Board, with the approval of the Board, and

15 shall perform such duties as the Board may assign to him.

16 HEALTH SERVICE AREA OFFICES

17 SEC. 233. (a) The Secretary shall establish in each

18 health service area a Catastrophic Medical Expense Reim-

19 bursement Office, together with such branch facilities as he

20 may find necessary or appropriate to carry out the duties of

21 the Office.

22 (b) It shall be the duty of each such Area Office (as well

23 as that of any branch facility thereof) to-

24 (1) provide to individuals in the area pertinent in-

25 formation regarding the health insurance program es-
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1 tablished by this title, and its administration (including

2 a list of all participating carriers serving the area),

3 (2) receive, investigate, and make proper referral

4 of, and suggest appropriate corrective measures in con-

5 nection with complaints received by eligible individuals

6 and enrollees regarding such program, the carrier with

7 whom they are enrolled, or any item or service with

8 respect to which they are entitled to secure benefits

9 under such program,

10 (3) make to the Secretary (and in accordance with

11 regulations, to the Board) recommendations with re-

12 spect to the administration of such program.

13 AREA ADVISORY BOARDS

14 SEC. 234. (a) The Catastrophic Medical Expense Reim-

15 bursement Board shall appoint for each of the administrative

16 areas, established or utilized by the Secretary for the admin-

17 istration of this title, an Area Advisory Board.

18 (b) Each Area Advisory Board shall be composed of 10

19 members appointed by the Board, and shall include-

20 (1) individuals who are representatives of-

21 (A) qualified health care practitioners (or or-

22 ganizations or associations thereof),

23 (B) qualified providers of service (or organi-

24 zations or associations thereof), and
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1 (C) carriers (or organizations or associations

2 thereof),

3 each of whom is outstanding in fields related to health

4 care; health care financing; medical, hospital or other

5 health activities; or the carrying on of the business of a

6 carrier; and

7 (2) individuals (who shall constitute not less than

8 4 of the members of an Area Advisory Board) who are

9 representatives of eligible individuals, each of whom is

10 familiar with the needs of eligible individuals in the

11 region for health care services, is experienced in deal-

12 ing with problems associated with the furnishing of

13 such services, and is not engaged in, and does not have

14 any financial interest in, any trade, business, or em-

15 ployment which furnishes or pays for health care items

16 or services which are included in the benefits under the

17 health care services program established by this title.

18 (c) Each Area Advisory Board shall, meet as often as it

19 deems appropriate.

20 (d) It shall be the function of each Area Advisory Board

21 to advise the National Medical Expense Reimbursement

22 Board (through such representative as it may specify) of all

23 matters directly relating to the administration of this title in

24 the area in which such Advisory Board is established (includ-

25 ing methods and procedures employed in the handling of
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1 complaints and recommendations regarding the appropriate

2 capitation payment for the area and methods and procedures

3 necessary to assure public comment in determining such rec-

4 ommended payment).

5 (e) Members of each Area Advisory Board, while serv-

6 ing on business of such Council (inclusive of traveltime) shall

7 receive compensation at rates fixed by the Board, but not in

8 excess of the daily equivalent of the rate of pay prescribed for

9 GS-18 of the General Schedule under section 5332 of title 5,

10 United States Code; and while so serving away from their

11 homes or regular places of business, they may be allowed

12 travel expenses, including per diem in lieu of subsistence, as

13 authorized by section 5703 of title 5, United States Code, for

14 persons in the Government service employed intermittently.

15 PROFESSIONAL STANDARDS REVIEW ORGANIZATIONS

16 SEc. 235. (a)(1) Except to the extent that the Secretary

17 (with the advice of the Board) shall by regulations otherwise

18 provide, the provisions of part B of title X1 of the Social

19 Security Act shall be applicable to services furnished to eligi-

20 ble individuals under the health services program, established

21 by this title in like manner and to the same extent as such

22 provisions are applicable to health care services for which

23 payment may be made under the Social Security Act. Such

24 regulations shall exempt from application to health services

25 under the program established by this title, provisions of part
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1 B of title XI of such Act which are inconsistent with any

2 specific provision of this title, are contrary with the purposes

3 of this title, or would be counterproductive to the effective,

4 efficient, and economical administration of this title.

5 (2) If in any health service area (or part thereof), there

6 is no active Professional Standards Review Organization es-

7 tablished pursuant to part B of title XI of the Social Security

8 Act, or, if the Secretary (with the advice of the National

9 Medical Expense Reimbursement Board or the Area Adviso-

10 ry Board) that such an Organization which is established

11 with respect to such area (or part thereof) is not properly

12 performing utilization and related review functions, the Sec-

13 retary shall assure that an appropriate system to perform uti-

14 lization and related review functions with regard to benefits

15 under this title for such area until such time as there is for

16 such area such an Organization which effectively performs

17 such functions.

18 (b) Expenses incurred in the administration of part B of

19 title XI of the Social Security Act shall be payable from

20 funds appropriated to carry out the provisions of this title, in

21 such amounts as the Secretary shall deem to be fair and equi-

22 table after taking into consideration the costs attributable to

23 the administration of such part with respect to the cata-

24 strophic illness benefits program established by this title, and
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1 each of the several plans and programs referred to in section

2 1168 of such Act.

3 PART C-MISCELLANEOUS PROVISIONS

4 INITIAL RULES AND REGULATIONS

5 SEC. 251. The Secretary shall, with the advice of the

6 Board, promulgate the rules and regulations to carry out the

7 health protection program established by this title and to im-

8 plement any other provisions of this title within eighteen

9 months following the date of enactment of this Act. All such

10 rules and regulations shall be promulgated in accordance

11 with the administrative procedure established by subchapter

12 II of chapter 5, United States Code.

13 OBSERVANCE OF RELIGIOUS BELIEFS

14 SEC. 252. Nothing in this title shall be construed to

15 authorize the Secretary, the Board, or any other person to

16 compel any individual to undergo any medical screening, ex-

17 amination, diagnosis, or treatment, or to accept any other

18 health care services provided under this title, if such individu-

19 al objects (or, in the case of a child, his parent or guardian

20 objects) thereto on religious grounds.

21 FREE CHOICE BY PATIENT

22 SEC. 253. Any individual entitled to benefits under this

23 title may obtain health services covered therefur from any

24 qualified provider of services or qualified health care practi-

25 tioner which undertakes to provide him such services.
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1 OPTION OF INDIVIDUAL TO OBTAIN OTHER HEALTH

2 INSURANCE PROTECTION

3 SEC. 254. Nothing contained in this title shall be con-

4 strued to preclude any individual from purchasing or securing

5 (through collective bargaining or oLherwise) protection

6 against the costs of any health services.

7 EFFECTIVE PERIOD OF PROGRAM

8 SEC. 255. Benefits under the catastrophic illness bene-

9 fits program established by this title shall be provided only

10 during the last thirty-six months of the sixty-month period

11 which begins on the first day of the month following the

12 month in which this Act is enacted. Not later than the end of

13 the first twenty-four months of such sixty-month period, the

14 Secretary and the Board shall have taken such steps as are

15 necessary or appropriate to assure that eligible individuals

16 will, to the maximum extent feasible, have adequate opportu-

17 nity to have enrolled with participating carriers so as to be

18 able to secure benefits under such program on account of

19 services received during the first and succeeding months of

20 such last thirty-six months.

21 AUTHORIZATION OF APPROPRIATION

22 SEC. 256. There are hereby authorized to be appropri-

23 ated for each fiscal year such sums as are necessary to carry

24 out the provisions of this title.
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1 TITLE 111-GENERAL PROVISIONS

2 DETERMINATIONS; APPEALS

3 SEc. 301. (a) The determination of whether an individ-

4 ual is entitled to benefits under title I or II and the determi-

5 nation of the amount of such benefits shall be made (in ac-

6 cordance with regulations of the Secretary) by the participat-

7 ing carrier with which such individual is an enrollee.

8 (b)(1) Any individual who is dissatisfied with any deter-

9 mination under subsection (a) as to-

10 (A) whether he is entitled to benefits under this

11 title, or

12 (B) the amount Qf such benefits,

13 shall be entitled to a hearing thereon by the Secretary hs

14 provided in subsection (d) and to judicial review of the Secre-

15 tary's final decision after such hearing as is provided in sec-

16 tion (e).

17 (2) Notwithstanding the provisions of subparagraph (B)

18 of paragraph (1) of this subsection, a hearing shall not be

19 available to an individual by reason of such subparagraph (B)

20 if the amount in controversy is less than $100; nor shall judi-

21 cial review be available to an individual by reason of such

22 subparagraph (B) if the amount in controveijy is less than

23 $1,000.

24 (c) Any organization dissatisfied with a determination

25 that it is not a carrier, any institution or agency dissatisfied
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1 with a determination that it is not a qualified provider of

2 services, and any person who is dissatisfied with a determina-

3 tion of the Secretary that such person is not a qualified

4 health care practitioner, or any participating carrier dissatis-

5 fled with a determination that such carrier is not substantial-

6 ly complying with an agreement entered into with the Secre-

7 tary by reason of which it became a participating carrier,

8 shall be entitled to a hearing thereon by the Secretary as

9 provided in subsection (d), and to judicial review of the Secre-

10 tary's final decision after such hearing as is provided in sub-

11 section (e).

12 (d) Upon request (filed in accordance with regulations of

13 the Secretary) by a person who is dissatisfied with a determi-

14 nation of the Secretary with respect to which a hearing is

15 authorized by subsection (b) or (c), the Secretary shall give

16 such person reasonable notice and opportunity for a hearing

17 with respect to such determination, and, if a hearing is held,

18 shall, on the basis of evidence adduced at the hearing, affirm,

19 modify, or reverse his findings of fact and such determination.

20 Any such request with respect to such a determination must

21 be filed within sixty days after notice of such determination is

22 received by the person making such request. The Secretary is

23 further authorized, on his own motion, to hold such hearings

24 and to conduct such investigations, and other proceedings as

25 he may deem necessary or proper for the administration of
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1 this Act. In the course of any hearing, investigation or other

2 proceeding, he may administer oaths and affirmations, exam-

3 ine witnesses, and receive evidence. Evidence may be re-

4 ceived at any hearing before the Secretary even though inad-

5 missible under rules of evidence applicable to court

6 procedure.

7 (e) Any person, after any final determination of the Sec-

8 retary made after a hearing to which he was a party, irre-

9 spective of the amount in controversy, may (except as is oth-

10 erwise provided in subsection (b)(2)) obtain a review of such

11 determination by a civil action commenced within sixty days

12 after the mailing to him of notice of such determination or

13 within such further time as the Secretary may allow. Such

14 action shall be brought in the district court of the United

15 States for the judicial district in which the plaintiff resides, or

16 has his principal place of business, or, if he does not reside or

17 have his principal place of business within any such judicial

18 district, in the District Court of the United States for the

19 District of Columbia. As part of his answer the Secretary

20 shall file a certified copy of the transcript of the record in-

21 eluding the evidence upon which the findings and decision

22 complained of are based. The court shall have power to

23 enter, upon the pleadings and transcript of the record, a judg-

24 ment affirming, modifying, or reversing the determination of

25 the Secretary, with or without remanding the case for a re-
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1 hearing. The findings of the Secretary as to any fact, if sup-

2 ported by substantial evidence, shall be conclusive, and

3 where a claim has been denied by the Secretary or a decision

4 is rendered under subsection (c) which is adverse to a person

5 who was a party to the hearing before the Secretary, because

6 of failure of the claimant or such person to submit proof in

7 conformity with any regulation prescribed under subsection

8 (a) hereof, the court shall review only the question of con-

9 formity with such regulations and the validity of such regula-

10 tions. The court shall, on motion of the Secretary made

11 before he files his answer, remand the case to the Secretary

12 for further action by the Secretary, and may, at any time, on

13 good cause shown, order additional evidence to be taken

14 before the Secretary, and the Secretary shall, after the case

15 is remanded, and after hearing such additional evidence if so

16 ordered, modify or affirm his findings of fact or his determina-

17 tion, or both, and shall file with the court any such additional

18 and modified findings of fact and determination, and a tran-

19 script of the additional record and testimony upon which his

20 action in modifying or affirming- was based. Such additional

21 or modified findings of fact and decision shall be reviewable

22 only to the extent provided for review of the original findings

23 of fact and determination. The judgment of the court shall be

24 final except that it shall be subject to review in the same

25 manner as a judgment in other civil actions. Any action insti-
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1 tuted in accordance with this subsection shall survive not-

2 withstanding any change in the person occupying the office of

3 Secretary or any vacancy in such office.

4 (0 The findings and decision of the Secretary after a

5 hearing shall be binding upon all individuals who were par-

6 ties to such hearing. No findings of fact or decision of the

7 Secretary shall be reviewed by any person, tribunal, or gov-

8 ernmental agency except as herein provided. No action

9 against the United States, the Secretary, or any officer or

10 eriployee thereof shall be brought under section 24 of the

11 Judicial Code of the United States to recover on any claim

12 arising under this title.

13 REPEAL OF MEDICAL DEDUCTION IN INTERNAL REVENUE

14 CODE

15 SEC. 302. (a) Section 213 of the Internal Revenue Code

16 of 1954 (relating to medical, dental, etc., expenses) is

17 repealed.

18 (b) The table of sections to part VII of chapter 1 of such

19 Code is amended by striking out

"See. 213. Medical, dental, etc., expenses.".

20 (c) 'ection 57(b)(1) of such Co,2e (relating to items of

21 tax preference) is amended by striking out subparagraph (B).

22 (d) Section 104(a) of such Code (relating to compensa-

23 tion for injuries or sickness) is amended by striking out

24 "Except in the case of amounts attributable to (and not in
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1 excess of) deductions allowed under section 213 (relating to

2 medical, etc., expenses) for any prior taxable year, gross"

3 and inserting in lieu thereof "Gross".

4 (e) Section 105(b) of such Code (relating to amounts re-

5 ceived under accident and health plans) is amended by strik-

6 ing out "Except in the case of amounts attributable to (and

7 not in excess of) deductions allowed under section 13 (relat-

8 ing to medical, etc., expenses) for any prior taxable year,

9 gross" and inserting in lieu thereof "Gross".

10 (0 The amendments and repeals made by this subsection

11 shall be effective only in the case of taxable years beginning

12 after January 1, 1982.

13 PENALTIES

14 SEC. 303. (a) Whoever-

15 (1) knowingly and willfully makes or causes to be

16 made any false statement or representation of a mate-

17 rial fact in any application for any benefit or payment

18 under the health benefits program established by title

19 I, or under the catastrophic illness benefits program es-

20 tablished by title II, or this Act,

21 (2) at any time knowingly and willfully makes or

22 causes to be made any false statement or representa-

23 tion of a material fact for use in'determiling rights t'O

24 any such benefit or payment,
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1 (3) having knowledge of the occurrence of any

2 event affecting (A) his initial or continued right to any

3 such benefit or payment, or (B) the initial or continued

4 right to any such benefit or payment of any other indi-

5 vidual in whose behalf he has applied for or is receiv-

6 ing such benefit or payment, conceals or fails to dis-

7 close such event with an intent fraudulently to secure

8 such benefit or payment either in a greater amount or

9 quantity than is due or when no such benefit or pay-

10 ment is authorized, or

11 (4) having made application to receive any such

12 benefit or payment for the use and benefit of another

13 and having received it, knowingly and willfully con-

14 verts such benefit or payment or any part thereof to a

15 use other than for the use and benefit of such other

16 person,

17 shall (A) in the case of such a statement, representation, con-

18 cealment, failure, or conversion by any person in connection

19 with the furnishing (by that person) of items or services for

20 which payment is or may be made under either such pro-

21 gram, be guilty of a felony and upon conviction thereof fined

22 not more than $25,000 or imprisoned for not more than five

23 years or both, or (B) in the case of such a statement, repre-

24 sentation, concealment, failure, or conversion by any other

25 person, be guilty of a misdemeanor and upon conviction
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1 thereof fined not more than $10,000 or imprisoned for not

2 more than one year, or both.

3 (b)(1) Whoever solicits or receives any remuneration (in-

4 eluding any kickback, bribe, or rebate) directly or indirectly,

5 overtly or covertly, in cash or in kind-

6 (A) in return for referring an individual to a

7 person for the furnishing or arranging for the furnish-

8 ing of any item or service for which payment may be

9 made in whole or in part under the health benefits pro-

10 gram established by title I, or under the catastrophic

11 illness benefits program established by title II, of this

12 Act, or

13 (B) in return for purchasing, leasing, ordering, or

14 arranging for or recommending purchasing, leasing, or

15 ordering any good, facility, service, or items for which

16 payment may be made in whole or in part under either

17 such program,

18 shall be guilty of a felony and upon conviction thereof, shall

19 be fined not more than $25,000 or imprisoned for not more

20 than five years, or both.

21 (2) Whoever offers or pays any remuneration (including

22 any kickback, bribe, or rebate) directly or indirectly, overtly

23 or covertly, in cash or in kind to any person to induce such

24 person-
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1 (A) to refer an individual to a person for the fur-

2 nishing or arranging for the furnishing of any item or

3 service for which payment may be made in whole or in

4 part under either such program, or

5 (B) to purchase, lease, order, or arrange for or

6 recommend purchasing, leasing, or ordering any good,

7 facility, service, or item for which payment may be

8 made in whole or in part under either such program,

9 shall be guilty of a felony and upon conviction thereof, shall

10 be fined not more than $25,000 or imprisoned for not more

11 than five years, or both.

12 (3) Paragraphs (1) and (2) shall not apply to-

13 (A) a discount or other reduction in price obtained

14 by a provider of services or other entity under either

15 such program if the reduction in price is properly dis-

16 closed and appropriately reflected in the costs claimed

17 or charges made by the provider or entity under such

18 program, and

19 (B) any amount paid by an employer to an em-

20 ployee (who has a bona fide employment relationship

21 with such employer) for employment in the provision of

22 covered items or services.

23 (c) Whoever knowingly and willfully makes or causes to

24 be made, or induces or seeks to induce the making of, any

25 false statement or representation of a material fact with re-



187

74

1 spect to the conditions or operation of any institution or fa-

2 cility in order that such institution or facility may qualify

3 (either upon initial certification or upon recertification) as a

4 qualified provider of services, shall be guilty of a felony and

5 upon conviction thereof shall be fined not more than $25,000

6 or imprisoned for not more than five years, or both.
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I would like to briefly outline my legislation for your considera-
tion and attempt, even though we don't have a lot of charts and
studies to back it up, to answer any questions you may have. Of
course, my office will provide other detailed information for the record
at a later time if requested.

The key features of this proposal, Mr. Chairman, are, first, it pro-
rides comprehensive health care services to preschool children and
pregnant women. In addition, it provides comprehensive coverage
for all Americans against the costs of catastrophic illness.

Second, it emphasizes preventive health care and contains provi-
sions to help hold down overall health care costs. Third, it relies on
private health insurers and existing medical institutions and it mini-
mizes the role of the Federal Government. Fourth, it is completely
voluntary, and it has a sunset provision requiring review of the pro-
grain and reauthorization after 5 years.

Finally, Mr. Chairman, it is affordable in these belt-tightening
times, and I think it should be relatively easy to administer. The
proposal's centerpiece is the initiation of comprehensive medical and
dental care for children aged 5 and under and pregnant women.
It would provide complete care irrespective of ability to pay for every
one of these persons in those categories who need it.

The selection of children and pregnant women is a logical one. They
represent our future health care costs so that providing care as early
as possible is a sound investment.

Mr. Chairman, this is the key to this proposal. It is in fact preven-
tive medicine. It is in fact an attempt to cut off the costs of future
medical costs, whether through the private sector or public sector, by
taking care of the people who will eventually be the adult and senior
citizens of the country.

Children and pregnant women also offer the ideal group on which
to implement preventive practices and policies, a central component
of a truly effective and cost-efficient national health care program.

Furthermore, Mr. Chairman, children are a fairly stable popula-
tion for whom care can be provided routinely by primary care physi-
cians or nurses and other health practitioners; therefore focusing a
national health care plan on them would reduce the potential for pro-
viding unneeded services and runaway costs.

Mr. Chairman, in 1976, the per capfta expenditure for children under
19 years of age was $249, compared to $547 for those age 19 to 64, and
$1,251 for those 65 and older. Children constitute one-third of our
population, yet use only one-seventh of our health resources.

Similarly, good health care for pregnant women is readily produci-
ble, fairly 'predictable, and though not minimal in cost, has'been dem-
onstrated time and again to be tremendously valuable in improving
the health of newborn infants and ivlucing future illness. Despite
existing Federal programs, children, especially poor children, receive
fewer health care benefits than any other group. Less than 50 percent
of eligible children receive standard immunization against costly and
potentially fatal diseases.

Last year, only 21 percent, 15 percent under age 6, of children eligi-
ble for HEW's early and periodic screening, diagnostic and treatment
program actually received benefits, 21 percent. One in five infants born
prematurely will die within the first year of life, and the others will
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be prone to serious and often irreparable illness, and yet it is medically
possible to reduce much of the problem simply through routine care
prior to and during pregnancy. Under this legislation, participation
by both recipients and providers would be voluntary.

Physicians would have a choice of participating in the program ex-
clusively, either participating simultaneously with the standard fee
for service system or not participating at all. Patients could, of course,
choose any doctor they wish. Payment by the Federal Government to
providers of services would be a fixed amount per enrolled individual.
Patients would sign up with participating providers who would -eceive
payment in advance.

This so-called capitation form of payment provides incentives to
physicians to deliver necessary care in the most efficient manner, and
it eliminates any incentive to provide unnecessary goods or services.
The program would be administered by two separate national boards
established within the Department of Health, Education, and Welfare,
and assisted by local boards.

The board would set capitation rates, administer the program, and
review and improve it as needed. Boards would also involve public
officials, doctors, and insurers in the task of holding down the tre-
mendous costs of medical care.

Finally, Mr. Chairman, my plan has a Sunset provision, as I men-
tioned, so that after 5 years its continuation or expansion would re-
quire reauthorization by Congress. I fully expect the plan to provide
a working example of an eXective health care delivery system on
which we might base implementation of a comprehensive program for
the entire population if that is the direction in which the country
chooses to go.

The program I advocate would be financed through general rev-
enues plus a reduction in the personal exemption for eligible recipi-
ents from $1,000 to $900. According to our best estimates, the cost of
this legislation would be between $13 billion and $18 billion. What will
people get in return? In many families, there will be one child under 6.
Under this plan, that family will save an average of $355 per year in
medical costs for that young child.

In addition, when the wife becomes pregnant, the family will save
about $1,700 in pre- and post-natal care. Clearly, this average family
gains more in health benefits than it pays in taxes. Every family of
any income would in addition have Government-funded insurance
against catastrophic illness, protecting it from financial devastation
by extremely expensive illness or injury.

This payment plan, Mr. Chairman, is fair because every taxpayer
will participate in an improved national health system according to
income level. Also, larger families which will benefit more will con-
tribute a slightly larger amount if they have more children under
6 years of age.

Some of the major differences between this proposal and others
are as follows. Senator Kennedy's proposal calls for uniform access
for all citizens to a specified standard of care. To do this, employers
would be required to provide insurance for Government-specified
benefits. The Federal Government would pay for similar insurance for
the poor, unemployed, and other uninsurables, and would control costs
by means of prospective budgeting and deregulation. The estimated
cost of that plan would be about $60 billion annually.

47-296 0 - 79 - 13
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My plan differs by offering a more limited approach. Specifically,
it provides, as I said, comprehensive care for children and pregnant
women. It uses capitation payments to control costs rather than Gov-
ernment-mandated fees, and uses income tax revenue for financing
instead of the inherently inflationary employer-mandated insurance
plan.

President Carter's proposal relies on passage of hospital cost con-
tainment legislation to control escalating costs and expands a program
similar to the present medicaid system to additional poor and near-
poor persons. The President's proposal also contains, as you know, a
catastrophic plan with a fixed $2,500 deductible for individuals and
$1,250 for senior citizen deductible.

The plan which I propose does not use the present health care
delivery model to provide health benefits. Instead, access for women
and children is provided without regard to income. While I agree
that sectors of the population other than children need increased
health services, I chose children because preventive health care for
that population offers the greatest long-term health returns and, as
I have said, I think it is the right thing to do.

The deductible in my catastrophic plan is income related, because
financial catastrophe is a relative thing. This is an important distinc-
tion, Mr. Chairman. Under this plan, insurance would pay 50 percept
of out-of-pocket costs between 10 and 20 percent of an individual's
annual income. The plan would pay 100 percent of out-of-pocket medi-
cal expenses exceeding 20 percent of an individual's annual income.

A fixed deductible of $2,500 per senior couple would be absolutely
devastating to most seniors on a fixed, limited monthly income.

Mr. Chairman, those are the principal details of the proposal.
I would be very glad to try to answer any questions. Let me just con-
trast finally my proposal with the Dole-Danforth-Domenici plan,
which offers some needed reforms for the medicare provisions of the
Social Security Act and an employment-related catastrophic plan with
an extremely high deductible.

Once again, my plan differs from this plan on the issue of deduct-
ibles. A fixed deductible, especially a high one, will offer no assistance.
to the persons who most need protection against financial catastrophe
brought about by serious illness.

hVile this plan does not-indeed, no plan can-solve at once all of
the ills of the present system, I think it does represent a reasonable,
fiscally responsible, and'administrable plan with which to begin.

Mr. Chairman, I will be glad to try to answer any questions you
have. As I say, I don't have a lot of charts and graphs, but I appre-
ciate this committee's consideration of what I consider to be a serious
approach to a very serious problem.

The CHAIRMAN. Thank you very much, Senator Hart.
Senator Ribicoff ?
Senator Rmicorr. No questions.
The CHAIRMAN. Senator Dole?
Senator DOLE. I don't have any questions, except to compliment the

Senator from Colorado, not just for his testimony today, but for his
long interest in I think what we all agree is a very serious problem,
and I think it has to be hopefully a bipartisan effort to find some
solution, and I would hope that during t: e discussions, and I assume



191

we will have a number, that the Senator from Colorado will be avail-
able or his staff will be available for continuing input, because it
occurs to me that the final product may well be a combination of four
or five or six different proposals, certainly including the one that you
have introduced. I appreciate your testimony.

Senator HART. I thank the Senator from Kansas for his remarks.
The CHAIRMAN. Senator Bradley?
Senator BRADLEY. No questions.
The CHAMIMAN. Senator Chafee?
Senator CHAFEE. Thank you, Mr. Chairman.
Do I understand, Senator, from your testimony that you say that

50 percent of the children do not receive basic inununization that is
available?

Senator HART. That is the information we have.
Senator CHAFFt Yes. The problem, as I find it, and I think your

approach is a good one-as I understand it, it is a concentration on
preventive medicine for children 5 and under-isn't one of the prob-
lems so much of this immunization is free now, and that somehow
people don't take advantage of it? I don't know how we get people
there to use the immunization programs. Our State runs great anti-
measles vaccination clinics and so forth, imnmunization programs, and
I am sure yours does, too, and yet we end up with your statistics. How
doyou solve that problem?

Senator HART. Well, Senator, as you well know, I think all of us
are aware of the maldistribution of care in this country and it relates
a lot to geographics. People in rural areas generally don't have the
kind of services people in urban areas do, and don't always have access
to comprehensive health services, even where there are Federal pro-
grams. There are differing views as to how well the vaccination pro-
grams have been administered in terms of making those programs
available to people in rural areas and in poor areas of cities. You still
miss a lot of people.

I think if this were a comprehensive national program, available to
every child in this country, and the weight of not only Congress but
of the executive branch were behind it, we would overcome what I
think have been some of the systematic barriers to making Govern-
ment-sponsored programs available to people in rural areas. That is
certainly one thing that I think any plan that any of us come up with
ought to address; that is. how to overcome these geographic problems.

Senator CHAFEE. It isn't so much geographic, although I am sure
that is a factor. It is somehow just getting the horse to water and
making him drink. People just don't avail themselves. I suspect a
substantial portion of the population just plain don't bother to take
the polio vaccine that is available. Parents don't give it to their young
children. They think polio seems to have disappeared.

Anyway, that is something that can be done, I think, with tremen-
dous effort between the administration, State, and the medical
societies.

Now, do I understand that you would finance your program through
a reduction of the personal exemption on the income tax?

Senator HART. Yes.
Senator CHAFEE. What is the individual exemption now, $1,000?
Senator HART. $1,000.
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Senator CIAFEE. And you would cut that back down to $900
Senator ll.AIT. That's right, $100 per individual. We calculate that

would raise about $3 billion in revenues of the $13 billion on the low
side, $18 billion on the high side total program cost. The reason for the
$5 billion discrepancy from the low side to the high side is, how many
other Government programs this plan would replace. We calculate that
possibly it could replace about $4 billion to $5 billion in other Federal
expenditures, which would drive the total cost down to about $13 bil-
lion. If it didn't replace that much, obviously the cost would go up.

Senator CHFrEE. I just think your approach is a very exciting one,
and I would like to know more about it. Frankly, I didn't get a copy
of your statement. Were they distributed?

Senator HAnT. Yes. We can make one available to you.
Senator CHrAE. OK, fine. Thank you very much.
Senator trART. Thank you.
The CHAIRMAN. Senator Durenberger?
Senator DURENWRTGEIR. Senator, I compliment you on your area of

concentration on the under 5, and potential and actual mothers. I am
not sure I agree with some of the logic that I see articulated here, just
because they are only consuming $250 per person per year against
$1,200 and something in the over 65, but needless to say, my concerns
are first about the financing, and second, the lack of an income stand-
ard, although that may not be a correct interpretation of what I see
here. Third, I guess your choice of income tax revenues rather than the
payroll tax which is in the Long bill or some other thing using infla-
tion as a rationale, it seems to me that if there is anything inflationary
in this system it is the income tax, in which we are being taxed on in-
flation to begin with. I guess I can't quite buy the logic that we can't
look to a payroll tax or a premium tax or something else that puts at
least part of the load on employers or insurers or whatever, but per-
haps just in the form of a question, would vou address yourself to the
financing part of it and the eligibility as it relates to income?

Senator HART. Yes. First of all, lef me make clear that bv present-
ing the statistics about who consumes more, how much health care
costs per age group, I did not by any means intend to suggest that
this bill was pitched to the younger because they are cheaper to treat.
The reason why it costs an average of $1,200. or $1,250 a year to treat
a senior citizen; is because they -i,-ln't get good treatment when they
were 5 years old, and all I amr, . sNing is, we can do the right thing
and the most economic thing at the saine time for a civilized society:
treat those who deserve and need the care most in some respects, the
children, and save the society an enormous economic burden in later
years by using essentially a preventive medicine approach.

So, I apologize if the statistics seem to indicate that I was going
to the lower chronological end of the ladder essentially to save money.
That wasn't the theory at all. It is essentially -a preventive medicine
idea.

Let me iust sav about the income tax system, the Senator from
Kansas and I and a few others, have been very outspoken over the
last few years, about the whole issue of indexing of the personal in-
come tax'brackets and rates. We have spoken out because of the very
concern you mention. It is a serious issue we call the inherently in-
flationary impact of bracket creep. But I think the idea of going to
the employer, or to the payroll tax system, is inflationary because
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those costs- obviously are passed on to the consumer in the economy.
That is the whole point here. What we are trying to do is get away
from that by suggesting the general- revenue approach, which I think
on balance would not be as inflationary as passing those costs on to
the consumer and society.

We are going to try to balance the budget, to bring some control
over inflation. I think that can be done, given the revenues figures
I have seen on the Budget Committee. I believe we can balance the
budget and afford a program of this magnitude.

Senator I)URF.NBEROR. How about the. issue of ability to pay as it
relates to the provision of services? Catastrophic is free. The family
will save $1,700 in prenatal and postnatal care. I take it that is all
families, regardless of income.

Senator HART. That's right.
Senator DUIJRENBEROER. Do you feel that is good public policy?
Senator HART. Provision of services to pregnant women and chil-

dren is provided to all families regardless of the ability to pay is
involved in the sliding scale of the deductible for the catastrophic plan.
It isn't a fixed amount, but it is calculated as a percentage of income.
That is in effect an ability to pay. If there is discrimination in my
proposal, it is at. the upper income levels, because people in the higher
income brackets, in order to meet the first 10-percent break where 50
percent of costs are paid for, will obviously be talking about very
Jarge medical expenditures. And certainly for high income people to
reach the 20 percent mark, after which everything is covered, we are
talking about very large medical expenditures.

On the other hand, if you take the flat deductible approach you are
discriminating against people at the lower income levels-senior citi-
zens and very poor people who obviously can almost not at all afford
the $2,500. So, there is, in effect, an ability-to-pay provision in the cata-
strophic by the sort of escalating step.

Senator DURENBERGER. Are you talking about a sliding scale
deductible?

Senator HART. Yes, in effect. The individual under the catastrophic
scheme would pay everything up to 10 percent of income; between 10
and 20 percent of income, he or she would pay 50 percent, the Govern-
ment or the insurance would pay the other 50 percent; about 20 percent
of income, everything is taken care of.

Senator DURENBFROER. Thank you.
The CHAIRMAN. Senator Danforth?
Senator DANFORTH. No questions, Mr. Chairman.
The CHAMMAN. Thank you very much.
Senator HART. Thank you, Mr.'Chairman. I appreciate your time.
The CHAIRMAN. The Chair now recognizes the able Senator from

Kansas, Mr. Dole.
Would you care to take.the witness stand, Senator?
[The prepared statement of Senator Dole follows:]

DOLE CALLS FOR NATIONAL CATASTROPHIC HEALTH INSURANCE PLAN

WASHINOTON.-Senator Bob Dole (R-Ks.) today called for the enactment
of a catastrophic health insurance plan before the Senate Finance Committee.
The following is the text of Senator Dole's statement before the Committee:

Mr. Chairman, over a century has passed since Ralph Waldo Emerson told
an audience "the first weal-th is health." Emerson's maxim remains true; the
health of a nation is intimately related to the wealth of its economy. America
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is a rich nation, whose people are nonetheless drained by the costs of an enor-
mous governmental structure. She is a nation proud of her achievements in the
medical field; yet, as many as 46 million of her people have been estimated to
have little or no protection froin tile economic ravages of catastrophic Illness,

It is to correct this sad oversight, that Senators Danforth and Domenilci have
_ Joined me in introducing S. 748.

It has been estimated that as many as seven million American families paid
15 percent or more of their income for medical care last year. Because all
Americans share tile fear of financial destruction, I believe we have an obliga-
tion to address this issue and move beyond the arguments of tile past, which
tell us that we should do nothing unless we do everything.

In seeking agreement on a proposal, I ask the Comnnittee to keep In mind two
fundamental principles: first, it scarcely bears repeating that our number one
problem today is persistent, double digit inflation. It tears at the very fabric
of American society, dividing people among artificial and deadly lines. And the
number one cause of our current inflation is excessive Federal spending.

As a result, we who desire a system of health insurance must also remember
this : we accomplish little or nothing if we protect our citizens from catastrophic
health costs, while driving up the cost of all other goods and services. We
would only rob an already impoverished Peter to pay Paul.

The second basic principle I ask you to keel) in mind is this: experience teaches
us that cost controls invariably lead to scarcity, rationing and further inflation.
We need look no further than the current oil shortage for confirmation. To
those waiting in line to buy gasoline--and that may well Include some of the
faces in this room-I ask you to think twice before adopting any grandiose new
scheme of regulating a free market. Contrary -to some, the Federal government
is not divine-we cannot feed the multitudes with a few loaves and fishes.
Neither can we guarantee quality health care for every American, while rigidly
controlling prices. For all time public disagreement, both Senator Kennedy and
President Carter would do this, and they would do something else. They would
overlook the basic economic fact that cheap health services, like cheap gasoline,
benefit no one if they are unavailable.

The proposals introduced by the distinguished Chairman, Senator Long, and
S. 748, focus oil catastrophic protection. Tile proposals outlined, but not yet
introduced by the Administration, Senator Schweiker, and Senator Kennedy
include protection against catastrophic expenses as well as various elements of
comprehensive protection. In my opinion, a program providing catastrophic cov-
erage as well as some needed changes in Medicare will resolve most of time real
)roblems that we face in this area. It is also my opinion that such a program

can be accomplished by relying almost entirely on the strong parts of our pri-
vate health sector.

The first decision, then, that the Commimttee must make is whether we will
propose a program of catastrophic coverage, or whether we will report out a
bill that provides comprehensive, government controlled health care for every-
one in this country. A complete government takeover of the heal-th industry is
unneeded and unwise. Tie cost controls measures included in these compre-
hensive bills may result in a decrease in the quality of health care and the
availability of this care. One objection to comprehensive bills and which rises
above all of these (Pthers, however, is that we simply cannot afford the price tag.

During the recent press debate over various health insurance proposals, the
bill introduced by Senators Danforth, Domenici and me has often been ignored.
The political pundits have chosen rather to concentrate on the grander proposals
made by Senator Kennedy and President Carter.

As the debate now shifts from the media to the Congress, the responsible legis-
lation that we have introduced will, hopefully, be seriously considered. One thing
is certain, however; no health insurance proposal will become law without strong
support from Republicans as well as Democrats. While the press may choose to
Ignore Repubican proposals, the Congress must weigh the input of all its members.

The principle assets of the 3 "D" bill, I believe, closely reflect the needs and
wants of the American people. Our proposal provides protection for all Americans
against financial ruination from the costs of catastrophic illness. It accomplishes
this goal in the least expensive way and it accomplishes it through the private
sector without creating another mammoth governmental bureaucracy.

In these times of fiscal restraint ar, talk of balanced budgets, the 3 "D" bill
would cost the Federal Treasury about $3 billion and private employers approxi-
mately -the same amount. By contrast, the Administration proposal is estimated to



195

to cost $30 billion and Senator Kennedy's bill is estimated at $40 billion. Even
the Chairman's most recent proposal has a price tag in excess of $10 billion. I
suggest that the country cannot afford so lavish a program.

There is no secret to the relative frugality of the 3 "D" bill. It cost less because
it does not attempt to pay for all of the health needs of all Americans. It sets out
to protect our citizens against the cost of catastrophic illness and it accomplishes
Its goal without frills or excess.

'Second, our proposal is preferable to the others before the Committee because
it accomplishes its end almost entirely through the private sector. No new bu-
reaucracy is needed and none was created. The 3 "D" bill relies on the strengths
of our present health system to provide needed catastrophic coverage.

There are basically three population groups of Americans that need cata-
strophic health protection: the elderly, the workforce and the poor. Using these
three categories as a framework, I will describe the Dole, Danforth, Domenici
proposal.

MEDICARE RECIPIENTS

The Medicare program currently provides coverage to 27 million elderly and
disabled. The program covers approximately 38 percent of the health care ex-
penses incurred by the elderly- -leaving them responsible for 72 percent; on the
average of $1,360 per year per individual.

In spite of these statistics, Medicare has, to a great extent, been a relatively
successful program, and with some limited improvements such as those that we
suggest, could solve many of the problems faced by the elderly.

The Dole-Da nforth-Domenlcl bill, unlike the other proposals, maintains the
Medicare program, essentially expanding it to include catastrophic benefits.

HOSPITAL CARE BENEFIT

Current law requires an initial patient deductible ($160 in 1979) and then
medicare pays in full for hospital services for the first 60 days. Medicare con-
tinues to pay for these services from the 61st through the 90th day, except for a
daily copayment ($40 in 1979). After the 90th day, beneficiaries are required to
pay an additional amount per day ($80 in 1979). It is easy to see that an extended
illness of more than 60 days could quickly exceed most senior citizens' budgets.

The proposed plan deletes the limitaton on 'the number of days covered by in-
patient hospital services and eliminates all copayment requirements after the
60th day. The deductible remains in recognition of the importance of some cost
sharing at the noncatastrophic level for the patient.

It is clear that after the 60th day, the cost starts to escalate and many senior
citizens would be literally wiped out financially without some additional
assistance.

SKILLED NURSING HOME SERVICES

The same Is true of nursing homes. Under current law, medicare will pay for
inpatient care in a participating skilled nursing facility following hospitalization.
After the 20th day, however, there is a daily patient copayment requirement ($20
in 1979). Our plan makes skilled nursing facility services more available by
eliminating the copayment requirement and lengthening the time after discharge
from a hospital during which you can transfer to an SNF. It is also our intention
to ease restrictions on reentry into an SNF after discharge from such a facility.

By making these services more readily available, unnecessary use of acute hos-
pital services can often be avoided.

HOME HEALTH SERVICES

Home health services benefits are improved by deleting the current 100 visit
limitation and 3-day prior hospitalization requirement. Also, the home bound
requirement for such services will be liberalized, occupational therapy will be
considered a primary service, and all home health aids will require appropriate
training.

By upgrading home health services, more patients will be offered the oppor-
tunity of being cared for in the home. Patients should be encouraged to participate
in limited activities such as adult day care as they might desire and not be
forced to return to more expensive skilled nursing facilities or acute care facili-
ties because of rules that do not accommodate reasonable circumstances.
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MENTAL HEALTH BENEFITS

The plan calls for a modest increase in coverage of out-patient psychiatric
benefits to $750 per year with cost-sharing that is consistent with other physi-
cian services.

Additionally, community mental health centers are recognized as providers.
The Secretary of Health, Education, and Welfare is directed to determine the
appropriate number of visits which will be covered. We believe we must move
cautiously in this area to avoid the potential for abusr or overuse in the future,
while still moving forward in making these important services more available.

LONG-TERM DRUG BENEFIT

"Catastrophic" coverage will begin for Medicare beneficiaries when they have
incurred $5,000 in expenses for certain covered services or have spent an amount
equal to 20 percent of that deductible out-of-pocket for these same services.
The deductible amount is for fiscal year 1980. In future years, this amount
will be indexed to the medical care component of the consumer price index and
other health care economic measures.

Certain prescription drugs, while not normally a covered expense, would
count toward calculating the deductible and would be covered under the cata.
strophic program after the deductible has been met. This limited drug benefit
(similar to one passed by the Senate as part of the 1972 Medicare/Medicaid
Amendments) would include payment for drugs traditionally used on a long-
term basis for chronic problems, such as hypertension. Such drugs often com-
prise a significant portion of the patient's out-of-pocket expenses. Once the
beneficiary meets the $5,000 incurred expense deductible or the out-of-pocket
deductible, payment for these drugs would be made until termination of the
catastrophic benefit period. Although this drug provision is limited because
of cost, it is our hope that fuller coverage could be provided in the future.

Once the catastrophic test has been met, Medicare would pay 100 percent of
the usual and customary charges or reasonable cost, whichever is appropriate,
for services covered under Medicare, Part B, such as doctor bills. Since Medi-
care usually pays 80 percent of such charges, this provision would serve to
protect the Medicare beneficiary from additional out-of-pocket expenses during
a catastrophic situation.

The financing mechanism for these modifications in the present Medicare
benefits will be unchanged from the existing program. Although estimates are
still very preliminary, our current projections for the cost of these program
changes are between $500 to $700 million in fiscal year 1981. All of these Medi-
care changes will go into effect January 1, 1981, except for the drug benefit
which would begin January 1, 1982.

PRIVATE CATASTROPHIC INSURANCE

The intent of the second part of the plan is to assure that the lrge majority
of the employed population has available the option of protecting themselves
and their families from catastrophic illness through the purchase of private
insurance.

This, I am sure, will cause some controversy and some opposition to our
proposal, but all employers will be required to offer their employees group
health insurance with minimal catastrophic benefits. These plans will include
coverage for inpatient hospitalization after the 60th day of hospitalization
and payment for certain services which are identical to those provided under
Part B of Medicare without copayment after $5,000 in medical expenses for those
services has been incurred.

Because of the problems evident with a two part deductible, I now believe
a single dollar limit would be a better approach. I propose that we report a
bill with a maximum personal liability deductible of $3,000 for an individual
and $5,000 for a family. This would mean a new cost of approximately $2
billion to the employer and employee combined.

This minimal coverage would have to be offered to all who have been employed
for 30 days and work at least 25 hours per week without regard to health status.
Employees would be free to choose to participate or not, and plans could not
exclude benefits for preexisting medical conditions.
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The plan calls for a cost-sharing which would limit the employee's share of the
premium to a maximum 25 percent of the cost of catastrophic coverage.

The bill includes provisions to allow tax deductions for premium costs for both
the employer and employee. The employer would be allowed to claim a business
expense for health insurance premiums only if the policy contains the requisite
catastrophic coverage. As under current law, employees would Tbe able to deduct
one-half of the cost of their premiums (up to $150). However, we require that the
plan, in order to qualify for deduction purposes, must incude the minimum
catastrophic benefits defined by this act.

There are provisions to continue coverage during periods of unemployment. The
employer will be required to continue his contribution for a maximum of 3
months; after which the employee could continue coverage at his own expense.

The 3 'D" proposal provides a limited, five year, sliding scale tax subsidy to
employers whose payroll costs increase 2 percent or more becausL of compliance
with this mandate.

The employer should receive assistance at the time of most severe impact. A
five year limit on the subsidy program provides ample opportunity to the employer
to adjust their budget, and protects the Federal Treasury again long term
revenue losses.

Employers would be subject to a civil penalty for not offering an appropriate
plan to their employees. Employees would also ite able to bring a private right of
action against any employer, who fails to make aval able the required catastro-
phic coverage, for amounts that would have been payable under such coverage.

It Is our belief by requiring at least mininium catastrophic insurance coverage
for those who are employed we will significantly decrease the total number of
unprotected individuals since over one-third of those without any health insur-
ance are full-time wage earners and heads of families. Also, when an employed
family head is without insurance, the chances are 8 in 10 the family members are
also without Insurance. This proposal recognizes the importance in reaching
those without adequate coverage by including the entire family unit in approved
plans. All employers will be required to comply by January 1, 1982.

RESIDUAL MARKET PLAN

While there appears to be a consensus growing, or at least the ground work
for consensus in the areas of Medicare reform and employer based insurance,
there is little agreement in the area regarding protection for the poor and near
poor.

The Administration bill, the Kennedy bill and two of the three Long proposals.
suggest we substantially expand the Federal role in providing care to those indi-
viduals and their families through Medicaid or a similar program.

While I agree that some changes in the Medicaid program are necessary, I do
not believe that further expansion of this government program or creation of
yet another program is the only solution to assisting those not currently eligible.

Those who choose (except those covered by Medicare, 'Medicaid, or private in-
surance) can participate in the third portion of this program. The purpose of
this portion of the plan is to provide the opportunity for those who are not other-
wise covered to purchase a private catastrophic health insurance plan.

The Secretary of Health, Education, and Welfare will enter Into agreements
with private insurance companies for them to make available policies which pro-
vide catastrophic coverage. These benefits would include coverage for hospital
services after the individual or family unit has been hospitalized for 60 days in
a year and coverage for medical services after $5.000 expenses have been incurred
for these services. I believe these deductibles should also be changed to a single
indexed deductible as I explained earlier.

The second-alternative--deductille included in these plans would allow cover-
age to begin once the individual or family has an out-of-pocket for covered serv-
ices equal to 15 percent of their adjusted gross income. This allows for a much
truer definition of catastrophic for the low income.

Possible improvements in the administration of this section have become evi-
dent to us since introduction of our bill and should be considered. However, the
concept of assisting people purchase private insurance rather than expanding
Government programs is clearly preferable.

Insurance companies would establish premiums which would be community
rated. The premiums might vary from one area to another, but they would not
vary based on the Individual's or his family's health status.
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A subsidy would be provided to those with lower incomes to assist them in pur-
chasing a policy. This subsidy would be indexed according to Income such that
someone without income could have their entire premium paid for by the Govern-
ment while someone whose income was 120 percent of the national poverty level
would pay the entire premium, The indexing would be phased in such a manner
as to avoid an '"notching." We believe that this approach will enable all those who
so desire to purchase catastrophic health insurance for a price they can afford.

The 3 "D" would also expand the existing Medicaid program. The bill man-
dates that states provide catastrophic coverage for their recipients once an in-
dividual or family meets the $5000 or 60 day deductible. However, I now believe
we might consider other changes in the Medicaid program which would afford the
states the opportunity to test out alternatives to their present systems best
suited to the problems they have experienced.

A block grant approach to medicaid title XX moneys and title V moneys, simi-
lar in design to the welfare block grant program that Senator Long and I intend
to introduce tomorrow, should be considered.

Our goal with the welfare block grant program Is to provide a strong incentive
for the states to eliminate error, waste and fraud in welfare programs, and to re-
duce overall welfare spending, while at the same time allowing the states to mold
their own programs to their particular needs.

The welfare bill also provides fiscal relief to all states which may be used to
reduce overall state welfare spending and Increase basic benefits for the truly
needy.

A similar approach with similar goals might well be appropriate in an attempt
to solve the many problems facing the Medicaid program.

CONCLUSION

The bill that Senators Danforth, Domentci, and I introduced was a working
document. We sought out and received many suggested improvements which I be-
lieve should be included in our bill. I believe the authors of the other proposals
pending before us feel much the same way about their bills.

Let us deliberate over the merits and flaws of the health proposals before us.
Let us try for a moment or two to put away the siren call of partisan politics and
keep in mind what it is we're doing here.

We're here to confront a serious national problem. We're charged with ad-
dressing that problem in a manner that is cost efficient and protective of the
quality of American health care.

I look forward to working with each of you in addressing these concerns.

STATEMENT OF HON. ROBERT DOLE, U.S. SENATOR FROM THE
STATE OF KANSAS

Senator DOLE. Senator Danforth may want to join me. He is the
second of tle three D's

Senator )ANFORTII. I am going to sit up here and throw you hang-
ing curve balls.

rGeneral laughter.]
Senator l)OLE. Mr. Chairman, I think in the interest of time, I would

ask that my statement be made a paint of the record, and I will
summarize, because I think there is some interest in knowing a little
about what the various proposals do and do not do.

I think IT nder Secretary Champion indicated the need for us to do
something. I don't have any quarrel with his first few charts, which
point up the millions of people who don't have adequate coverage, and
some who have none at all. That is an oversight that we have tried to
address in the Dole-Danforth-Domenici proposal. It has also been
estimated that about 7 million Americans paid 15 or more percent
of their income for medical care last year. and it seems to me that this
is why we ought to address in particular the one area of catastrophic
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coverage. I guess it may bear repeating; the problem is, as everyone
on this committee knows, this double-digit inflation. How much can
we afford? Maybe not what we would like to do if we had the resources,
but how much can we afford?

I think the second basic principle is that if we mandate cost con-
trols, it is going to lead to scarcity and rationing and further inflation.
I think we can look at the current oil shortage for confirmation. To
those waiting in line to buy gasoline, and that may well include some
of the faces in this room, I ask you to think twice before adopting any
grandiose new scheme of regulating a free market.

Contrary to some, the Federal Government is not divine. We cannot
feed the multitudes with a few loaves and fishes. Neither can we guar-
antee quality health care for every American while rigidly controlling
prices. For all the public disagreement, both Senator Kennedy and
President Carter would do this, and they would do something else.

They would overlook the basic economic fact that cheap health services,
like cheap gasoline, benefit no one if they are unavailable.

The proposal introduced by the distinguishexl chairman, Senator
Long-S. 760-and my proposal-S. 748-focus on catastrophic pro-
tection. The proposals outlined but not introduced by the administra-
tion, Senator Schweiker, and Senator Kennedy, include protection
against catastrophic expenses as well as various elements of compre-
hensive protection.

In my opinion, a program providing catastrophic coverage as well
as some needed changes in medicare will resolve most of the real
problems that we 5ce in this area. It is also my opinion that such a
program could be accomplished by relying almost entirely on the
strong parts of ur private health sector, and so I guess the first
decision the committee must make is whether we are going to impose
a program of catastrophic coverage or provide out a bill that pro-
vides comprehensive Government health care for everyone in this
country.

We have had a lot of debate, a lot of indication in the press, in the
media. It seems to me, as I have said earlier, and I don't fault anyone
for the interest when you have such powerful leaders as Senator
Kennedy and President Carter with differing views on health care,
but it is time now to move, to shift the attention to the Congress, to
see if we can pass with bipartisan support responsible legislation.

Now, I believe that the principal assets of the "3D" bill closely
reflect the needs and wants of the American people. It does provide
protection for all Americans against financial ruination from the
costs of catastrophic illness. It accomplishes this goal in the least
expensive way and through private sector without creating another
mammoth governmental bureaucracy.

Now, we leok at the cost, and I would assume that probably none
of the cost. figures are totally accurate at this point, but ours would
cost the Federal Treasury about $3 billion, and privAte employers
about the same amount, and we have all had estimates on the costs
of the administration proposal and the Kennedy proposal, and even
the chairman's most. recent proposal has a price tag in excess of $10
billion, and so we get into a question of just how much we can afford,
notwithstanding how much we might want to do.
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There is no secret about the relative frugality of the 3D bill. It costs
less because it doesn't attempt to pay for all the health needs of
all Americans. It sets out to protect our citizens against the cost of
catastrol)hic illness, and it accomplishes this without frills or excess.

Second, I believe the proposal is preferable to others before the
committee because it accomplishes its end almost. entirely through
the private sector. We don't need a nev bureaucracy. We rely on
the strengths of our present health system to provide needed cata-
st roph ic cove rage.

Then I would just very quickly indicate just which groups the 3D
proposal addresses. First, it addresses the elderly. It addresses the
work force, and it addresses the poor. Using these three categories,
I will quickly indicate how it does this.

We are all aware that the medicare program curmntly provides
coverage to '27 million elderly and disabled. It covers approximately
33 percent of the health care expenses incurred by the elderly, leav-
ing them responsible for 72 percent, on the average about $1,360 per
year per individual.

In spite of these statistics, medicare has to a great extent been a rela-
tively successful program, and with some limited improvements, such
as those that wve suggest, can solve many of the problems faced by the
elderly.

The 3D proposal, unlike the others, maintains the medicare pro-
gram, essentially expanding it to include catastrophic benefits. Current
law requires an initial patent deductil)le of $160 in 1979, and then medi-
care pays in full for hospital services for the first 60 days. Medicare
continues to pay for these services from the 61st through the 90th (lay,
except for a daily copayment of $,40 in 1979. After the 90th day, bene-
ficiaries are required to pay an additional amount per (lay of $80 in
1979.

It is easy to see that an extended illness of more than 60 days could
quickly exceed most senior citizens' budgets. The 3D plan deletes the
limitation on the number of days covered by inpatient hospital serv-
ices, and eliminates all copavment requirements-after the 60th (lay.

The deductible, remains in recognition of the importance of some
cost sharing at the noncatastrophic level for the patient. It is clear that
after the 60th day the cost starts to escalate, and many senior citizens
could be literally'wiped out financially without some additional assist-
ance. The same is t rue of nursing homes.

Under current law, medicare will pay for inpatient care in a partici-
pating skilled nusing home facility following hospitalization. After
the 20th day, however, there is a daily )atient copayment requirement,
$20 in 1979. Our plan makes skilled nursing facility services more
available by eliminating the copayment requirement, and lengthening
the time after discharge from the hospital during which you can trans-
fer to a skilled nursing facility.

It is also our intention to ease restrictions on reentry into a skilled
nursing facility after discharge fromn such facility. By making these
services more readily available, unnecessary use of acute hospital serv-
ices can often be avoided.

Another portion of our bill that is of particular interest to Senator
l)omcnici -and I think al-) to Senator Packwood. who is not a cosponsor



201

but who has an interest in this area, home health service benefits are
improved by deleting the current 100-visit limitation, and 3-day prior
hospitalization requirement. Also, the homebound requirement for
such services will be liberalized. Occupational therapy will be consid-
ered a primary service, and all home health aides will require appro-
priate training.

By upgrading home health services, more patients would be offered
the opportunity of being cared for in the home, and patients should be
encouraged to part icipate in limited activities such as adult day care,
as they might desire not to be forced to return to more expensive skilled
nursing facilities or acute care facilities because of rules that do not
accommodate reasonable circumstances.

The plan calls for a modest increase in coverage of outpatient
psychiatric benefits, $750 per year, with cost sharing that is con-
sistent with other physician services. Additionally, community mental
health centers are recognized as providers. The Secretary of HEW
is directed to determine the appropriate number of visits which will
be covered.

We believe we must move cautiously in this area to avoid potential
abuse or overuse in the future while still moving forward in making
these important services available.

LONG-TER31 DRUG BENEFITS

Catastrophic coverage will begin for medicare beneficiaries when
they have incurred $5,000 in expenses for certain covered services or
spent an amount equal to 20 percent of that deductible out of pocket
for these same services. The deductible amount is for fiscal year 1980.
In future years, this amount will be indexed with the medical care
component of the consumer price index and other health care
economic measures.

Certain prescription drugs, while not normally a covered expense.
would count toward calculating the deductible and would be covered
under the catastrophic program after the deductible has been met.
This limited drug benefit, similar to the one passed by the Senate
as a part of the 1972 nm(licare-nmedicai(l amendments, would include
payments for drugs traditionally used on a long-term basis for chronic
l)roblems such as hypertension.

Such drugs often comprise a significant portion of the patient's out-
of-pocket expenses. Once the beneficiary meets the $5,000 incurred
expense deductible or the out-of-pocket (tedluctible, paylnent for these
(irugs would be made until termination of the catastrophic benefit
period. Although this drug provision is limited because of cost, it is
our~ hope that fuller coverage can be provided in the future.

Once the catastrophic test has been met, medicare would pay 100
percent of the usual and customary charges or reasonable cost, which-
ever is appropriate, for services covered under niedicare part B, such
as doctors' bills.

The financing mechanism for these modifications to the present
medicare benefits will be unchanged in the existing program. Al-
though estimates are still very preliminary, our current projection
of the cost of these program changes are between $500 million to
$700 million in fiscal year 1981. All of these medicare changes will



202

go into effect on January 1, 1981, except for the drug benefit, which
will begin in January of. 1V82. That is the first part of the plan.

I think the second part is very much like that proposed by the
administration, and somewhat like Senator Kennedy's, and very much
like S. 760 proposed by Senator Long. The intent of the plan is to
assure that the large majority of the eml)Ioyed population has avail-
able the option of protecting themselves and their families from
catastrophic illness tiirough the purchase of private insurance.

I am certain there is going to be some controversy. Some of the
employers will be under some stress having to meet some of the pay-
ments, paying for the coverage, but these plans will include coverage
for in-patient hospitalization after the 60th day of hospitalization
and payment for certain services which are identical to those provided
under part 13 of medicare without copayment after $5,000 in medical
expenses for those services.

Because of the problems evident with a two-part deductible, which
we have in our bill, I now believe that a single dollar limit would be a
better approach. I propose that we report a bill with a maximum
personal liability deductible of $3,000 for an individual and $5,000
for a family. This would mean a new cost of approximately $2 billion
to the employer-employee combined.

This minimal coverage would have to be offered to all who had been
employed for 30 (lays and who work at least 25 hours per week, with-
out regard to health status. The plan calls for cost sharing, which
would limit the employee's share of the premium to a maximum of 25
percent, which is somewhat different than the chairman's proposal,
where I believe the employer would pick up all the costs.

The bill includes provisions to allow tax deductions for premium
costs for both the employer and employee. The employer would be al-
lowed to claim a business expense for health insurance premiums only
if the policy contains the requisite catastrophic coverage. As under
current law, employees would be able to deduct one-half the cost of
their premiums up to $150. However, it would require that the plan,
in order to qualify for deduction purposes, must include the minimum
catastrophic benefits defined by this act.

We also provide in our proposal that the employee would be required
to continue his contributions for 3 months after termination of employ-
ment. After that, the employee would have to provide his own coverage
at his own expense. We provide a limited 5-year sliding scale tax
subsidy to employers whose payroll costs increase 2 percent or more
because of compliance with tlis mandate.

The employer should receive assistance at the time of most :'evere
impact. A 5-year limit on the subsidy program provides ample op.
l)ortunitv, we believe, for adjustment.

Employers would be subject to a civil penalty for not offering aft
appropriate plan to their employees. Employees would also be able to
bring a private right of action against any employer who fails to
make available the required catastrophic coverage for the amounts
that would have been payable under such coverage.

It is our belief that by requiring at least a minimum catastrophic
insurance coverage for those who are employed, we will significantly
decrease the total number of unprotected individuals, since over one-
third of those, without any health insurance arc full-time wage earners
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and heads of families. Also when an employed family head is without
insurance, the changes are 8 in 10 the family members are also without
insurance and this proposal recognizes the importance in reaching
those without adequate coverage by including the entire family unit
i a )proved plans.

All employers will be required to comply by January 1, 1982.
Then, finally, the so-called residual market plan, and I don't be-

lieve we do as much in this area as the chairman would do under some
of the medicaid changes, there seems to be a consensus growing, or
at least the ground work for a consensus in the areas of medicare re-
form and employer based insurance. There is little agreement in the
area regarding protection for the poor and the near poor. The ad-
ministration bill, the Kennedy bill, and two of the three Long pro-
posals suggest we substantially expand the Federal role in providing
care for those individuals and their families through medicaid or a
similar program.

While I agree that some changes in the medicaid program are neces-
sary, I do not believe that further expansion of this program or crea-
tion of another program as the atmnumstration wouhi do through
their new health care program is the only solution.

Those who choose, except those wvho are covered by medicare, medic-
aid, or private insurance, can participate in the third portion of the
so-called "3D" proposal, and the purpose of this portion of the plan
is to provide the opportunity for those who are not otherwise covered
to purchase a private catastrophic health insurance plan. The Secre-
tary of HEW will enter into agreements with private insurance com-
paiiies for them to make available policies which provide catastrophic
coverage. These benefits would include coverage for hospital services
after the individual or family unit has been hospitalized for 00 days
in a year, and coverage for medical services after $5,000 expenses have
been incurred for these services.

I believe that we also should change these deductibles to a single
indexed deductible, as I explained earlier.

The second alternative deductible included in these plans would
allow coverage to be'rin once the individual or family has an out-of-
pocket expense for covered services equal to 15 percent of their ad-
justed gross income, which would mean it would be triggered very
early in most cases. This allows, I think, for a truer definition of
catastrophic for the low income.

Possible improvements in the administration of this section have
been evident to us since the introduction of our bill and should be con-
sidered. However, the concept of assisting people to purchase private
insurance rather than expanding Government programs I think de-
serves some attention. Insurance companies would establish premiums
which would be community rated. The premiums might vary from
one area to another, but they would not vary based on the individual
or his family's health status.

A subsidy would be provided to those with lower incomes to assist
them in purchasing a policy. This subsidy would be indexed to income
so that someone without income could have their entire premium paid
for by the Government, while someone whose income was 120 percent
of the national poverty level would pay the entire premium. The in-
dexing vould be phased in such a manner as to avoid any notching.
We believe this apl)roach has merit.
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Finally, we do expand the existing medicaid program. We mandate
that States providing catastrophic coverage for their recipients once
an individual or family meets the $5,000 or $60 deductible. However,
I now believe we might consider other changes in the medicaid pro-
gram which would afford the States the opportunity to test out after-
natives to their present systems best suited to the problems they have
experienced.

A bloc grant approach to the medicaid title XX moneys and title
V moneys similar to the design of the welfare bloc grant program
might be such an approach. We are looking at the possibility of in-
troducing a bloc grant welfare program., and that might provide the
States with a strong incentive to eliminate error, waste, and fraud in
welfare programs and reduce overall welfare spending, while at the
same time allowing the States to mold their own programs to their
particular needs.

Let me say finally, this bill was introduced as a working document.
It is the result of months and months of effort by my staff, Senator
Danforth's staff, Senator Domenici's staff, and by those of us, the
three of us involved directly. We tried to seek out as many suggestions
as we could, keeping in mind the budget constraints, and just what
the direction was that we wanted to pursue, and it seems to me that we
have reached a point now where, with the different programs that are
available for consideration, and those that will be introduced by Sen-
ators Kennedv and Schweiker and the administration, that this exer-
cise this morning is a good beginning. At least we are off and running.
I am not certain in which direction, but we are off and running.

It seems to me there is a possilfility we will all end urn going in the
same direction. Maybe some will veer a little to the left or a little to
the right, but I think most of us will go right dovn the middle, and it
seems to me the middle ground would be along the lines suggested over
the years by Senators Ribicoff, Talmadge, Long, myself, Senator Dan-
forth, and'others in an effort to point out some of the differences, I
think.

We should make an effort to point out some of the differences, I
think. They are all pointed out in the blue book, but they should be
made a part of the record. I would hope that they are made a part of
the record Fo that when we review the record, we can see that a line
of this bill dops this, the Danforth bill does this. the Carter bill does
this.

We have a preliminary breakdown of this, which I ask to be made
part. of the record, Mr. Chairman, because I think that it is important.
It is based on what we believe will be in the Kennedy bill, and what
we believe will be in tihe administration proposal.

The '0 IMUIAN. We h i\'e a rather large chart available here, Senator.
Mavb it can he put in the centerfold, or included somehow.

[Time following was subsequently supplied for the record:]



Kennedy Dole/Domenici/Danforth Carter Long

General approach-......... Establishes comprehensive national Creates health insurance program pro- Creates a new $18,200,00,000 umbrella Creates health insurance program o pro-

Gena . .-health insurance program for entire viding opportunity to all Americans to Federal insurance program-health- gram to protect poor and employed

population financed by numerous protectthemselvesagainstcatastropihc care--consolidating medicaid for the against catastrophic expenses.

sources. expenses. elderly-into a single structure. It also Federalizes medicaid program expanding

Expansion of medicare -------------- Expansion of medicare benefits -------- would cover the near poor, small and eligibility.

Medicaid eligibles covered through new Mandates States provide catastrophic and high-risk businesses, and others Employer-based program for employees

program. benefits to medicaid eligibles, not covered, that picks up costs after 60 days in ho-

Mandates employer coverage for em- Employer-based program for employees The employer guarantee: pital or $2.000 in medical expenses.

ployees. that picks up costs after 60 days in Requiring employers to provide min-
tospital or $5,000 in medical expenses. imum catastrophic coverage. Cov-

erage starts after the 1st $2,500
of out-of-pocket expenses.

For all pregnant women, prenatal
care would be provided through
healthcare or private plans, as
would infant services for at least
the 1st year of a child's life.

People covered------------- Every U.S. citizen and permanent resident Every U.S. citizen who elects coverage.--- Every U.S. citizen and resident ---- most U.S. citizens who are poor or who

alien regardless of whether they elect 
are employed-

coverage. (legal nonresident aliens)

Scope of benefits ----------- Comprehensive (similar to medicare) Comprehensive (similar to medicare) Comprehen*.ye (siilar to medicare) For employed; comprehensive (similar

limits applied primarily in areas of after individual has reached catas- after family has reached catastrophic to medicare) after individual has

psychiatric care, nursing home care, trophic limit $5.000, 60 hospital days). limit of $2,500. reached catastrophic limit ($2,000. 60

and prescription drugs. No cost sharing Coverage of all prenatal, delivery, and days).

requirements. 
infant services without any patient cost For poor; comprehensive-o limit

requremetssharing.

Medicare changes ---------- Program remains --------------------- Program remains ..--............... Consolidate medicare --------------- None.

Expands eligibility --------------------- No expansion of eligibility ---------- Expands eligibility.

Removes limits on hospital care --------- Same ----------------------------- . Removes limits on hospital care.

Provides reimbursement for chronic ill- Provides reimbursement for chronic ill- No increased drug coverage.

nes drugs. ness drugs when individual hits catas-
trophic limit

Not included ---------------------- Rmoves limits on home health care- No changes in home health care benefit.

Mandates physician accept payment as No physician mandate -------------- Mandates physician accept Federal pay-

payment in full. ment as payment in full.

No limit on out of pocket ------------- Limits out-of-pocket expenses to $1,000-- Limits out-cf-pccket expenses to $1,250.

Medicaid-------------- Is eliminated as separate program ------- Program remains State responsibility. --- Federalizes program. Expand eligibility Federalized; eligibility increases.
to all who meet income test

The poor are eligible for a health card and State must provide catastrophic coverage Expands services. Combines medicaid

for all benefits beyond $5,000, 60 days. with medicare in I major Federal pro-
gram. Pays all providers at medicare
rates. Cost of administration of new
program equals $2,100,000,000.



Kennedy Dole/Domenici/Danforth Carter Long
Private system -------------- Employer/employee premiums wage re- Employer/employee premiums for cata- Employer/employee premiums for cata- Mandated employer-premiums for cat-lated for comprehensive coverage. strophic coverage. strophic coverage and for prenatal, de- strophic coverage for employees.livery, and infant care services.Puts all institutions on prospective rate Nothing included to change system ------ Assumes passage of hospital cost con- No change in system.budgets. tainment and controls on what is paid

to hospitals by all payors.Puts all doctors on negotiated fee sche- No physician fee schedule. Employers Fee schedule developed and names of Do.dules. Employers use heavily regulated use private sector to buy coverage, physicians willing to participate in feeprivate sector "'consortia" to pur- schedule for the public program arechase coverage. published-this is to encourage shop-
ping by consumers for cost efficientphysicians.

Creates massive new Federal and State No new Federal or State bureaucracy-- _ Increased bureaucracy because of com- An increase in Federal role in medicaid.bureaucracy to run new program. bination of medicare/medicaid.No tax subsidy ----------------------- Tax subsidy for employers whose pay- Employers can choose to buy insurance Taxsubsidyforemployers.roll costs increase 3 percent or more from either the Government health-because of catastrophic coverage, care program or through a private
company-subsidy provided underlim-
ited circumstances. Standards for pri-
vate insurers developed. 0 .,Cost ---- --- --- --- ................. . . $35,700,000 000 ....................... _ 1,3 , ,000 ......................... $18,300, 0,000 ------------------- -$ O,0001000,000.
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Senator DOLE. There have been other kinds of com parisons. Frankly,
there have been so many Long bills introduced, with the paper short-
age being what it is, we addressed the most recent Long proposal,
which is the one without the payroll tax. I am not certain where we
will come out. We will try to take care of that. Thank you.

The CIAIR.,-. Thank you very much.
Senator Ribicoff ?
Senator RIBICOFF. I have no questions, but I am very pleased with

the constructive approach taken by Senators Dole, Danforth, and
Donenici.

I agree with Senator Dole that there is an opportunity and that
all of these suggestions have merit. It is surprising how many similari-
ties there are in all the plans. That is why I am so encouraged. If we
work carefully and cooperatively, we can really come through with a
program and a bill that will have overwhelming support in the U.S.
Senate.

The CIIAIRMAN. Senator Dole, I appreciate your testimony. You
have given us sonie very good suggestions here, and I am certainly
going to give them further study over night.

I hope that you will see that every one of the points that were made
here will be considered as we go through and vote on these various
proposals. I am sure you will.

My thought is that if we have 100 suggestions, just to pick a number,
and if we find that 25 of them are good, and we can muster up a ma-
jority vote, we should report the part that we can muster up a majority
vote for, and let the Senate work its will. Maybe the Senate will want
to make it smaller or make it bigger.

I have been around here for 31 years now. But it is a new experience
for me to be told that what I have is a good proposal insofar as it
goes, but that all I have is $24 billion worth of good, and that being the
case they cannot go along with anything as austere as that. They say,
if you cannot move up to the $70 or $80 billion figure, we will just
havo to reject your suggestion. I must say that to one who is sitting
on the Finance Committee, that is hard to get adjusted to. If we cannot
think in terms of $60 or $80 billion, we are not ready for the latter
part of the 20th century.

I will personally vote for whatever we can report out. be it a part
of the Long bill or the Dole bill, or whatever we can get a majority
to ag.,ree on. We have to start looking after these catastrophic cases.

Now is it. not true that in the main, that middle-income people are
paying the full share in taxes directly and indirectly

Senator Doi:. There is no doubt' about it. They are probably pay-
ing more than their full share.

The CII.x1 ,,A. They are on the putting up end and ha'e been there
from the beginning. They have been waiting for a lifetime to be on thetaking-dowvn endi.At some point after taking care of everybody else's expenses, when
they have a case where the cost is overwhelming and tends to wipe
them out completely, that is their turn to be on the taking-down end
for a change. That is basically the kind of thing that you are talking
about here. One way or the other we mut see that they are protected.

I would ask you this. what is your reaction to the spend-down pro-
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vision? The administration favors it. and Senator Ribicoff favors
that.

Let's say a low-income person. making the minimmn wage, has a
family and they are running into a very high medical expense. If that
fellow has had even $2,000 of medical expenses, he is pretty well gone.
and lie does not have any resources left.

Our suggestion is, in that case, we vould make him eligible for
medicaid under the low-income part of our plan.

How does that strike you?
Senator DoLE. I am not certain what the cost would be. but I think

it is an area that should be addressed. We did not go quite that far in
expansion of medicaid. I have not talked with my prime cosponsor,
Jack Danforth, but I recognize an area that we ought to look at.

We raise the question, what do we do about the poor and the near
poor? Do you expand medicaid or do you try to dream up some insur-
ance system which might be effective, or might not be effective, where
you have, in effect, a pool directed by HEW. depending on your
income.

We might make it so complicated that the proposal you suggest
might have more merit, depending on the cost.

The CHAIRMAN. One other point. One of the arguments made against
the catastrophic coverage is that this would tend to waste money by
concentrating it on costs of exotic services. What is your reaction to
that argument?

Senator DOLE. I have asked the question of Under Secretary Cham-
pion. That is an argument used. It is one that Senator Kennedy refers
to.

The kidney program that started out at $40 million is now almost
$1 billion. It is one of the bad examples when you start addressing the
catastrophic area.

We do not totally subscribe to that view. It seems to us we are get-
ting right back to the question you raised, there is always somebody on
the paying end, never on the receiving end. We are trying to address
that group as well as others, and it is not necessarily the catastrophic
that is going to take care of all the money.

It is an area that should be addressed. We are willing to take a look
at that. We asked Mr. Champion to give us more information. Maybe
that can justify that statement. I am not satisfied that is the case.

The ('IA R3AN: We asked the witness for the PAW, which has
major medical protection, which one of the services they have under
coM Ac with the automobile companies would they think to be exotic ?
The witness was not in a position to nane one. I do not know of any-
body who is going to write out $3,000 or $5,000 of medical expenses
just so he can have the Government take care of the part or the private
insurance company take care of the part that goes above the $3,000.
Do you?

Senator DoL:. No.
Another point. Most people look at catastrophic, but they are only

talking about senior citizens. That is not the case.
I assume there are percentage on this. My interest was, I think CBS

year ago showed a mother and father with a 3-year-old son who had
been hospitalized almost every day since birth. They were in an income
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bracket where they could not qualify for any assistance. Their insur-
ance limit had been terminated. They exceeded their limit.

They were about $100,000 in debt. It seems to me that that is an
area where we should address. That will be addressed in this proposal.

My point is that it does not just cover those who may be in the later
years suffering some chronic illness. That is not the case at all.

The CHAIRMAN. Senator Durenberger?
Senator DURENBERGER. I have no questions.
The CHAIRMAN. Senator Danforth?
Senator DANFORTI. Mr. Chairman, this is something that Senator

Dole has worked on for a long time and I think that it is really char-
acteristic of him. It is something that is very responsive and well
thought out and positive in its approach, and I reaUy think that he is
to be highly complimented on this approach.

It seems to me, as I read the Finance Committee, that there is an
opportunity here to put together a consensus on some kind of health
insurance program. Obviously when you put together a consensus, no-
body is going to be totally satisfied, but there is an opportunity to
move in a common direction, and we should take that opportunity.

I think the question is, where do we start? 'What are the first steps?
What can we do?

I think that this is something that Senator Dole recognizes. Where
Are start are with the kinds of medical costs that wipe a family out.
Those are the things that people should be protected against.

Most families, 90 percent, have some kind of first dollar coverage
now. However, the problem we have here is when that first dollar
coverage runs out, and when families are faced with the possibility of
being wiped out by truly extraordinary medical expenses. Last year
7 million American families paid out'of their own pockets medical
bills which exceeded 15 percent of their income. That is the kind of
thing that can destroy everything a family has been working for all
its life, and it seems to me that that is the kind of thing that we should
start acting against.

Now, one of the problems with some of the proposals, for example,
the administration's $18 billion proposal, is that we just don't have
that kind of money. It is just as simple as that. Our Government-I
don't know a nicer way to say it-our Government is broke. We are
broke. and every time we raise the debt ceiling, we recognize the fact
that we are broke, and we have to engage in a kind of a slight of hand
in order to save ourselves from true embarrassment, from going belly
up, as we were told every year.

So, the question is. how much can we afford. Now, we are told that

hospital cost containment will pay for the cost of national health
insurance.

Mr. Chairman. that is not true. That is not true. Under the hospital
cost containment bill that the administration is proposing. they antici-
pate saving $600 million the first year, and then it is supposed to go
up, but it just seems that if you tell the average citizen, folks, we are
going to greatly increase your benefits, and we are going to increase
the reporting, i nformational, administrative costs of hospitals, and it
is not going to cost anything. that is the kind of thing, when I was the
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attorney general of Missouri, that was the kind of statement we in-
vestigated. [General laughter.]

Senator 1)ANFORTH. So, I really think that to say, well, hospital
cost containment is going to mean that all of this is free, that the peo-
ple who say that there is no free lunch are really just a bunch of sour-
pusses and cynics, is not really a very honest statement It seems to
me that as we proceed on the road to some sort of health insurance,
the proposal Senator Dole has made is exactly the kind of thing that
could win a consensus with the Finance Committee.

Let me just make one additional statement, and this is one that I
don't think Senator Dole agrees with. It seems to me that one way to
afford doing something on health insurance is to increase the excise
tax on cigarettes. When I proposed that, the Winston-Salem news-
paper ran an editorial saying that I was Califano's clone. [General
laughter.]

Secretary Califano wrote me a note saying that in his opinion, that
was a complimentto me. [General laughter.]

The cigarette tax, the Federal excise tax on cigareites, was last in-
creased in 1951, and at that time the Federal excise tax on cigarettes
was one-third of the cost of a pack of cigarettes. Now it is about one-
seventh of the cost of a pack. If we were to raise the cost of a pack of
cigarettes by a (lime, I think most Americans would not grouse about
that. The cost to the Treasury obtained for health care related to
cigarette smoking is estimated to be about $3 billion a year, and the
amount of revenue we could raise from just that dime a pack increase
would be about $3 billion a year.

So, that would pay for tihe Dole approach to health insurance right
there, and it would be my hope that that would be something that we
as a committee could consider.

Senator DoLE. I am willing to consider that later. [General laugh-
ter.]

The CHAIRMAN. Senator Moynihan?
Senator MOYNIHAN. I would simply like to thank Senator Dole for

what he has proposed and for what his colleagues have proposed, and
say that for a generation now of American Government, catastrophic
health insurance has been blocked by the unwillingness of people who
want a total program, however they define it, to accept something
less than total. It is a syndrome almost. We sought welfare reform.
and the good beocies the enemy of the best, and in the end you get
nothing, and'I think this committee is disposed at this time to do
somethin, and we probably want to do more than you do, but less
than those who want everything and nothing if they can't have every-
thing. It is characteristically a Dole proposal to propose what can be
had, and what you propose is very much worth having.

I would just like to congratulate you ,nd of course Senater Dan-
forth and Senator Domenici. I think'also, as you are aware of course.
they are lookin- in New York State on a State level Pt catastrophic
coverage. I had an opportunity to visit with Senator Lomhardi. and
it seems to me if I have one view about this. I would ask you this ques-
tion. One ef the things we are trvinq to do here is to establish a uni-
formity of protection and availabilitv of health services in these mat-
ters at different rangc. perhaps, different categories, but uniformity.
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and yet we persist in the extraordinary lack, extraordinary inequali-
ties in our medicaid program, I mean, from States with a very high
level of protection to States with very low, and this seems to me to be
a legacy of administrative policy decisions made during the New Deal
which don't really serve the country that well, and certainly don't
serve this object well.

If we want. good health care, it ought to approach uniformity of cost
as well as uniformity of concept, if you follow what I mean. There is
not that much difference in levels of cost, price levels. Don't you think
we ought to have more uniform benefit levels in medicare?

Senator DOLE. In medicare or medicaid?
Senator MoYX.NIAN. I'm sorry, in medicaid.
Senator DOLE. Medicaid. Yes. In fact, we address that in our state-

ment.
Senator MOYNIHAN. I think you do.
Senator DOLE. We don't do as much in the medicaid area, I might

add, as Senator Long and Ribicoff would do, but it is an area that I
think we need to consider as we are trying to find a consensus that
Senator Danforth talked about.

Senator MOYNIHAN. Yes. I was very encouraged by what you did
say, and I think there is a consensus emerging here. I thank the chair-
man and I thank you particularly, Senator Dole.

The CHAIRMAN. Thank you very much. -
Let me just announce that Senator Kennedy and Senator Schweiker

have announced major health insurance proposals, and unfortunately
they were not able to be with us today. Perhaps they can meet with
us later on. but they couldn't be here today because of conflicts in their
schedules. However, they have both submitted detailed information
on their proposals, and I would like to ask that their proposals with
the details submitted be added to the record, and perhal)s they would
like to come and testify at a later date. If so, we will try to work them
ii.

Senator RIBicOFF. In view of the fact that the Kennedy proposal
is out front in the country and it is one of the major bills that we will
have to consider. He should be extended an invitation at the mutual
convenience of the Senator and the committee and you, Mr. Chairman.
I think if we can find time in the next few days he could come and
spend a little time with us.'

The CHAIRMAN. The Senator has been invited, and he is always
welcome, and the same thing is true of Senator Schweiker.

[The prepared statement of Senator Schweiker follows:]

TESTIMONY OF SENATOR RICHARD S. SCHWEIRER

Mr. Chairman, I appreciate the opportunity to present my views on the subject
of "national health insurance" to this distinguished panel. Since my committee
shares jurisdiction over health care matters with yours, I have devoted a great
deal of thought to the issues you consider today. Last Tuesday, June 12, 1
presented a comprehensive health care reform proposal to the full Senate. I
would like ot summarize this proposal for you today in hopes that you will take
it into consideration as you act on this important matter. I believe you will find
much of my proposal compatible with proposals you have introduced or are
actively considering, such as Senator Dole's.

My proposal outlines legislation I will soon introduce on the subjects of health
care cost containment, catastrophic health insurance, and preventive health care.

I See p. 357.
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This comprehensive approach to the fundamental problems facing our health
care delivery system will: (1) Reduce health-cost inflation by encouraging large
employers to off their employees at least three competitive health insurance
plans and by req ring that at least one plan offered by all employers contain
a 25-percent costsh Ing provision for hospital services up to 20 percent of family
income in order to tax deductible, (2) provide all Americans with protection
against the costs of c. astrophic medical expenses through tax incentives to the
private sector end im ovements in the medicare program, and (3) encourage
preventive health care y requiring that any tax deductible health insurance plan
must con tjin a prescri level of preventive benefits.

My pik e is des ned to respond to three pressing health care needs that
are in Itri ly link : Hospital cost containment, catastrophic health insurance,
and recent e lie ti, care. Hospital cost containment has been the subject of
in trsive de te Congress for the past 2 years. Escalating medical costs have
cased increase public demands for improved health insurance coverage, par-
t* ularly against catastrophic health ('are expenditures. There is also growing

varejess throughout our society of the advantages of preventive health care and
need to improve access to it.

ite these clear public needs, congressional action in all three areas has
been delayed by growing disenchantment with government regulation as a solu-
tion to social problems, fewer Government dollars with which to attack them,
and increased reluctance to pump scarce resources into the Washington regula-
tory pipeline. In the health field, more and more experts are concluding that
fundamental reforms of the basic structure of our health care delivery system
are imperative if permanent solutions to these problems are to be found.

I believe escalating health care costs result not from a lack of regulatory con-
trols on the industry but from the noncompetitive structure of the third-party
health care reimbursement system. This system has been encouraged to spread
by our Federal tax laws. which give generous deductions to individuals and em-
ployers for purchasing broad and inefficient health insurance coverage. To break
this inflationary spiral, we need to encourage consumers to participate in health
care pricing decisions and stimulate competition In the health insurance industry.

My proposal will change the nature of these tax incentives to encourage the
patient to pay a larger share of short-term hospital care expenses, thereby bring-
ing the patient back into pricing decisions. It will also reorient health insurance
coverage to protect against the costs of high cost Illness, and encourage better
health through preventive care.

REDUCING HEALTH COST INFLATION
The public need

There is no question about the need to reduce the unacceptable escalation of
medical costs in this country. In 1950, the average cost per patient day in one
of America's hospitals was $15.62. By 1978, it had risen to $227.52, an increase
of almost 1,400 percent. During that same period, consumer prices as a whole had
risen by less than 200 percent. Thus, the cost of a day in a hospital from 1950
to 1978 rose by more than 7 times the rate of all other prices in the economy.
Within the last 5 years, moreover, the cost of an average patient day in one of
Ameica's hospitals has almost doubled, whereas overall prices during the same
period increased by less than 50 percent. Rising hospital costs account for more
than .10 percent of all health expenditures and have thus been a primary cause
of comparable increases in all health care costs.

The Federal Government has a direct impact on this problem because of its
impact on the Federal budget. The Federal Government will spend about $54
billion in fiscal year 1980 on various health related programs. Of this amount,
Federal expenditures for hospital care will be about $35 billion, an increase
from 1969 of $28 billion or about 450 percent. By 1084, Federal taxpayer expendi-
tures for hospital care will reach $48 billion, an increase of over 90 percent from
their estimated 1079 level.

Gorcrnfmrt -c8ponsc to the problem
In recent years Congress has not been unaware of growing public alarm over

rising health care costs. As the ranking Republican of the Senate Hluman Re-
sources Committee and its Health Subcommittee, I have worked for years In
searching for ways to attack it. One of our primary initiatives has been the
health l'lanning and Resources lDevelopment Act of 1974, which has attempted
to encourage the states and local coimunitles to make more effective use of
our health care resources by reducing the duplication and proliferation of health
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services, facilities, and equipment. In addition, I have authored legislation to
promote the growth of Hfealth Maintenance Organizations, which encourage more
economical ways to deliver quality health care by emphasizing preventive and
ambulatory services through internal cost containment mechanisms. Finally.
recent medicare and medicaid legislation has attempted to discourage fraud and
abuse and encourage greater efficiency in services reimbursed by the Govern-
ment under these programs.

While I believe these congressional actions hold great promise, it must be
admitted that their full impact will not be felt, nor their success known, for a
number of years. Meanwhile, growing public concern over ever increasing rates
of inflation requires more immediate action.

Recently, the Carter administration sent to Congress the third in a series of
legislative proposals designed to reduce hospitals costs by Federal regulation.
The bill would place hospitals under a form of price controls whenever their
rate of expenditures rose by more than ItEW-calculatee standards. Thus, the
administration's plan to reduce health care costs would focus on Federal revenue
caps.

While I share the administration's goal of reducing hospital costs, I believe
its proposed solution would do more harm than good. Aside from a disturbing
number of technical difficulties in the way the program is designed, the adminis-
tration's regulatory policy will do nothing to attack the fundamental causes of
health cost inflation, which are rooted in the third-party reimbursement system.
Establishing an HEW bureaucracy to control hospital expenditures will itself be
inflationary. It will lead to anticipatory price increase and higher administrative
costs. It will adversely affect quality of care by arbitrarily limiting national
health expenditures and inject the Federal Government into medical decision-
making. And it will preclude promising private sector efforts to attack the prob-
lem in a nonregulatory fashion, such as the voluntary effort and actions I will
suggest here today.

The administration is attempting to build public support for this simplistic
regulatory strategy by making it the centerpiece of its antiinflationary program.
It argues that we do not have time to attack the more basic causes of health care
inflation because the problem of general inflation requires more immediate action.
Recent evidence, however, has shown that this line of reasoning is deceptive,
since the President's cost containment bill will have only a negligible impact on
the rate of inflation in the economy as a whole. This point was originally argued
by Professor Martin Feldstein bcffre our health subcommittee. A recent study
by Data Resources, Inc. confirniliig his findings, estimates that the impact of
the President's cost containment bill on inflation in the general economy over
the next 5 years will be only one-tenth of 1 percent annually (see table 1). This
is understandable since hopsital expenses represent only 3.5 percent of the
grosi national product.

TABLE I.-RATES OF INFLATION IN THE ECONOMY WITH AND WITHOUT THE ADMINISTRATION'S COST
CONTAINMENT BILL

lAnnual percentage rates of change CPI-AII urban consumers]

1979 1980 1981 1982 1983 1984

No cost containment program -------------------- 8.9 7.6 7.1 7.0 6.8 6.6
Administration cost containment program .......... 8.9 7.6 7.0 6.9 6.7 6.5

Difference ................................ 0 0 -. 1 -. 1 -. 1 -. 1

Source: The Macroeconomic Implications of the Hospital Cost Containment Act of 1979, prepared by Data Resources
Inc. (May 1979).

Thus, we should not be driven into a simplistic regulatory solution to a complex
health care problem by the administration's argument. Health care cost inflation
is a serious problem in its own right because of the devastating effects medical
bills can have on those who bear the brunt of them. While the number of people
who actually incur large medical bills is not large in number relative to the entire
population, the fact remains that almost everyone in our society is a potential
candidate for their devastating effects. As a result of this fear, many people are
spending large amounts of money on inefficient health insurance protection. In
addition, Government expenditures on health through medicare, medicaid, and
other public programs are rising so quickly that precious resources are being
diverted from other social problems. Thus, we should not be pushed into ineffec-
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tive regulatory solutions in hopes that they will reduce Inflation in the general
economy. But we should look for effective long term solutions to health cost infla-
tion because It squanders resources badly needed in other areas.
The fundamental ca u8cs of health cost inflation

Contrary to arguments made by the administration, escalating health care costs
result not from a lack of regulatory discipline, nor from the unwillingness of the
medical community to do something about them. They result from the fact that
90 percent of the Nation's hospital bills are paid by insurance companies or other
third-party payers not directly involved in setting the price for that care. An ar-
rangement in which the patient (or consumer) demands a level of service set
primarily by the doctor (or supplier), with a third party picking up the tab,
represents a "lIlank check" arrangement that is boun(l to Ie inflationiry.

In addition, Federal tax laws which allow employers and employees to deduct
cost of heatlh insurance premiums have encouraged Individuals to purchase as
much insurance as possible for routine medical services. Over the last quarter
century, the percentage of out-of-pocket expenses paid by the i)atient once he goes
to the hospital has fallen from 50 percent to 10 percent. Patients, therefore, have
little incentive to monitor the cost of services provided by the doctors and hos-
pitals. By the same token, doctors and hospitals have little incentive to monitor
costs since insurance companies or other third parties to the arrangement are
paying the bills. Ultimately, the cost -is borne by the patient in tile form of
increased insurance premiums, in turn increasing his demand for more insurance
and more services and aggravating the inflationary spiral.

Another reason for health care cost inflation is a lack of competition in the
health care industry. While the reasons are varied and complex, a basic cause is
the fact that few individuals have the opportunity to make price-conscious deci-
sions between alternative fnsurance plans. Generally, an employer makes the
choice of a health plan on behalf of his employees. Where alternatives are avail-
able, employees do not always realize direct financial benefits for choosing more
efficient plans. This lack of competition gives insurers little reason to aggressively
control costs.

Clearly, Governmert-imposed price ceilings will not be an effective solution to
this problem. What is needed instead are incentives for the various parties in this
structure-patients, doctors, hospitals, and insurance companies-to monitor
costs and participate more effectively in health care pricing decisions.
Proposed cost containment strategy

Mr. Chairman, I propose to attack the problem of health cost inflation by en-
couraging competition and encouraging the patient to participate in pricing
decisions.

My bill will require that employers with more than 200 full-time employees,
as a condition of deducting premium contributions from their gross income, offer
their employees the choice of at least three health plans.

In addition, certain new tax conditions would apply to any employer regard-
less of size. Each plan he offers must be sponsored by a different organizational
entity so as to ensure true competition. In addition, the employer would have
to make the same dollar outlay for health benefits per employee, whether that
outlay went entirely to the employee's insurance carrier or was divided between
premium payments and rebates to the employee.

If an employee chose a plan whose premium cost was less than the employer
outlay per employee, he would be entitled to receive the difference between the
outlay and the cost on a tax free basis. This would insure that employees receive
some direct financial reward for choosing lower cost, more efficient health pluns.
Throughout this process, the role of collective bargaining agents would be
preserved.

In order to encourage the consumer to participate in health pricing decisions,
my bill will also require that one of the plans offered by all employers, and by
the Government to its employees, contain substantial cost-sharing provisions. At
least one offering must contain a annual copayment rate for hospital services of
at least 25 percent, effective until annual family medical expenses exceed 20
percent of adjusted gross income. Frequently, this plan will have the least expen-
sive premium payments of those offered by the employer. Where the cost is less
than the employer outlay, a tax-free rebate would result.

Requiring three health plans to be offered to employees by large firms will work
to lower health costs in several ways. Since it is generally the employer who
makes the choice of a health benefits plan for this employees, the forces of corn-
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petition are often precluded from operating within employee groups. If that
choice is passed through to the employees themselves, more'competitive alter-
natives wiil become available. Employees could compare notes and force insur-
ance plans to improve benefits and lower premiums to accommodate their needs.
This process will be encouraged by the availability of tax free rebates. Com-
petition will also encourage health plans to provide clearer informational mate-
rial to individual subscribers, thereby enhancing general understanding of the
salient differences between various types of plans. "Multiple choice" market-
ing of health plans will force the insurers to monitor the cost, quality, and over-
all efficiency of doctors and hospitals in an effort to make premiums and benefits
more competitive. It will thus encourage people to choose the lower cost health
plan and thereby promote cost containment even where the patent does not di-
rectly pay for the service or is otherwise indisposed to be conscious of price.
Finally, multiple choice creates a climate in which innovative health care plan
with internal cost containment mechanisms will flourish. The "multiple choice"
concept was originated by Dr. Walter McClure of Interstudy, and I believe it
will be a major contribution to procompetitive efforts in the health care Industry.

Encouraging employees to select a high coinsurance plan will also have signiti-
cant results.

Studies done by noted health economists have shown that reinvolving the
patient in hospital care pricing decisions will result in considerable savings. If
third-party payers picked up 85 percent of the hospital bill instead of the present
90 percent, then the dollar value of ineffectual hospital care and testing elimi-
nated by doctors and patients acting together would exceed the Congressional
Budget's Office estimates of the administration plan's savings.

Such a modest change in health care financing would save more than the ad-
ministration's plan because patient cost-consciousness will be aroused. Currently,
for every 10 cents a patient had to pay, a third party paid 90 cents. If the patient
paid 15 cents for every dollar's worth of care he received, the third party payor
would finance 85 cents. The financial leverage facing the patient would be funda-
mentally altered. Instead of each $0.10 patient payment resulting in a $0.90
insurance side-payment, my plan would encourage a 25-percent patient payment
and a 75-percent insurance company payment. Bearing a greater percentage of
the direct cost, the patient would lower his demand for some health services.
There are studies available, however, showing that this should not affect the
quality of health care if it is appropriately linked to ability to pay. I have great
confidence that patients and doctors working together will be better able to
eliminate wasteful medical practices than the Department of Health, Education,
and Welfare. One would certainly expect that those with the greatest amount of
self-interest in cutting wasteful hospital expenses would do a better job than
those far away froni the scene. It is for this important reason that I have rejected
the regulatory approach suggested by the administration and sought instead to
find a way to increase patient cost consciousness.

Cost impact (if proposed cost containiment strategy
Table 2 summarizes the estimated annual savings from my plan to the Federal,

State, and local governments, and to the private sector.
Table 3 states the estimated impact over the next 5 years, assuming gradually

increasing acceptance of the 25 percent copayment option.
While equal employer contributions with tax deductible premium rebates has

not been inade available nationally as an incentive to encourage conservation
of medical resources, empirical examples do exist where savings have beta
.whieved through competition between various plaits, copayments for medical 1
expenses, and preventive coverage.

In 1978 the University of California offered several plans to its 80,000 em-
ployees. Included among them were first dollar coverage plans, health mainte-
nance organizations (IIM's), and low-option plans with copayments and de-
ductibles. The low-option plan requires a $100 deductible and a 20 percent copay-
ment up to a level of $3,100 in medical costs, for employee premium savings over
a [ asic and major medical package of $611 ler month. Of the 80,000 employees In
the University of California system, 23,000 prefer this plan even though there are
no provisions for tax free premium rebates and they are losing an $11 subsidy
per month front the university. As an institution, the university does not provide
"self-insurance" for the first $700 of out-of-pocket payment which is required
before the plan covers 100 percent of medical costs, so individuals are willing to
bear the risk of paying $700 in order to save $61 per month.
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TAULE, 2.-Annual fiscal inipact of Schwcikcer comprehlensire health plan

I. Federal Government: Billons
Savings from hospital cost containment ------------------------. -$2. 5
Cost of medicare improvements ---------------------------------- 0. 8
Reduction In tax revenue 2-- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  1.5

Net savings -------------------------------------------------- 0.2

II. State and local government:
Savings from hospital cost containment -------------------------- -0. 7
Reduction in tax revenue .--------------------------------------- 0.2

Net savings ------------------------------------------------ 0.5

III. Private sector:
Savings from hospital cost containment -------------------------- -4.3
Reduction taxes ------------------------------------------------ -1. 7
Cost of preventive health programs ------------------------------ 2. 0
Cost of catastrophic pooling program ---------------------------- 1.0

Net savings -------------------------------------------------- 3.0

Summary of fiscal Impact:
Savings from hospital cost containment --------------------------- 7. 5
Cost of medicare improvements ----------------------------------- 0. 8
Cost of preventive health programs - .............................. 2.0
Cost of catastrophic pooling program ----------------------------- 1.0

Net savings ......---------------------------------------------- 3. 7
Assrmes that 41 percent of popalqtion enrolls In 25 percent copavment lan.2 Government revenues fall because business deductions rise by $8 billion, reflecting the

cost of new exnendttures for catastrophic health insurance premiums and preventive health
initiatives. Government revenues rise because itemizable deductions for medical expenses
falls due to universal catastrophic health insurance.

1 It is believed that preventive health measures will result in significant systemwlde
savings due to lower expenses required to treat illness diagnosed early and a red,,ction
in the amount of production lost I-ecause of worker illness. But no savings are included as
an offset'against $2 btlilop in new preventive expenditures.

TABLE 3

ANNUAL HOSPITAL EXPENDITURES 1980-84

(In billions of dollars

1980 1981 1982 1983 1984 Total

No plan --------------------------------------- 93.6 104.9 117.4 131.7 147.9 595.5
Schweiker plan --------- ------------------ 91.2 100. 4 110.4 121.6 134. 1 557.7

Savings --------------------------------- 2.4 4.5 7.0 10.1 13.8 37.8
HOSPITAL SAVINGS UNDER THE SCHWEIKER COMPREHENSIVE HEALTH PLAN 1980-84

[in billions of dollars)

State and
Private local Federal

Year Total sector government government

1980 ---------------------------------------------- 2.4 1.4 0.2 0.8
1981 -------------------------------------------- 4.5 2.6 .4 1.5
1982 ---------.----------------------------------- 7.0 4.0 .7 2.3
1983 ---------------------------------------------- 10.1 5.8 1.0 3.31984 --------------------------------------------- 13.8 7.9 1.4 4.5

Total --------------------------------------- 37.8 21.7 3.7 12.4

ASSUMPTIONS
1. Enrollment changeover to 25 percent copayment option: 1980 18 percent of privately employed population: 1981

29 percent of privately employed population: 198 41 percent of privately employed population" 1983 53 percent of privately
employed population: 1984 65 percent of privately employed population.

2. Estimates of national hospital expenditures In 1979 and 1984 without a policy change are those provided by the
administration.

3. Hospital expenses between 1979 and 1984 grow at a constant rate during the period.
4. An employee who elects the 25-percent copayment option will order 20 percent less in hosphal services than one

who has an 18-percent copayment policy.
5. Doctors will treat medicare and medicaid patients in the same manner as they will treat privately funled patients.

Since private patients will be cutting back on their purchases somewhat, doctors will treat publicly funded patients with
somewhat lower resources then otherwise, to-.
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The State of Hawaii offers an instructive case of competition in health care
plans. Hawaii has two dominant medical insurance plans, Hawaii Medical Serv-
ice Association (HtMSA) and the Kaiser Foundation Health Plan, Inc., an HMO.
Competition between these two plans has required emphasis on appropriate utili-
zation of services by its members and cost containment in all areas of health
services. While HMSA had been functioning since the 1930's, the Kaiser Foun-
dation only entered the Hawaiian market in 1958. Since the entry of Kaiser,
HMSA has expanded its benefits and further emphasized cost containment in
order to compete. In 1960 HMSA instituted first dollar coverage for such pre-
ventive services as biennial physical examinations, routine well-baby checkups,
and immunizations. In addition Kaiser's presence in Hawaii prompted HMSA
to develop Its own 11310 package. Competition from HMSA, on the other hand.
has forced Kaiser to keep its premium rates competitive.

CATASTROPHIC HEALTH INSURANCE

My bill will insure that all Americans have "minimum catastrophic protection"
to protect them against the cost of all medical expenditures (other than long-
term nursing care) over 20 percent of annual family income. For the employed
population, tax deductions for insurance premiums will not be allowed unless
a plan contains this minimum level of protection. Additional Federal payments
will finance catastrophic protection for the elderly under medicare; and a spe-
cial insurance pooling arrangement will be used for small-firm employees, un.
insurance risks, ani those without access to health insurance.

Current health insurance needs
Until recently, there were large numbers of Americans without health insur-

ance. This led to a host of private and governmental efforts to increase the gen-
eral availability of health insurance coverage. As a result of such efforts, we find
that today more than t0 percent of all Americans have access to some form of
public or private health insurance coverage. Much of that coverage is inadequate,
but the fact that most Americans have some form of insurance coverage is quite
significant. It means that the primary challenge facing us today is to reorient
existing insurance arrangements rather than supplant them with a Government-
run Insurance program.

While there are many areas for possible improvement in insurance coverage
across the Nation, available statistics indicate that a primary need is to improve
protection against the expenses of catastrophic illness. Statistics on the number
of Americans without catastrophic coverage range from the administration's
figure of 40 percent to the Health insurance Institute's estimate of 12 percent.
Clearly, millions of Americans now live with the fear that a serious injury or
Illness will lead to bankruptcy, yet a large number of insurance plans do not
contain adequate coverage of these costs. As my colleagues are aware, no feature
of national health insurance has more popular support or is demanded more
often than improved protection against catastrophic health costs.

The need ft.- catastrophic insurance is particularly strong among our elderly
citizens who tend to have higher medical expenses than other segments of the
population. Current medicare benefits, with high copayments and deductibles, a
150-day hospital confinement limit, and no upper ceiling on patient cost-sharing,
give our elderly citizens little protection against very high hospital bills.

Many Americans, moreover, are without any health insurance coverage, not
because they do not have access to health benefit plans, but because changes In
circumstances have caused their coverage to lapse. Individuals who fall into this
"gap" include the temporarily unemployed, children previously covered under
their parents' health plans who lose coverage upon reaching the age of majority,
and spouses and children covered under a family plan whose health coverage
ceases due to the death of an insured head of household. Additionally, many
employer plans do not cover spouses and family members.

Proposed catastrophio plan
My bill will insure the availability of catastrophic health insurance protection

to the entire population without an additional Federal program and at a cost to
the Federal Government of only $0.8 billion. This additional Federal cost will
result almost entirely from adding catastrophic benefits to the medicare and
medicaid programs. For the rest of the population, catastrophic coverage will be
made available through some relatively simple adjustments in the existing private
insurance market.
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A. For employed individuals and their famllc.-Rather than establish a
Government-run catastrophic insurance program, I propose to utilize the tax code
to require health benefits plans of employers with more than 50 employees to con-
tain catastrophic benefits. Under current law, employers may for tax purposes
deduct from their gross income any contributions they make for employee health
benefit plans. In addition, these employer contributions are not included in the
employee's taxable income.

My bill would require that any health benefits plan would have to contain mini-
mum catastrophic coverage if the employer and the employee were to continue to
receive the benefit of these deductions and exclusions. For these purposes, mini-
mum "catastrophic" coverage would be defined as complete coverage, without co-
payments, of medical expenses incurred annually by an individual and his family
in excess of 20 percent of the family's adjusted gross income. Relevant medical
expenses would include inpatient hospital care and certain other medicare-covered
expenditures.

I have chosen a percentage of annual income as the catastrophic threshold
rather than a fixed dollar level because I believe any determination of which ex-
penses are catastrophic In nature depends on family income. A $10,000 hospital
bill might not impair the well being of a wealthy family, but it would create
unbearable financial strain for a family with a $15,000 income. For reasons of
equity, then, catastrophic expenses should be measured in proportional terms,
reflecting differences in the ability to pay a hospital bill of a given size.

Available information indicates that catastrophic benefits, when added to exist-
ing health insurance policies, are relatively inexpensive, depending on the level
of underlying basic coverage. Therefore, most large employers would probably
be able to absorb the cost of these additional benefits without undue hardship.
However, my bill would not specify who would pay the cost of these health insur-
ance premiums. That decision would be left to the collective bargaining process.

B. For employees of small firms and of those without employer health plans.-
For those who work for small employers (fewer than 50 employees) and for those
without access to any employer health benefits plan, my bill would use a "pooling
mechanism" to provide catastrophic health insurance protection.

Toward this end, my bill would provide that insurance carriers would be
required, as a condition of participating in federal health programs such as
medicare and medicaid, to enroll such individuals in proportion to their business
in any State. States would be encouraged to set up programs to keep track of
whether insurance companies were meeting this obligation and to assign to car-
riers individuals without access to employee health plans. Since this mechanism
would in effect make these enrollees members of larger groups, the cost of their
premiums would in most cases be low enough for them to afford. However, my bill
would specify that premiums charged such individuals could be no higher than a
fixed percentage, e.g., 125 percent, above the rate charged to large group enrollees
for similar protection in the same geographic area.

It is generally difficult for individuals who do not belong to large employee.
groups to purchase catastrophic or other health insurance protection at a reason-
able premium. This is because large groups require lower marketing costs. They
also enable insurance companies to estimate risks more accurately and spread
those risks across a large number of individuals. Thus, in order to make cata-
strophic insurance available to individuals who are not members of large em-
ployee groups without resorting to a Government insurance program, a mechanism
must be used to include small or nongroup enrollees in large insurance pools.

An additional function of this mechanism would be to relieve small employers
of the additional palPerwork and cost of administering a catastrophic health
benefits plan. However, small employers would be required to assist their en-
rollees in contacting the state agencies administering the assignment program.

The pooling mechanism could not be used by individuals eligible for cata.
strophic insurance under government plans, such as medicare, medicaid, or veter-
ans' health benefits.

The catastrophic threshold and definition of medical services included in it
would be defined in the same way as it is for large employer health benefits plans.

C. Mcdicare.-Under current medicitre law. an individual must not only pay
a $160 deductible under part A and a $60 deductible under part B, but he must
also continue to bear a portion of his hospital costs through ongoing copayments,
regardle.qs of how large his medical expenses become. These copayment rates in-
clude $40 per day for the lst through the 90th day per benefit period and $80
per day for tile 60-day lifetime reserve. Medicare will not pay hospital costs
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after the 150th day. These limitations clearly do not provide adequate protection
against the costs of catastrophic illness for our nation's elderly.

My bill would eliminate the 150-day hospital confinement limit and revise the
current copayment provisions. An individual would have to pay 20 percent of the
cost of hospital care regardless of how many days lie was In the hospital. How-
ever, once co-insurance payments under part A and B reached 20 percent of income
in any one year, all co-insurance requirements would cease.

The additional cost to the Federal Government of these provisions would be
about $800,000 per year.

D. Uninsurablc ri8k8.-Any individual who could not get catastrophic insur-
atice in the private market place at a reasonable cost because of poor health
would be eligible to participate in the pooling mechanism outlined above. A
maximum premium cost would be defined as a fixed percentage, e.g., 125 percent
of large group rates in the geographic area. Any additional expenses would be
borne by the insurance plan itself but should not inordinately raise premium
rates since the number of individuals involved is relatively small.

E. Temporarily unemployed 8pori cs, dCpcdcnt8, and those who losC coverage
die to change of circtnistanccs.-"My plan would further condition employer
deductions and employee exclusions on "extension of coverage" provisions. An
individual would have to remain covered for at least 0 months after termination
of employment if he had been ol the job and enrolled in the plan for at least
30 days. In addition, spouses and children under the age of 25 would have to
he covered by catastrophic benefits and remain covered for at least 6 months
In the event of the death of the employee-pollcyholder.

HEALTH PROMOTION DISEASE PROVrNTION BENEFITS

I believe that in addition to a cost containment mechanism and plans for
catastrophic coverage, a health plan should contain a health promotion-disease
prevention benefit package. Prevention is the most effective method for cost con-
tainment, and the cost of prevention itself is usually extremely low relative to
the cost of medical care for the disease in question. Preventive measures are
also indicated since for many diseases our therapies remain imperfect and total
cures are not yet possible.

My plan includes six prevention benefits:
1. Maternal care:
2. "Well-baby" clinic services;
3. Childhood immunizations:
4. Hypertension screening;
5. Cervical cancer screening; and
0. Periodic health examinations.

The National Center for Medical Statistics reports that between 1930 and
1945 medical advances permitted the average life expectancy to increase by
almost 6 years: during the 1945 to 1960 interval life expectancy increased by
approximately 4 years: and most recently between 1960 and 1975 the increase
was less than 3 years. Conversely, the cost of health care and hospitalization has
increased exponentially in recent years. The total most of illness, which Includes
estimates of the short- nnd long-term medical cost of dise-ise as well as the wages
lost to illness and the effect on gross national product, has increased dramatically.
In 1963 the total cost of illness was $93.5 billion whereas in 1972 it was $188.8
billion. In summary, a dollar spent on medical care is buying less and less in
terms of national hnlth.

Two types of preventive measures offer great promise for containing health
costs and improving both the length and quality of life. Primary prevention
measures when applied to the healthy, general population prevent the develop-
ment of certain diseases. Secondary prevention measures are screening procedures
that detect the presence of early disease in the population, thereby permitting
early treatment and preventing serious morbidity and mortality from the disease.
At a time when Federal budgetary austerity is limiting the amount of resources
available for national health missions, we must be diligent in our efforts to insure
that these limited means are used to improve health in the most effective manner.
It is interesting to note that in 1976 the Federal expenditure for all prevention
and health promotion programs including environmental programs were only
2.6 percent of the total Federal expenditure for health care and research.

Prevention and promotion measures, aside from the traditional public health
procedures that deal with sanitation and immunization, are a relatively new and
underdeveloped approach to health. A number of preventive interventions, such



220

as alterations in the environment, socioeconomic status or family structure, are
beyond the scope of our current health care system or are not presently amen-
able to legislative action. In other health care areas we have not yet developed
sufficiently reliable or proven prevention techniques for inclusion in a general
health plan. For example, behavioral based health problems such as smoking,
alcohol or drug abuse, and violence, are difficult to prevent by the avat.ble
health education methods. Nevertheless, it makes no sense to wait for all of the
answers, we should move ahead with preventive programs of proven value.

The six preventive health benefits In my proposal must be provided in the
insurance plans offered by employers who seek special tax status, as well as In
plans offered under tae State-administered pooling arrangements. These benefits
offer a combination of primary and secondary preventive measures.

First, the health insurance plans will be required to offer maternal care, that is,
medical examinations, treatment and counseling for pregnant women, delivery
services and post-partum care. Infant mortality in the United States is excessive:
Over 50,000 infant deaths occur each year. On of several responsible factors is
inadequate pre- and post-natal care. This tragic problem is also addressed by the
second benefit in my plan: the provision of newborn care and well-baby clinic
services during the first year of life. These measures are necessary to prevent
and treat the nutritional and infectious problems that are a major health problem
for infants and children. In addition, well baby services permit the detection of
congenital deformities and diseases and allow the early application of corrective
procedures to prevent lifelong disability. Also included In the benefit package
are vision and hearing examinations for children between the ages of 2 and 6
years. The third benefit directed to child health is the provision for childhood
immunizations including DPT, polio, measles, mumps and rubella. The value of
this program for the prevention of death, suffering and deformity has been
proven over several decades. In the early 1950's, 20,000 Americans were afflicted
each year with poliomyelitis and the consequent burden of illness in dollars and
quality of life was enormous. During the 1970's, following the use of polio vac-
cines, the total number of polio victims has been less than 100. Whooping cough,
diptheria, tetanus, and smallpox have been nearly eradicated by immunization.
Thp incidence of measles has declined from ,12.000 eases in 1960 to 2J,000 cases In
1975. The importance of these statistics is illustrated by the fact that 1 of every
1,000 children with measles will die and in 1964 rubella caused 20,000 permanent
congenital defects in the offspring of infected mothers. However. we must take
note of a disturbing trend; namely, that participation in immunization programs
is declining. If this trend is not reversed the unexposed and nonimmunized chil-
dren will be at a risk for major and costly epidemics of these diseases.

The final three prevention benefits are directed to the adult population.
Hypertemion screening will be provided over the lifespan starting with teenagers.
Cardiova:icular disease is the leading cause of death and contributes the major
burden of illness in thils country; hypertension, in turn, is one of the most
common and damaging forms of cardiovascular disease. It is estimated that
over 25 million Americans have high blood pressure and that at least 40 to 45
percent of these are receiving adequate treatment. Hypertension was calculated
to contribute $16 billion to the cost of illness in 1975. The estimated annual
savings to the national economy by successfully treating all hypertensives would
be approximately $8 billion. Since the cost of detection and treatment programs
are estimated at about $5 billion, this translates to a net yearly benefit of $3
billion. The second adult prevention program provides screening for cervical
cancer in women by means of the pap smear test. Cancer detection and control
studies indicate that the best cancer prevention investment, in terms of initial
dollar effects on a cost-effective ratio, Is the detection of cervical cancer. Finally,
[ propose to provide periodic health examinations and counseling every 3 to 5
years for the adult population. Counseling services include education about
health promotion measures (e.g. diets, methods to stop smoking or drinking, and
exercise programs) as well as the explanation of therapeutic programs for
diseases discovered during screening (e.g. blood pressure control programs or
management of diabetes). Although the cost effectiveness of periodic exams in
the well population is still controversial, the continuing advent of new diagnostic
and screening techniques and continuing therapeutic advances should progres-
seively enhance the potential benefits of periodic examinations.

A relative lack of previous experience with national efforts at providing pre-vention programs makes it very difficult to cost account this prevention-promotion
package. Many people in the well ipnlation. particularly the young, are already
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receiving some of these services, but for the most part they are paying for this
out of pocket or are receiving benefits as part of an HlMO plan. The provision
of these services as benefits in a heMth insurance plan would insure utilization
of a wider scope of prevention programs by a larger segment of the population.
Estimates provided by the private health insurance industry indicate a per
capita cost of between $2 to $10 per year for adults and approximately $10
per year for children. I estimate that the total yearly cost to the private sector
for this preventive package will be approximately $2 billion. The provision of
counseling services as an adjunct to the medical and screening services contained
in the package would probably cost an additional $7 per capita.

If these preventive health measures were followed nationwide, they almost
certainly would pay for themselves. First, there is the obvious savings from
the early diagnosis of a problem with minimal financial outlay, thereby eliminat-
ing large therapeutic and disability expenses in the future. Second, preventive
health programs eliminate some of the major reasons for lost production in our
economy. Lost production from sick leave exceeds that from labor strikes by an
overwhelming factor. Finally, there is the very human factor behind preventing
illness. When the incidence of illness falls, fewer Americans must suffer its
debilitating physiological and psychological effects. I feel these three savings
make an overwhelming case for preventive medicine.

Cost-effective studies are underway for prevention programs and clear effective-
ness has been demonstrated for programs such as maternal care, immunization,
and hypertension screening. One must bear in mind that short-term savings in
dollars ara not likely with preventive measures. The payoff is long term through
the prolongation of life (avoidance of premature death) and improvement in
the quality of life. My proposal recommends using the savings from hospital cost
containment to finance, this innovative preventive health program. Increasing
patients' cost consciousness in the manner that I have outlined earlier will lower
national hospitalization expenses by approximately 6 percent annually.

CONCLUSION

In sum, Mr. Chairman, I believe that in national health policy we are faced
with three primary interrelated needs-cost containment, catastrophic health
insurance, and preventive care-which must be addressed with a unified. compre-
hensive program. My bill will attempt to do just that.

The fundamental cause of rampant health cost inflation and lack of catastrophic
and preventive health insurance benefits is a noncompetitive third party reim-
bursement system weighted too heavily toward first-dollar hospitalization cover-
age. Scarce resources and disenchantment with Government regulation make it
unlikely that yet another public program will be the solution.

In this situation, we can use tax incentives to offer Americans a trade-off: If
they are willing to pay slightly more in co-payments for low cost medical care,
they can save enough money to obtain catastrophic protection and preventive care.
In addition, they can stop the health cost inflationary spiral without new govern-
ment regulation. We can also use tax incentives to help restore competition to
health care by giving our citizens a greater variety of health insurance choices
and insuring that they will save money on premiums if they choose more efficient
I roviders of care.

I believe this approach to be more realistic, more effective and clearly less
costly, than the Government regulation route. I look forward to working with
the members of this committee to perfect the details of the proposal and to enact
a nonregulatory approach to insuring that all Americans have access to quality
health care at a reasonable cost.

Now, if you would, Senator Ribicoff, I would like for you to preside
for a few minutes while I take my turn at bat.

Senator RInICOFF [presiding]. Senator Long.

STATEMENT OF HON. RUSSELL B. LONG, U.S. SENATOR FROM THE
STATE OF LOUISIANA

The CHA1I1RMAN. I am going to try to abbreviate my statement. I will
ask that it be printed in the record in its entirety.

Senator RIBCOFF. Without objetcion, the entire statement will go
in the record as if presented.

47-296 0 - 79 - 15
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[The prepared statement of Senator Long follows:]

STATEMENT OF SENATOR RUSSELL B. LONG
The Finance Committee and its Members have, over the years, devoted a sub-

stantial amount of time and effort in the consideration of various National Health
Insurance proposals.

We have had the unique ability to evaluate those proposals on the basis of the
good and the bad experience encountered with the now huge and costly Medicare
and Medicaid programs. And, now I believe it is time to act. In fact, in my opin-
ion, action to extend vitally needed health insurance protection is overdue.

Some 6 years ago Senators Ribicoff, Talmadge and I, along with many other
Members of the Senate, first introduced a program designed to improve the
financing of health care for all Americans.

The proposal we sponsored then, and which we continue to sponsor, includes
catastrophic health insurance protection for all Americans, reform of our medical
assistance program for the low-income population, and standards for basic pri-
vate health insurance policies. I still believe that, in the long run, that is the
approach which will be adopted.

But we now have realities confronting us which cannot be ignored-realities
which were not present when we first offered our proposal, and which I believe
must be taken into account at this time. These realities include a continuing level
of inflation which we must act to moderate and not aggravate through an enor-
mous increase in Federal spending levels. Under these circumstances of high in-
flation and a need for budgetary restraint, priorities have to be assigned to what
we do in the way of national health insurance initiatives.

The first priority, and the most urgent of priorities, is to assure Americans that
they will not be wiped out financially by the overwhelming costs of serious and
prolonger illness. Survey after survey, and poll after poll, has shown the concern
of the majority of Americans with the need for catastrophic health insurance.

Just recently, a report prepared for the General Mills Co. by the distinguished
survey firm of Yankelovich, Skelly and White, Inc. found, and I quote: "Most
American families are worried about catastrophic illness-but not about the more
mundane but possibly serious 'ordinary' illnesses. Fear of cancdr is the over-
riding concern of most families, followed by fear of accidents and heart trouble.
Only 11 percent mention 'everyday' illnesses as a principal health worry."

Time after time we hear of the ruinous costs of prolonged illness. Again and
again we hear of serious injury all but wiping out lifetime savings and property.

I think there is general consensus among the 'Members of this Committee, as
well as the Carter Administration, of a need for action in this area.

I think we are in general agreement that the basic approach to providing cata-
strophic health insurance should be through requiring that employers provide,
through private health insurers, coverage for their employees meeting basic re-
quirements as to adequacy. I believe there is a consensus concerning the need to
provide assistance to small employers and other employers where the costs of
mandated catastrophic health insurance coverage exceeds amounts which they
can reasonably be expected to afford.

We may have some differences as to the amount of the deductibles which would
apply. We may have differences as to effective dates. For my own part, I believe
that we should not waste any time in providing this vitally needed protection.
I believe, and I will urge that catastrophic health insurance protection be pro-
vided to working Americans and their families by not later than July 1, 1980.

I should point out that, while I have my own ideas concerning the nature of
the catastrophic insurance program, my position is not frozen at all. I look for-
ward to receiving, and hopefully supporting, the constructive suggestions of my
colleagues. But, let me stress that catastrophic health insurance is a program of
protection for those many, many millions of middle-income Americans who have
a real sense of being left out of the legislative process.

These are the people who seem to be paying the most and getting the least out
of Government. These are the people who are not only paying their own way, but
paying for the other fellow as well. These are the millions of Americans we
should protect from the fear-and all too often the reality-of bankrupting medi-
cal expenses.

Now I also believe that we will be able to make some significant improvements
in the programs for low income Americans. I think that the present Medicaid
program has inequities which we might be able to relieve in good part.
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In this regard, I am now working to see what reasonable and budgetable im-
provements can be made in our health insurance coverage for the poor. Here too
we are encountering unavoidable considerations of how much new money we can
spend. I am hopeful that we on the Committee will be able to work out significant
and affordable improvements for the low income population.

I think we will be able to come to general agreement in this area.
I also believe that we will be able to agree upon significant improvements in

the existing medicare program for older and disabled Americans. I think we will
be able to agree on a need to assure that everegone has access to private basic
health insurance such as Blue Cross and Blue Shield, regardless of health con-
ditions and with premiums which are reasonable in relation to the benefits paid
out.

There will obviously be those who want to go beyond what I have described.
There are those who believe we should do everything for everyone from the
cradle to the grave.

There are those who believe that, while we put less than a cradle-to-grave ap-
proach into effect now, we should at the same time, provide now for automatic
expensions of coverage and costs in future years.

Quite simply, I don't think the Nation can afford-nor does it want-womb-to-
tomb health insurance coverage.

Quite smply, I don't think we should bind future budgets and future Ad-
ministrations to what may be inappropriate or unaffordable expenses for health
insurance. I have sufficient faith in the judgment of future Congresses and future
Presidents as to what will be appropriate action at those times.

Again, we currently appear to have a concensus for action on catastrophic
health insurance.

Again, I think that consensus should be translated into early action by this
committee an dthis Congress.

I look forward, during the next few weeks, to hammering out a committee bill
with catastrophic health insurance for Americans as the centerpiece, with im-
provements in protection for the poor, and assurance of the availability of ade-
quate private health insurance to those who have difficultly purchasing the cov-
erage now.

I think, as always common sense and a common sense of concern will prevail in
the Finance Committee.

ihe CHAIIAxN. Mr. Chairman and Members, 6 years ago Senator
Ribicoff and I joined by Senator Talmadge introduced a program to
finance health care for all Americans, and it placed an emphasis on
catastrophic health insurance, but it also sought to provide health
care for the low income people. Now, a lot of people have passed on
to meet their Maker in those 6 years, and a lot of middle income
families have bten wiped out while we have been talking about trying
to do something. I hop, very much that we will in this Congress,
and I hope in this session, move to at least do the most urgent things,
those which clai~i the highest priority, and recommend them from this
committee.

Now, the realities are pretty much as Senator Danforth has pointed
out, that we are limited in the amount of money we have available,
and b-ing limited. we can't (1o nis mIn h as we would like to do if we had
unlimited resources to work with. There was a study by Yanklivitch,
Skelly, White, Inc., asking what people were concerned about, and
they concluded that most families are worried about catastrophic
illness, but not about the more mundane but possibly serious ordinary
illnesses. The fear of cancer was the overriding concern of most fam-
ilies, followed by fear of accidents and heart trouble.

Only 11 percent mentioned everyday illnesses as their principal
health worry.

Time and again we hear of the ruinous costs of these prolonged
illnesses. I think there is a consensus among members as well as the
Carter administration that we should act in this area. I think we
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are also in general agreement that the basic approach to catastrophic
insurance should be by requiring that employers provide, using pri-
vate health care insurance to tie maxiiuum extent possible, cover-
age for their employees to meet the basic requirements. I believe that
there is a consensus concerning need to provide assistance to small
employees and others where the cost of mandated catastrophic health
insurance would exceed the amount which they could reasonably be
expected to afford.

Now, we may have some differences about the amount of deductibles,
and we may have differences as to the effective date, but it seems to me
that we should not waste time before providing what. we believe is the
most necessary and essential protection of them all, and that would be
catastrophic health insurance. If would seem to me that it should
begin not later than July 1 next year.

I would point out that while I have my own ideas concerning the
nature of catastrophic insurance, my position is not frozen. I look
forward to receiving and hopefully supporting the constructive sug-
gestions of other members of this committee, those from the admin-
istration and others who can make suggestions as to how we can
meet various details of providing adequate health insurance to those
we wish to protect.

Now, it would seem to me that the people who are most deserving
of protection are those who have been paving for a great number of
years to support this Government, those who have been paying theirown way and paying the other fellows' way as well, and these are the
millions that should be protected from the fear that is too often a
reality of a bankruptcy medical expense.

I also believe that we will be able to make some significant improve-
ments to low income protection for Americans. In this regard, I am
now working to see what reasonable and budgetary improvements can
b.K made in our health care coverage for the poor. Here we are
encountering unavoidable considerations of how much new money
we can spend, and I hope that we on the committee will be able to
work out a significant. and affordable program for the lowest income
population.

The latest estimates of the Department of Health, Education, and
Welfare indicate that the bill which I introduced along with Senators
Ribicoff and Talmadge would actually cost more than the adminis-
tration plan, whether you have hospital cost containment in both
plans or don't have hospital cost in both plans, for the simple reason
that our plan would do more for the low income and the near poor
than the administration's plan would do. I want to welcome the admin-
istration to the position of being accused of being the pennypincher,
the one who is not willing to spend money to help the poor.

We have leen proposing all along to do more for the poor than they
aire proposing doing, but the question is. how much of this can we
afford?

Now. there are some aspects of this matter that no one here at this
moment can provide the best answer to, but I do think that if we work
together, we can pick out the best that everyone has to offer on this
committee, that which the majority of us seem to find to be the best
answer to the problem. I would urge that we have some further con-
ferences with the medical authorities and with the insurance compa-
nies as well as with the administration experts, and everyone who has
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something to contribute, and I would hope that we would get our nose
to the grindstone as soon as possible and try to grind out a-bill that we
would hope the majority of the Senate would approve.

Senator RIrICOnF. Mr. Chairman, I want to take this opportunity to
commend you for your leadership. If people would have realized 6
years ago what they are coming to realize today, that 50 percent of
something is better than 100 percent of nothing, we would have had
health insurance in place on an incremental basis. We would have had
6 years of experience with catastrophic, and then we could have gone
ahead with another phase.

So, we are 6 years behind. From my experience with this committee,
it is my feeling that this Committee is a cross section and reflects the
basic thinking of this country, and I am confident that we are going
to be able to work out a bill with the collective wisdom of the entire
membership that will have the overwhelming support of the U.S.
Senate for the entirety of its bill to be able to withstand amendments
that would emasculate or make this bill impossible.

Now, it is expected that this committee will take the leadership. As
I read it, generally, while legislation of this kind must be initiated in
the House, I think the House is waiting for the initiative t6 be taken
by the Finance Committee and the Senate before they follow. This is
a great opportunity. Mr. Chairman, for you, as you have in the past, to
supply the leadership under your chairmanship for a rally landmark
piece of legislation that will do so much for the people of this country.
I thank you for your test iony.

Senator Dole?
Senator DOLE. I have no questions, except I think we were discussing

earlier, we have had some very excellent testimony from, I think, a
panel of witnesses, Mr. Kilpatrick of Connecticut. They have been
very helpful, as have Mr. Melman and others, in supplying informa-
tion to the committee to see if we can do what we want to do with the
money we have and accomplish the things the Chairman has pointed
out.

It seems to me that once we can, if we are persuaded, Republicans and
Democrats alike, of differing philosophical views, that we have cer-
tain limits, but that we can operate within those limits and come up
with some program that would provide benefits to those the Chairman
has outlined, then I think we are going to have a consensus that Jack
Danforth talked about.

I do believe that as I look at our program, we probably do not have
enough focus on the third part of our plan, the so-called residual mar-
ket, the poor and the near poor, because of the cost. If there is some
way we can work out an accommodation in that area, along the lines
suggested by Senator Moynihan, that is probably what increases the
cost of the Long bill, though I think the administration estimate was
not on the latest Long version, was it? It was on the initial version.
I think the 760 would be less costly, considerably less costly.

Senator RincoF. Senator Moynihan?
Senator MOYNIHAN. Well, just to congratulate the Chairman for

giving us this unaccustomed opportunity that just occurred, and to
say that the original Long-Ribicoff bill did do something which it
seems to me is essential, and that is, it really does commence to fed-
eralize medicaid by putting a cap on State expenditures and as low
benefit States go up, providing encouragement to do that but not con-
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tinually-there is just too much of a disparity. We are one country,
and people ought to have the same level of medical care in all parts
of it, particularly if we are going to be thinking in these terms.

I was much encouraged by that, and will very much hope this be-
comes part of legislation. I would like to hear if the Chairman con-
tinues to feel that way. I am sure he does.

The 'CHAIRMAN. It is purely up to the committee. As far as I am
concerned, I am willing to support that. Now, we have the budget
procedures, and we have these limitations, and so on that type of ex-
penditure we will have to phase it in as we can find the money to pay
for it. I would hope that we can make that the first step to find some
moiwy for that purpose, and then to go ahead and expand it from there,
but I would hope, though, that we would do something.

Now, as the Senator so well knows, on this Finance Committee we are
pretty good about moving and getting action, meeting problems.
Sometime.; we will start out by saying, if someone has an idea, do we
want to do anything about this or nothing? We will have a show of
hands, and if the majority say do nothing, we do nothing; if the
majority say they want to do something, then we decide, how much
do we want to (o, a little or a lot ' In any event, we will start from
that point and go forward, and if the committee wants to act, it has
been very effective, and I think it will be, and 1 hope it will continue
to be, with the best advice we can find to guide its.

Senator RiicorF. Senator Danforth?
Senator DANFORTH. No questions, Mr. Chairman.
Senator RicorF. Senator Durenberger?
Senator DURENBEROER. Yes; I think it was about 3 hours ago,

Mr. Chairman, that the witness expressed a great deal of frustration
about the 6 years of effort and no piece of legislation, and far be it for
me with 5 months of experience to provide any advice to someone who
has been here 31 years, but my experience in the campaign would indi-
cate to me that often we are given more points for the things we don't
do but we talk about and we point out than the things that we actually
do. I am constantly impressed by the flow of information that comes
across my desk about all of the things that are happening out there
despite the lack of legislation, but because of the fact that Senator
Long and others have been dealing with zeroing in on the priorities
that we have.

My own community has reduced hospital costs from 16 percent in-
crease down to 9.5. We have seen the rise of HMO's. You read about
for profit hospitals springing up and saving people money all over
the place. There are all kinds of exciting things happening out there,
because Chairman Long and you, Senator, and others have spent a
lot of time talking about the problem and trying to develop a
consensus.

So, all I have to say is, I am appreciative of all that effort you have
put in, and I wouldn't be discouraged by the lack of a bill.

Senator RiBicoFF. Senator Long, you can resume the chair.
The CHAIRMAN. I would suggest, Senator, that you conclude the

hearing, at least for this morning.
Senator RIBICOFF. Well, the hearings will be closed, subject to fur-

ther call by Chairman Long.
[Whereupon, at 12:35 p.m.. the committee was adjourned, subject to

the call of the Chair.]
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THURSDAY, JUNE 21, 1979

U.S. SENATE,
COMITMFEE ON FINANCE,

Washington, D.C.
The committee met at 9:10 a.m., pursuant to notice, in room 2221,

Dirksen Senate Office Building, Hon. Russell B. Long (chairman of
the committee) presiding.

Present: Senators Long, Talmadge, Ribicoff, Bentsen, Moynihan,
Baucus, Boren, Bradley, Packwood, Roth, Chafee, Heinz, and
Durenberger.

The CHAIRM.AN. We will be pleased to have the Senator from Min-
nesota, Mr. David Durenberger, to introduce the witness.

Senator DUENBERGER. Thank you, Mr. Chairman.
I probably have not known Alain Enthoven as long as you have

and other people in this community. I have been aware of some of the
things he is concerned with in the health care area because we have
been practicing them in our own State of Minnesota, principally as
a result of employers being deeply involved and concerned about what
was happening to health care and the cost of health care.

Over the last 3 or 4 years it has been principally major employers
in the Twin Cities community who have started to make change in
the health care delivery system, in the quality of care and in competi-
tive alternatives provided their employees for choosing health care.
According to statistics I could give you, they are able to reduce
through that kind of a competitive system the cost of care.

As far as I know, Professor Enthoven did not participate in any
way in developing the finnesota plan but he has been practicing the
theories which M innesota has developed for some time.

He is currently professor management at the graduate school of
business and a professor of economics of health care at the school of
medicine at Stanford University.

He also has some other practical experience. He was Deputy Comp-
troller and then Assistant Secretary of Defense during the 1960's.
Subsequent to that lie was president of Litten 'Medical Products and
he has also served on the board of directors of several hospitals in-
cluding the Georgetown University Hospital here in Washington.

In addition to teaching, Dr. Enthoven is a consultant for the Kaiser
Foundation Health Plan.

The concepts which he is about to provide to this committee I think
provide the Congress and the administration with a choice. Either
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we continue do*n the path of more Government controls and tinker-
ing with all of our reimbursement mechanisms which in my opinion
and in our practical experience in my State, have done nothing more
than encourage waste or we try to find a more appropriate path out
of this and, I think, competitive incentives is the path.

I am very pleased, Mr. Chairman, that you have given Professor
Enthoven the opportunity to testify today.

The CHAIRMAN-. Dr. Enthoven, I had the privilege of hearing some
of your views on this subject and I was impressed. Now that I know
your credentials I am more impressed.

We would be pleased to hear your statement, sir.

STATEMENT OF ALAIN C. ENTHOVEN, ROFSOR OF PUBLIC AND
PRIVATE MANAGEMENT, GRADUATE SCHOOL OF BUSINESS, AND
PROFESSOR, HEALTH CARE ECONOMICS, STANFORD UNIVERSITY

Mr. E.NTHOVEN. Thank you very much, Mr. Chairman. I want to
thank you for the privilege of appearing before this committee. I
am speaking as a private citizen expressing my own views and not
necessarily those of Stanford University or any of my consulting
clients.

In order to keep my remarks brief, Mr. Chairman, I will just hit
the highlights in this statement and then with your kind permission
submit backup materials for the record.

The main cause of the unnecessary and unjustified increase in costs
of health care as well as inequity in its distribution is the complex of
perverse incentives inherent in our dominant financing system for
health care: Fee for service for the doctor; cost reimbursement for
the hospital; and third party insurers to protect consumers with pre-
miums usually paid largely or entirely by employers or Government.
. This system rewards providers of care with more revenue for giv-
ing more and more costly care whether or not more is necessary or
beneficial for the patient. It leaves insured consumers with little or
no incentive to seek a less costly health care financing or delivery plan.
There are many cost increasing forces and virtually no reward for
economy.

The third party insurance mode of finance into which we have
fallen, borrowed from casualty insurance, is a totally inappropriate
way to finance medical care in this modern world of high technology.

Mr. Chairman, medical care insurance just should not be viewed
like collision insurance for your automobile. If you smash your fender
there is pretty much one way to get it fixed. You get three bids and
you find out how much it should cost and then you know what it is.
It is not open ended. They pound it out and that is it.

That just is not the way it is for example with chronic stable angina,
chest pains caused by clogging of the coronary arteries. There we
have built a $1 billion a year industry called coronary artery bypass
graft surgery and the doctors are still arguing about whether it is a
good idea or not.

The only way we can solve the problems of cost, access, equity, and
quality is through fundamental reform of the health care delivery
system and the only way we can do that is through a system of
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rational economic incentives, that is, rewarding people for providing
better care at lower cost and fair economic competition in the private
sector.

In a system of fair economic competition among various types of
health plans, each covering comprehensive health care services, con-
sumers who joined health plans that did a good job of controlling
costs would pay lower premiums or receive better benefits and health
plans that did a poor job would lose customers and risk being driven
out of business. The health care system would be transformed grad-
ually and voluntarily from today's system with built-in cost-increas-
ing incentives to a system with built-in incentives for consumer satis-
faction and cost control.

Mr. Chairman, I believe from today's patterns, it would be possible
to cut costs substantially without cutting the quality of care. I de-
mended that proposition in last year's Shattuck lecture to the Massa-
chusetts Medical Society and I have left a copy for the record.1 -

Quality and economy often go hand in hand. The busy surgeon
will be more proficient and able to charge lower fees and still make a
good living.

The essential principles of a system of fair market competition are
these. First, multiple choice. Once a year give each family the oppor-
tunity to enroll in any of the qualified health plans operating in his
area.

Two, a fixed dollar subsidy. The amount of financial help each con-
sumer gets toward the purchase of his health plan membership, from
medicare, medicaid, employer, or tax laws, would be the same which-
ever plan he chooses. The family that chooses a more costly health
plan would pay the extra cost itself so it would have an incentive to
choose wisely.

Third, same rules for all competitors. A uniform set of rules would
apply to all health plans to assure that they are all competing to pro-
vide good quality care at reasonable cost and not profiting by such
practices as preferred risk selection or deceptive inadequate coverage.

Fourth, doctors in competing economic units. Physicians wouldbe
organized in competing economic units so that the premium each
group charged would reflect, its own ability to control costs.

These principles could be embodied in a universal system of com.
prehensive health insurance. I proposed such a system called "Con-
sumer Choice Health Plan" in September of 1977 and described it in
an article in the New England Journal of Medicine, which I am leav-
ing for the record.' Such a program could be financed at a low level
or a high level by the Government. The essential financing vehicle
would be a refundable tax credit or voucher usable only as a premium
contribution toward the qualified health plan of your choice.

These principles could also be embodied in a set of low cost incre-
mental steps that vould contribute greatly to the competitive restruc-
turing of the delivery system while costing the Government practically
nothing. I am submitting a memorandum of such proposals for the
record.

See Mr. Enthoven's prepared statement.
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On June 7, 1979, Mr. Al Ullman, the distinguished chairman of
the Ways and Means Committee of the House of Representatives, put
forward a set of proposals based on these principles.

Mr. Chairman, these principles are of demonstrated practicality
and effectiveness. For example, multiple choice and fixed dollar em-
ployer contribution are an integral part of the Federal employees
health benefits program in successful operation since 1960 and now
serving 10.5 million people.

The State of California and my own employer, Stanford Univer-
sity, offer their employees a similar choice. Comprehensive health care
organizations with built-in incentives for economy have done very well
in this fair competition.

A comparison of the Federal employees plan and medicare illus-
trate the simplicity of the concept. The Federal employees health belie-
fits plan law is 8 pages long and the regulations are 16 pages. I have
read the regulations and I understand them. The medicare law, the
last time I counted, ras 102 pages long and the regulations are 400
pages of fine print.

The CHAIRMAN. In other words the first simple thing to (1o to reduce
cost and gain simplicity is to substitute the Federal employees plan
for the medicare plan.

Mr. ENTHOVEN. That is right, Mr. Chairman. If you show signs of
being interested in that idea, I am going to sell short my Xerox stock.

The CHAIrrAN . Doctor, when we first considered medicare I pro-
posed that we take the Federal employees plan so you and I were to-
gether before we knew it.

Mr. ENTHOVEN. The administrative cost per claim processed in the
Federal employees plan was 22 percent below that in medicare. That
is what appropriately structured competition in the private sector can
do for you.

Mr. Chairman, these principles are not in widespread application
today and to that can be attributed most of the problems in our health
care economy.

Most people have no choice. When they come to work or they become
65, they are stuck with the employer presenting them with a single
plan, or the Government says you are on medicare. If they do have a
choice the employer or medicare pays more if they choose a more
costly plan.

For example in my county, most city employees have a choice be-
tween Blue. Cross, with a typical family premium of $125 and Kaiser
with a family premium of $85. The employer pays the whole thing
either way. In other words, the employers are saying to the most costly
fee for service doctors, "It does not matter what Your costs are, we
will pay them."

Medicare systematically pays more on behalf of beneficiaries who
stay with fee for service than on behalf of those who choose group
practice HMO's. For example, in 1970, medicare paid $202 per capita
on behalf of those who joined Group Health of Puget Sound and $356
per capita or 76 percent more for a sample matched by age and sex
amd location for those who choose fee for service.

As you know, Mr. Chairman, it is awfully tough to compete in a
market in which employers and Government will pay such large sub-
sidies to your competitors.
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We do not have equal rules. HMIO's are very tightly and I think too
tightly regulated by the law and HEW while t le rest of the health
insurance is free to'experience rate, use complex benefit packages with
trickly exclusions, et cetera.

The medical profession has successfully defended the principle that
every health insurance plan must offer "free choice of doctor" which
effectively rules out economic competition among doctors. It says that
if I am insured it does not matter whether I go to the most expensive
or the least expensive doctor, it is all paid by my insurance. The right
of "free choice of doctor" ought to be augmented by the right of each
family to agree to get all its care from or on referral through a limited
set of doctors in exchange for lower premiums or better benefits.

Mr. Chairman, these principles could be put into operation at little
or no cost to the Government. Here is one way to do it. Employer
contributions to health benefits are excluded from taxable incomes of
employees and a part of individual premium payments are tax de-
ductible. This favorable tax treatment is costing the Federal and State
government!; roizlily $13 billion this year in forgone tax revenues. In
these laws the Government has an ideal lever to make the market
achieve public purposes more effectively. It can set requirements and
minimum standards for employee health benefits programs as a condi-
tion for favorable tax treatment.

For example, require the employer to offer the employee three dis-
tinct choices. Require that the employer premium contributions be the
same amount whichever plan the employee chooses.

Require that all health insurance plans that qualify for favorable
tax treatment cover basic benefits as defined bv the HMO Act as a
minimum uniform standard or some other uniform standard of bene-
fits. Make them include catastrol)hic expense l)rotection. Catastrophicexpense protection is a good idea. Every family should have it. It

should be done on a l)rivate sector basis rather than on a legal entitle.
ment basis.

Include continuity of coverage provisions such as automatic cover-
age of newborns and the right of unemployed, widows, divorcees, and
so forth to convert to individual coverage at group rates.

The same provision should be embodied in a freedom of choice pro-
vision in medicare such as the one just introduced by Congressman
Rangel under which any beneficiary can direct adjusted average per
capita cost to medicare'for people'in his actuarial category be paid
as a fixed premium contribution on his behalf to tie HMO of his choice.
This could be the first step in the ultimate total reform of medicare
along the lines of the Federal eml)loyees health benefits program.
That is. determine a set of l)er capita and flat per capita subsidies to
people depending on their actuarial category and say, here is the
subsidy and here is the menu of competing choices.

Mr. Chairman, where tried, competition has been an effective con-
tributor to cost control. Senator I)urenberger sees it work in Minne-
sota. I am sure Senator Matsunaga sees it work in Hawaii where they
have a very good system of health plan competition. Congressman
Ullman sees it work'well in his home district.

On the other hand, direct controls on prices and capacity have
failed and are bound to fail. I spelled out some of the reasons tor this
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in an article in the Harvard Business Review and in a letter to Con-
gressman Waxinan which I have submitted for the record.1

The administration's hospital cost containment proposal rewards
the fat and punishes tie lean. Its proposed system for grouping hospi-
tals by peer groups is unworkable. There is no satisfactory way of
controlling for case severity. I do not know about other hospitals, Mr.
C_=airman, but Stanford University Hospital has no peers.

Such price controls with their inevitable cost passthroughs inevi-
tably become a system of cost reimbursement. The Nixon administra-
tion's economic stabilization program apparently slowed the growth
of hospital wages but failed to produce economic cost savings.

Certificate of need has failed. It has been tried, thoroughly studied,
and failed. The leading experts cannot agree on standards for the ap-
propriate number of beds not to mention for more esoteric technologies.

With the possible exception of New York in fiscal crisis, there is
not the political will to close unneeded hospitals by direct Government
action. They could be closed by the impersonal forces of the competi-
tive market.

Mr. Ullman put it this way and I quote:
Government simply cannot regulate the entire industry effectively. Once the

accelerator is stuck, putting on the brakes may slow the car but the damage is
extensive.

The time has come, Mr. Chairman, to stop tinkering at the fringes
of a system with fundamentally wrong incentives and to subject the
dominant system of fee for service cost reimbursement and third party
intermediaries to fair economic competition from alternative delivery
systems and then let the systems that do the best job for the consumers
win in the marketplace whether or not they are spelled MOH or what-
ever you want to call them.

Thank you, Mr. Chairman.
The CHAIRMAN. It is my impression, based on the experiences of an

HMO trying to organize in my State, that the medical establishment
frowns on HiMO's and for good reason. I think the established doctors
feel that an HMO in their area might cause them to make less money.

I would think that if someone went out and got busy, however.
younger doctors could be interested in getting together and forming
a clinic to offer service and bid for the %usiness in the community.

How would you promote competition? How would you get the com-
petition started if you were trying to advance your concepts in such a
situation?

Mr. EN-TILOVEN. Mr. Chairman, that is correct that the medical es-
tablishment frowns on it because they do not want economic competi-
tion between doctors.

The CIHAIRMAN. Lawyers do not either.
Mr. ENTHOVEN. That is different. I am not a lawyer.
The CHAIRM A-. It is all right to compete for the business; however,

the law provides that you cannot advertise in the newspaper and so
advertising has to be done very subtly.

The Federal Trade Commission says they should compete.
Mr. ENTIiOV'EN. Mr. Chairman, I think the first best thing to do

would be the following; the biggest barrier for a new health plan to
See attachments to Mr. Enthoven's statement.
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get going is that it has to be sold first to the employer and then to the
employee and then it is only going to be attractive to the employee if
the employee gets to keep the savings. That is why I am recommending
that we say employers above a certain size have to offer three compet-
ing alternatives to their employees. You have to do what Stanford
University does or what the Federal Government does or what Con-
trol Data does and other leading companies in Minnesota do.

Tho CHAIRMAN. Can employees accept that individually or do they
accept it as a unit

Mr. ENTHOVEN. I was thinking that you give them at least three
choices and then, individually, each employee examines the choices
once a year and make a choice.

The CHARMAN-. Each individual employee?
Mr. ENTHOVEN. Yes; that is the way the system works.
The CHAIRMAN. Is that how it is with the Federal plan ?
Mr. ENTIIOVE.N. Yes; Mr. Chairman, that is how it is with the Fed-

eral plan. I was covered by the Federal plan when I was Assistant Sec-
retary of Defense in the Johnson administration. Once a year I got
little'booklets describing the different plans in this area. I had a choice
of Aetna, Blue Cross-Blue Shield, Group Health Association and now
there are Georgetown University Community Health Plan and George
Washington University Health Plan. You get these booklets and the
Federal Government as the employer says, we are going to contribute
$58 a month toward the plan of your choice, you read the books, take
your pick and tell us which one it is and we ''ill deduct the rest from
your paycheck and send it in.

The CHAiTRMAN. If you as an individual want to have the Blue Cross
plan and that costs more, you would pay more.

Mr. ENTHOVE,,. That is right.
The CHAIRMAN. One the other hand, if you had the Kaiser plan

available to you, that would cost you less.
Mr. ENTHOVE.N. That is right.
The CIIRu3 AN. The employer is going to contribute to a flat amount

in any event and then you would decide how many frills you wanted.
If you wanted to have the plan that starts with first dollar coverage,
you would pay the difference.

Mr. ENTHO VEN. Exactly. The plan that I am on at Stanford, the
university says to me, Alain we will contribute $55 per family per
month toward the plan of your choice.

The CHAIRM31AN. Is that the plan we now have for our Federal
employees?

Mr. EN-THOVEN. Yes; we have had that since 1960.
The CHAIRMAN. That is the plan we Senators are going by right

now.
Mr. ENTHOVEN. Are you on that also?
The CHAIRMAN. I think I am on it, yes, sir. I am a pretty busy guy

so I have not read my own policy. Mv impression is that I am on it.
In fact, I originally tried to put medicare on the same basis.

Mr. ENTHOVEN. It works. In California as an example, in northern
California about half of the Federal and State employees in Kaiser's
northern California service area belong to Kaiser. They are given
the choice of that or Blue Cross or Aetna and so forth. Year by year
the plans with built-in cost controls have gained in market share.
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At Stanford University we have a choice between three plans. The
Palo Alto Clinic prepaid plan is one.

The CHAIRMAN. Is that an HMO?
Mr. ENTHOVEN. It is like an HMO. It is not an official Government

HMO but it is like a HMO. It is a prepaid group practice. There is
the Kaiser plan and a Blue Cross insurance plan.

The couples and families get the flat. dollar amount. The individuals
get the whole thing paid. Among the couples and the families about
one-third take the Palo Alto Clinic plan and about one-third take the
Kaiser plan and about one-third take Blue Cross. If you take the
more expensive Blue Cross plan, you pay more copayments and a
higher premium.

Senator PACKwOOD. Dr. Enthoven, I used to negotiate labor con-
tracts and in my State of Oregon, Kaiser-Permanete provides health
coverage and jobs to many persons. I discovered just a month or two
ago the plan itself is the tenth biggest employer in Oregon which gives
you an idea of the scope of its size. Whenever a union would sign a
contract with an employer where Kaiser was to be the principal
carrier. Kaiser would require there be an option for the employees to
opt out.

Is that still customary?
Mr1. ENTKOVE-N. That. is still their general rule. They insist on the

principle of choice.
Senator PAcKwooD. I thought it was a show of confidence in Kaiser's

own plan that, they say we will not sign one unless the employees who
do not, want to use our plan have a right to opt out and the employer
to pay an equivalent amount to wherever they want to go. This is
%,ery close to what you are saying.

Mr. ENTHOVE,,,,-. Exactly. They insist on dual choice. Their doctors
are wise and they say, we do not want patients who are in here in-
voluntarily. It is better for us and them if they have mode a free
informed choice and have chosen us in preference to a valid alternative.

Senator PAcJiwooD. Let me ask you something further. You have
had a lot, of experience with Kaiser yourself. I was always intrigued
in talking with them and going through their hospitals that their
statement was they really did not run their hospitals any cheaper than
any other hospital. They iust did not hospitalize as many people.

Mr. ENTHTOVFN. That is correct.
Senator PACKWOOD. HOW in Vour estimation have they" succeeded

where otl-er plans have failed in getting, so many emnlovees volun-
tarily to take their annual physicals? I remember Kaiser brinain.-
mobile health facilities to big plants and doing them there. They had
a psychological way of achieving it that other plans do not achieve.
How do they do it?

Mr. ENT4OVEx. I wish I could be more helpful on that, Senator.
I know they believe very much in preventive medicine and health
maintenance and trying to keep you well and the system of payment
of course rewards that.

I am not acquainted with the specific techniques for how theyA do it.
Senator Ttr.tADXQ. Doctor, how dos the Federal employees plan

brina competition into the marketplace?
Mr. E;THOV-.N. Senator, it brings competition in this sense, that the

typical Federal employee is given a choice of several different compet-
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ing alternatives and the Federal Government as an employer says, we
will contribute for a family about $58 per family per month and we
give you this choice.

Senator TALMALGE. That is much higher than most other plans, is
it not?

Mr. ENTHOVEN. No.
Senator TALMADGE. $58 a month is over $600 a year.
Mr. ENTHOVEN. It depends on the location, Senator. In the State of

California or around where I live, all the county and municipal
employees get the whole thing paid for. Many of the big unions get
the whole thing paid for, whatever they do. In some cases I understand
with the autoworkers it is typically something like $1,800 a year paid
for by the employer tax free.

Senator TAL 1ADGE. Let's get back to the Federal employees plan. As
I recall, I elected for the high option. If I get ill I can pick out any
hospital I want, isn't that so?

'Air. ENTHOVEN. Senator, in actuality what happens is generally you
pick a doctor and lie picks out the hospital.

Senator TL,3.ADGI . How does that introduce competition?
Mr. ENTHOvN. If I can describe how it has worked in California,

Federal employees in California, Blue Cross high option costs more
than Kaiser and you have to make copayments as well. Year after
year what has happened is given a free choice, an increasing percent-
age of the Federal employees in northern California around where I
live say, I see a better deal in the Kaiser plan than I do in Blue Cross
so I am going to switch.

Senator TLMADGE. Is there any other way to introduce competition
into the marketplace except HMO's?

Mr. ENTIOVE, N. Definitely. I think one of the most interesting plans
has been developed by the Safeco Life Insurance Co. in Seattle. You
might say it is a different way of paying the doctor. They sign up in
Seattle, ihey do it in northern California, in small towns as well as
large cities, they sign up doctors who are called primary care physi-
cians. If you join their prepaid plan, you as a beneficiary, you pick
the participating primary care doctor of your choice. You say, I will
agree to get all my doctoring and medical care from or through, that is
on referral and under the control of xuy Dr. ,Tones.

The doctor in turn signs a contract where he agrees to be that per-
son's doctor for a flat monthly retainer fee. The monthly retainer fee
is actuarially adjusted. It is'higher if you are an older person in a
higher actuarial category and it is lower if you are younger and
healthier.

Senator TALMADGE. In other words it is analogous to a salary rather
than a fee for service.

Mr. EN-THOVE-. Or analogous to a retainer. He is an independent
professional but lie has a retainer. Money from the insurance premium
flows into an acocunt which that doctor manages for all of the referral
care and the hospitalization for his patients.

Senator TALMADGE. How are you going to introduce competitive
forces into the marketplace with respect to hospitals?

Mr. ENTHOvEN. The main customer for the hospital, Senator, is the
doctor and the health plan. If the doctor has a financial interest in



236

holding down the hospital cost then he will get interested in holding
down the hospital cost.

Senator TALMADGE. In other words you are going to control the
hospital cost through the doctor?

Mr. ENTHOVEN. Yes; because he is the one who calls the shots. Let
me go on with the Safeco plan to say that plan is now offered as one of
the multiple choice options, for example, in the State of Washington
to the State of Washington employees. They can pick Blue Cross,Safeco, or Group Health Cooperative of Puget Sound. Seattle First
National Bank does the same thing.

With Safeco, they have been doubling enrolled memberships every
year and their hospital use looks like an HMO. They hospitalize their
people something like 400 days per 1,000 per year instead of the 800
that is typical of Blue Cross-Blue Shield.

Senator TALMADOE. The real key to your plan is the cooperation of
the doctor?

Mr. ENTHov.,. Rewarding the doctor for the economical use of
other health care resources. Senator, the gross income of doctors is
only 20 percent of the grand total of health care costs. While sometimes
doctor fees are excessive, that is not the really important problem of
health care costs.

If we take the Willie Sutton principle, you know, that is where the
money is, it is mainly in the hospital. The key is to get the doctor inter-
ested'in holding dovn the hospital cost. That was the success of the
Kaiser plan, the way they built the plan, the doctors are interested in
holding down the hospital costs.,

Senator TAL3ADGE. Under the Kaiser plan, does Kaiser provide the
hospitals?

Mr. ENTTHOVE'N. Yes; they have their own hospitals. To give another
example in my area, a new individual practice association is starting
up where the doctors are at risk for the hospital costs. The first thing
this plan did was to send letters to the hospitals in the area with typical
orders for typical diagnoses. They said, this is a lady 45 years old
who is going to have an appendectomy and we ordered these tests on
this day in the hospital and tell us what the bill will be for that.

For a bunch of different cases they got the bills back from the differ-
ent hospitals and looked at them. They went back to some of the hospi-
tals and said, we think you are a neat hospital but your extra cost is
not worth the extra charge. Either you are going to have to cut your
costs back or we will not be able to use you any more.

One friend of mine. Senator Talimadge, Paul Ellwood, once ex-
plained it to me. He said hospitals do not have patients. Hospitals
have doctors and doctors have patients. That is, the doctor is the cus-
tomer of the hospital and you want to make the doctor conscious of
the hospital cost. Today most of my friends who are doctors say they
have no idea what the hospital costs'are.

Chairman Lox,,'o. Senator Baucus?
Senator BArcus. Thank you very much, Mr. Chairman.
Doctor Enthoven, frankly I find your proposal very ref reshing. We

first discussed this yesterday morning. We have a Long bill, a Tal-
madge bill and a Kennedy bill. Do you have an Enthoven proposal
that is a little more detailed than that which you presented this
morning?
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Mr. ENTIIOVE.N. It is very kind of you, Senator. I am not a member
so I am dreaming that we will have a new Long bill with some of these
competitive principles.

I did design a national health insurance proposal called "Consumer
Choice Health Plan" which I described in the New England Journal
of Medicine and I submitted a copy of that for the record today.2

Chairman LONG. We will insert that into the record.
Mr. ENTHOVEN. Last February, I prepared a memorandum for Mr.

Ullman called "Low Cost Incremental Proposals to Improve Competi-
tion in the Marketplace." I submitted that for the record also. I spelled
out therein more detail the kinds of ideas that I have referred to, that
is to say, why not use the leverage of the tax system to require employ-
ers above a certain size to offer their employees three competing alter-
natives and to offer their employee a flat dollar amount as a
contribution.

I will have in the record for you, Senator, outlines of these two
proposals.

Senator BAUCUS. Do you have it in bill form at all I Has anybody
put this together?

Mr. ENTHOVEN. No.
Senator BAucus. In your judgment how long would that take?
Mr. ENTHOVENN. I am not experienced in that so I am not sure.
Senator BAUCUS. What feaures of the present bills that are under

consideration do you find most palatable and which do you find you
are in disagreement with?

Air. ENTHOVE.N. I generally use as the criteria for looking at any
proposal these four principles I talked about. Does it give the family
multiple choice? Is there a fixed dollar contribution or (loes it pay
more on behalf of people who choose more expensive health plans? Are
there equal rules applicable to all competitors? Does it get the doctors
organized into competing economic units?

I find in many of the bills that people are still thinking too much
in terms of kind of the third party insurance mode, health insurance
being like automobile insurance.

I think one of the most important things is not to have an insurance
plan that subsidizes fee for service and cose reimbursement against
efficient organized comprehensive plans.

Senator BAUCUs. Do you have your proposals sufficiently precise
that you are able to cost them out and identify the premium cost and
the benefits?

Mr. ENTHOVEN. I did that back in the summer of 1977 in working
on the consumer choice health plan. If you bought the full proposal
which would make the world look for everybody like it looks for the
Federal employees health benefits program and the subsidy level, the
tax credit or voucher, was about $800 a year for a family'of four in
1978 dollars, I think the net cost to the Federal budget would be about
$26 billion. That is an approximate estimate. It might be $30 billion
or something of that order.

On the other hand, if you bought a low cost version of the plan and
set the tax credit level at say $400 for a family that was not poor and
then raised it on a sliding scale for low-income families. I estimated

l See Mr. Enthoven's prepared statement.

47-296 0 - 79 - 16
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the net cost to the Federal budget would be on the order of $6 billion.
An important part of it is we would trade in today s tax subsidies

for a new form of tax subsidies.
Senator BAUCUS. On either of the two alternatives the annual in-

creases would then be increases at the rate of inflation. Is that correct?
Mr. ENTIIOVEN. That would be necessary. I would recommend that

once the Congress determined the subsidy level that it tie it to the
All Services Consumer Price Index and just let it work automatically
going up each year.

Senator BAUCUs. Thank you very much.
I have no more questions, Mr. Chairman. Thank you.
Senator DURENBEROER. Mr. Chairman. I just want the Senator from

Montana to know that there will be a Durenberger bill as soon as we
get a draft.

Senator BAucUs. I suspected as much.
Chairman LONG. Senator Bradley?
Senator BRADLEY. Thank you, Mr. Chairman.
Mr. Enthoven, your plan'has the employer paying a fixed amount

toward the employee's health insurance. There are many unions in this
country which have negotiated 100 percent coverage. This would imply
a reduction in benefits for those union members.

My question is how do you answer their concern, that they are facing
the possibility of reduced coverage under your plan?

Mr. ENTHOWVE. I recognize that we do have a problem, Senator. For
those people who have their health plan 100 percent paid by the em-
ployer today, if the employer then starts paying less than 100 percent,
they are going to lose something. That causes a problem.

I have been working with some employers in our area and talking
to some large national industrial employers and suggesting let's say
if your employees have a choice between the Blue Cross )lan at $125
and the Kaiser plan at $85 and some of them take one and some take
the other, perhaps what you should do is agree on saying, ire will pay
the $125 either way but if you take the less costly plan, we will make
it up to you as you choose, in cash or in other health benefits.

One employer in California uses what is called a cafeteria style bene-
fits plan. The employee is given a fixed amount of money with which
to spend on health insurance, dental insurance, retirement contribu-
tions, and a variety of other things like that. The employee just desig-
nates where it goes.

If the employer chooses a less costly health plan, he is rewarded in
some other way.

That would be one way of doing it without throwing people for a
loss.

Another way that the county supervisors in one of our local counties
do, they said they felt they really should change and what. they would
do is grandfather the existing employees l)ut new employees as of a
certain date would go onto the new system of a flat contrIihution.

Senator Baucus, if I can come back to your question for a moment.
I do want to say that there is a trend in various proposals that are heinz
made now to adopt these 1)rincil)hes. In the new Kennedy plan. there is
competition and choice. In the administration's new 1r'oposal which I
have not had a chance to study in detail but I read the President's
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message, I saw that the President recommends that we require that the
empiojyer contribution be a uixed amount equal with respect to the
heaLth pan.

There is a trend in that direction.
Senator ISAUCUS. V lat kind of provision under your plan is is made

for the person wno wants tWe best neurosurgeon in the country and lie
happens to live in California and the best neurosurgeon is in Balti-
more? How is he covered under your plan f

Mr. ENTHOVIEN. There are two possibilities. One is a good health
maintenance organization, unless it is very large, is not going to be
able to afford to do all of its lancy specialized care itself. Wliat it is
likely to do I think in the competitive marketplace is to do what the
Kaiser plan in Hawaii does. For many years the practice of the Kaiser
plan in Hawaii was if a patient needed heart surgery, and since Kaiser-
Hawaii was not big enough to perform open heart surgery, tlie air fare
was paid for the patient and spouse to fly to California where Dr.
Sliumway at Stantord would perform the heart surgery and Kaiser-
Ha~vaii would pay for it.

One of the important things about this whole business is as I men-
tioned briefly in my statement, usually the best surgeon is also the most
economical surgeon. That is, economy and quality go together. The best
surgeon is very proficient. He does not make mistaices so lie gets a good
result the first time and so forth.

I think what you would find is that good competing health plans
would want to get their referral care from well-qualified specialists.

It would still be the case in this plan, unless you chose a free choice
of doctor plan which I think would be more expensive, that you would
have to agree that you would get your care through or on referral from
the doctor group. If you wanted to fly to Baltimore and your doctors
did not agree to that, you would not be covered.

Senator BAUcus. Let s say I am an employee and I have been given
the options but I did not know anything about it or let's say I am poor
and I never heard of this and I get sick and I arrive at the hospital
emergency room. How could I be covered and how would that be
financed?

Mr. EN-THOVEN. You mean if you had not made a choice?
Senator BAUTCUs. Yes.
Mr. EN.THOVEN. Under the consumer choice health plan, as I recom-

mended it, every family would have a tax credit or a voucher useable
as a premium contribution toward the plan of their choice. I recognize
that some families would simply fail to make an election. That unused
money, I would recommend, would go into a fund. There would be a
kind of standard fall back p lan for those families who failed to enroll.

At the time of illness when they showed up at the hospital, they
would be told, for instance, if the subsidy level was $800 a year, "you
are automatically enrolled in this insurance plan that has a premium
of $800."

There are alternative devices which could be used. For example, in
California, the Culinary Workers' Union has a dual choice between
Kaiser and Blue Cross. Some of the culinary workers failed to make a
choice. The union, Kaiser, and Blue Cross have agreed that money
which has not been spoken for is paid to the two plans as a retainer
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fee. They agree if a culinary worker shows up unenrolled, they will
enroll him on the spot.

I think that is a workable system. It works nicely.
Senator BAUCUs. Thank you very much, Mr. Chairman.
The CIIAIRMAN. Do I understand from what you said, doctor, that

in that particular case, if the worker is not insured that lie can wait
until he is ill and needs the hospitalization and then decide which plan
he wants?

Mr. ENTH1OVEN. The worker was not free not to pay the premiums
because the premiums were contributed by the employer into the health
and welfare fund.

I think it is awfully important, Senator, that we not have a system
where people can choose not to pay the premiums until they get sick.
That is one problem with free standing catastrophic.

The CHAIRMAN. It would be a pretty poor risk to allow a guy to
sign up when he gets sick.

Mr. ENTHOVtN. That is whly in the system I described the unused
money was paid as a retainer fee to Kaiser and Blue Cross to compen-
sate them for taking the risk. In effect they have a system for predict-
ing how many people will go to Kaiser and how many will go to Blue
Cross who have not enrolled. In effect the union is saying,- we are going
to pay their premiums for them even though they did not enroll.

The CITRMNI.,. It would seem to me that the logical answer would
be if you do not want to put up any of your own money you are stuck
with the low cost option.

Mr. ENTIOVEN. Exactly.
Senator B.ucus. On that point, as I understand the Kennedy pro-

posal, he would use the Internal Revenue Service to be the collection
agency for the "premiums" in this case and where someone did not
sign lp and suffered some catastrophic illness and showed up at the
eergency room, lie would get the same coverage he would ordinarily
get if he did sign up but the Internal Revenue Service would go back
and collect back premiums like it does now collecting back taxes from
those taxpayers who have not paid their income taxes.

In effect the Internal Revenue Service would collect back premium
taxes that were not paid.

Mr. EN'THOVE.N. Something like that makes sense. It is important
not to reward people for not insuring. It is just like what Senator Long
was saying. It does not make sense to say you do not have to insure
until you get sick.

I am all for a freedom of choice market kind of solution here but
there are some kinds of freedom that we cannot allow if we want to
make the system work and one is that people can get a free ride on it
and not contribute to the insurance until they get sick.

Senator BAUcus. Thank you.
The CIAIIM1AN. Senator Heinz?
Senator HF.Nz. Thank you, Mr. Chairman.
Mr. Enthoven, are you familiar with Congressman Ullman's speech

of June 7 on his health proposal?
Mr. ENTIJOVEN'. Yes; I am.
Senator HEm-z. Do you think that proposal, which includes some

or many of the things you have talked about today, goes far enough,
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too far, or are there things lacking? Where does it fall short of intro-
ducing elements of real competition into the health care industry
that are absolutely vital?

Mr. ENTHOVE.N. I think Mr. Ullman's proposals were excellent and
would have a major impact on our health care economy. I think it
would be wise to supplement them with some further requirements
on a qualified health plan. By that I mean I think we ought to have
a standard benefit package which we could call basic benefits that
every qualified health plan has to cover. That is for several reasons.

One is we could standardize a lot of fine print. We could outlaw
what some doctors call "Swiss cheese insurance policies." That is, they
say we will insure you unless you get sick. It would make it much
easier for the consumer to make comparisons. A plan could have add-
ons on top of that but we standardize one some basic benefits. I think
that would be a wise thing to do. It would improve competition and
it would improve the quality of people's protection.

The next thing is, I think it would be wise as a condition of tax
favor treatment to require that the private plan provide the family
with catastrophic expense protection.

Third, I think we should require what you might call continuity of
coverage propisions. We have a scandalous situation in this country
where people who have been paying their premiums for many years
get sick and therefore cannot work any more and lose their health
insurance just when they need it most or the breadwinner dies or there
is a divorce or my child is no longer my dependent and therefore no
longer covered.

We ought to say in all those cases that people who were members of
a covered group plan have the right to convert to individual coverage
at group rates.

Senator Long, in the Long-Ribicoff bill, had a number of standards
and in the Dole bill I noticed also there are standards for private
health insurance plans including continuity of coverage provisions.

I think those could be done at little cost. You are saying that the
family pays the premium and would greatly improve the workings of
the marketplace.

Senator HEI.z. Have you any idea why Congressman Ullman left
out what is probably the key element, which is the benefit package,
the standardized benefit .package, or do you think his substitute of
kind of the bottom line of the federally qualified IMO as a means of
qualifying for the deduction was his way of doing that?

Mr. ENTHOV.,N. Congressman Ullman, as I understood it, was not
trying to use just the HMO's as the chosen instrument. He wanted to
see a much broader class of qualified health plans and he referred to a
prepaid plan that was not an HMO. I really cannot speak for Mr. UIl-
man. I think lie was trying to emphasize a point that we have to change
the basic incentives so lie was putting his emphasis, you might say, on
those aspects that emphasized fiscal restraint.

In his speech lie emphasized that he felt the Congress just could not
pass legislation that would greatly increase the costs.

I am very hesitant to speak for him because I do not know for sure
but do not believe that lie is in any sense opposed to what I talked
about. I think it was just a matter of where he felt the. emphasis was
needed.
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Senator HEINZ. There was quite a debate yesterday on elements of
catastrophic coverage and about what is the threshold at which cata-
strophic begins but there was also a lot of debate, and I guess a clear
resolution of when a catastrophic illness ends or how long it goes on.

That is to say if you have medical bills that are piling up at a high
rate, how long are those bills going to be paid if you have some really
unfortunate situation and let's say you have a child who is on a respira-
tor and needs all kinds of expensive equipment, which I understand is
about $40,000 a year. Those were the figures that some of my constitu-
ents from Philadelphia gave me, based on their knowledge.

How long do you cover ? How do you handle those situations under
catastrophic coverage? Is it lifetime coverage? Is it annual coverage
with renewals?

Mir. E.TMIOVEN. That is an excellent question, Senator. I am glad
you asked. As I listened to that discussion yesterday, I felt it is unfor-
tunate that people are kind of trapped mentally in the insurance
model of the program where if you are the insurance company getting
the bills afterwards, the only thing you can do to control costs is to
disallow things or say we will not pay or we have this rule or that rule.
I was thinking in that particular case, you are bound to have a very
perverse incentive, that is to keep being catastrophically ill, you have
to have $500 of expense per quarter. The patient is going to tell that
to the doctor and the doctor is going to see to it that you have $500
of expense. That does happen.

I have talked to doctors and they tell me the patients explain their
insurance and what they need.

If instead you are in a comprehensive care organization, let's say if
you are a member of the Med Center Health plan in Minneapolis and
you are on their prepaid plan. That whole thing just does not arise.
You have signed a contract. with them which says they will provide all
the medical care you need without limit. That, does not arise.

The way the cost control comes in is not by playing games with these
500 days or $500 but by the judgment of the physician, is more care
going to do more good. The physician knows if he makes a practice of
giving an awful lot of care that is doing no good it is going to waste
a lot of money and it is going to drive up the costs of the health plan.

I believe a lot of so-called catastrophic medical expense is the patient
may be very sick but more medical care will not do more good.

Senator HEI.Nz. If somebody elects a non-HMO, nonprepaid, non-
individual practice association plan but somehow finds himself on a
standard indemnity "pay-after-you-are-sick-and-throtigh-the-nose
kind of plan, what happens then?

I understand everything you say.
Mr. EXTIOV 1 . In the private sector now we have a lot of major

medical which will pay up to $250,000 or tip to $300,000 or in some
cases even higher limits. The tendency is to go on paying or to set some
high limit. The weakness of that, of course, is there is no built-in cost
control or use of judgment whereas medical care is inherently a matter
of judgment.

Senator HEINZ. That is right. Suppose someone opted for the high
option?

Mr. ENTHOVE N. In the competitive world what would happen, Sen-
ator, I think those plans would have to build those costs into their
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premiums and the plans lacking in cost controls, their premiums would
get higher and higher and finally they would either build in cost con-
trols that are acceptable to people or else they would get driven out
of business. The world would be transformed into competing systems
of built-in cost controls.

Senator HEI.z. Your bottom line on the initial question is we
should have the kind of catastrophic protection that we should man-
date starts with a particular threshold and that is it period.

Mr. ENTROVEN. Yes.
Senator HEINZ. Once you are. a catastrophe, the health plan takes

care of you.
Mr. ENTHOVEN. Yes.
Senator Ik.x-z. Is there a threshold on an annual basis?
Mr. EN THOVEN. No.
Senator HEINZ. Once you hit $2,500, that is lifetime for catastrophic

spell of illness?
Mr. ENTIHoVEN. What I recommended was that you have some an-

nual limit per family like $1,500 or $2,500 per family per year. After
they have paid that out of pocket the health plan pays the rest.

I talked about the Safeco life insurance company plan. Once I was
addressing a group of financial executives and someone in the back of
the room stuck up his hand and said, I am the executive vice president
of Blue Shield of Pennsylvania and you are describing our consumer
choice something or other plan. We got together afterwvards. It turned
out that Blue Shield of Pennsylvania is pioneering a very similar plan.
Good things are happening in Pennsylvania also.

Senator HEIN. I hope no one here is surprised.
The CHARMAN. I know that I will never sue a doctor for malprac-

tice. I know because as a lawyer I know a little about the business and
my brother-in-law is a doctor. I know enough doctors who are friends
to where I think I understand their problem. A doctor does not de-
liberately make a mistake. I)octors do not deliberately engage in mal-
practice.

An example that I know of is a good doctor friend who was very
busy running from place to place andl he made a mistake. He is a fine
doctor and it was too bad. He took care of my wife and my children
and he is just a fine doctor. I will never sue a doctor for malpractice.

By the same token, I do not like having to pay the expense of some-
body else having the right to sue that doctor for malpractice. Do you
think it might be appropriate in choosing what option you want to
either claim the right to sue for malpractice or waive it?

Mr. ENTHOVEN.. Yes, Senator. In fact what happens in California.
if you join the Kaiser plan and I think it is in both northern and
southern California now, part of your choice is that you agree to an
arbitration system instead of the tort system in the courts. I think
there is a final resort to the courts if you are not satisfied with what
the arbitration panel decided but that you agree that the arbitration
panel's findings are admissible in the court.

In effect, the member who has voluntarily chosen that plan has also
voluntarily agreed to arbitration. In the tort process as I understand it.
more than 80 percent of the costs go into the legal fees and all of the
rest of it and less than 20 percent to the compensation of the victims.
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If you could have an efficient arbitration system, that could be very
economical.

The CHAIRMAN. If you set up the arbitration system and you fixed it
so the lawyer could not take that case on a contingent fee, and require
the person to deal with the doctor directly and not the insurance com-
pany and make it so it is inadmissible to say what the arbitration
award was, I would think you are not going to have very many law-
suits. What tends to stimulate those lawsuits so much is a young
lawyer wbo does not have much business getting ahold of a case like
that and just hustling like a bird dog after quail to go out and take the
chance that he will make a lot of monev by pursuing that litigation.
Oftentimes a lawyer has to almost talk people into suing especially if
they have very substantial award coming to them by arbitration.

That type of approach would be well worth considering making a
part of this. The suggestion is that you agree to arbitration if you
think there is malpractice. If the arbitration does not award you and
if you go into court to sue, I would like to say that the lawyer cannot
take it on a contingent fee basis so you could lose money as well as
make money.

Mr. ENTIOVEN. Another important thing about malpractice, Sen-
ator, I believe that generally speaking the health care industry is very
weak in quality controls compared to manufacturing industry in which
I worked and there is a lack of adequate quality controls. We see ap-
palling cases of gross negligence in the newspaper frequently. I think
one thing about organized systems of care where the physicians are
working together and they are sort of in it together and they have a
concern over their reputation. then they police each other.

Near where I live in California we have El Camino Hospital and
doctors and they formed their own insurance exchange where they
mutually insure each other. When their own money was on the line.
they started imposing on each other restrictions and controls the likes
of which the Government would never dream of imposing on them. It
was things like if a doctor did a particular operation and made a mis-
take more than some allowable number of times, the doctors on the
board of the insurance exchange would just say, you are no longer
covered for that operation.

Thev started policinY themselves and clamping on the quality con-
trols. El Camino Hospital has an excellent record in that. respect. They
just went at it systematically.

In an organized system you can start putting in quality controls.The CHAIRN.,,. If you are. a surgeon you are only permitted to make
the same mistake once or twice and after that you are not permitted
to perform that operation again.

Mr. ENTTOVT.N. That is right. That is just what they do. Depending
on what they think the fault was, they might say, you cannot do that
operation any more period or you cannot do it unless you have a board
certified specialist from your field in there with you doing it or what-
ever remedy they feel is appropriate to stamp'out the *cause of the
medical injuries.

Senator Pcxwoon. Doctor, I have a number of questions. I missed
your opening statement. although I have read it. I want you to take
me through it from A to Z again as I ask the questions so I am sure I
understand it.
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If the Congress mandates a basic level of coverage, both catastrophic
and basic, would that be the minimum package that would have to be
offered?

Mr. ENOVEN. Yes. That is exactly what I am talking about. I
think I would recommend that it be allowed to be offered subject to
significant copayments and deductibles in order to hold the premium
down to a level that would be affordable.

Senator PACKWOOD. The benefit structure, you would have to offer
that?

Mr. ENoTHOVE. Yes.
Senator PACKWOOD. That is the minimum package. Above that you

may have two or three other packages. Are you saying that above that
the employee ought to pay ?

Mr. ENTHOVEN. I have not even recommended that there be a par-
ticular level of employer versus employee contribution. I think that
should be a matter of mutual agreement between employer and em-
ployee in different circumstances. I have not recommended mandating
a particular level of employer contribution.

Senator PACKWOOD. We are going to get into the argument of those
who cannot afford to pay, and who is going to pay for them, and are
they going to be denied adequate coverage because they cannot pay
and their employer will not pay.

Mr. ENTHOVEN. I think for low income people we ought to have a
system of subsidies on a sliding scale with income so that we preserve
work incentives. If your income is low enough, you get the whole thing
paid.

I think an excellent model for the care of low income people is Proj-
ect Health in Multnomah County, Oreg.

Senator PACKWOOD. I agree.
Air. ENTHOVEN. The low income people get the multiple choice of

competing private plans and the Government agency acts as the broker
and subsidizes them. I think that is the way we should do it. A lot of
good things come out of Oregon.

Senator PACKWOOD. The founder of that did so well that North
Carolina took him off as their director of health.

Mr. ENTROVEN. Yes, he is a good man.
Senator PACKWOOD. I used to be on Senator Kennedy's Health Sub-

committee and I traveled around the country with him on these shows
that we had about health insurance. We would have a perpetual series
of witnesses who had broken their backs and run out their insurance
and sold their house, their dog and their gun and went bankrupt. It
was just one witness after another.

If the basic package is moderate enough that it does not cover cata-
strophic costs and we face this same problem with people running out
their insurance, I want you to explain to me how your system of retro-
active payments cover that so we do not again have this series of wit-
nesses with the same litany of excessive health costs that they cannot
afford.

MAr. EN 'ovEN. First, every qualified competing private health plan
should be required to provide catastrophic expense protection.

Senator PACKWOOD. That w)uld be part of the basic plan?
Mr. ExTiovF-;. Yes. If it is too expensive for low income people, you

have a Project Health model.
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Senator PACKWOOD. Catastrophic is covered perpetually and continu-
ally so we never again have to face the argument of these witnesses
coming in having run out their insurance.

Mr. E THOVEN. Yes.
Senator PACKWOOD. Tell me about the person that can opt out. Can he

opt out even of his basic minimum coverage if he chooses he does not
want it?

Mr. ENTHOVnE. I think he should not be able to opt out of paying
for it, Senator. You should have a system so that the money that is
paid in, if he did not actually make a choice, is sitting there available
to finance a plan into which he is sort of automatically enrolled.

Senator PACKWOOD. Can he opt out prospectively? Can he say no,
I do not even want the basic coverage, do not take any money out of
my paycheck, do not put any money down for me, I do not want any
coverage?

Mr. E :NTHovW,. I do not believe you can make a system of insurance
workable if people can do that and then get back in when they are
sick.

Senator PACKWOOD. I did not understand the explanation you had
about collecting from someone who chose not to have coverage. Would
you please explain.

Mr. EN THOVE.N. Are we talking about a comprehensive national
health insurance plan or just modifying the system we have today?

Senator PACKWOOD. I think we are talking about mandated benefits.
Mr. E.oTHOvE.. Benefits provided by the employer?
Senator PACKWOOD. Not necessarily. I think we are going to come

to them being partially provided by the employer but then i they am
provided by the employer, I want to know if the employee can opt out
at all or whether he has to at least have the minimum coverage,
whether it is paid fully by the employer or partially by the employer
and the employee.

Mr. EsNiovVEN. I think everybody ought to have the minimum
coverage. Senator, we have some 34 to 44 million people in this country
who have duplicative coverage often because both spouses are work-
ing. I think one of the things we would like to do is unduplicate that
and say one family and one health plan. A working spouse should have
the right to say, "I choose not to get my insurance from you, Mr.
Employer, because my wife has a good health plan with her employer."

Senator PACKWOOD. Let me ask you something further on this basic
benefit. I have never understood why industrial accident insurance or
why those who write it do not have the same experience as health
insurance.

In Oregon, we have an option in industrial accident insurance of
insuring with the State, of self insuring if you were sufficiently viable
or private insurance. That option came into existence about 10 years
ago. It used to be a State monopoly. Private insurance has done 'quite
well. There is a minimum basic benefit package compelled by the law
and you cannot undercut it.

It has been quite common for employers to shop around among the
different private insurance companies and indeed one would come in
and say we will be happy to beat Travelers and we will come in every
2 weeks to the plant and help fill out the forms and what not. That
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does not seem to be as common among health insurance providers. I am
curious as to why not.

iMr. ENTHOVEN. There are a lot of factors that have gone into it.
I think one of the factors is the medical profession has been extraor-
dinarily astute at selling the rest of us a set of what they call ethics
that are economically self-serving and that prevent competition. They
like things like fee-for-service which means they will only discuss
fees with you when you are sick and not in a good position to negotiate.

In Oregon, some of these battles were fought out on the so-called
"free choice of doctor plan." They tried to defend the idea that every
insurance plan provides you can go to any doctor that you want. In
fact there is a famous legal case back in Oregon on that.

In 1977 in Michigan -Blue Shield tried to put in a restriction which
said if you agree to go to those doctors who accept our cost controls
then you can have better benefits, by limiting a free choice of doctor.
The doctors in Michigan threatened to boycott Blue Shield for trying
to block competition.

We have to get people to understand and to see through this thing
and to understand what has been our trouble and then support some
active procompetitive policies by the FTC and the rest of the
Government.

Senator PACKWOOD. Dr. Enthoven you are making the doctors ap-
pear to be the stumbling block. I am not going to comment one way or
the other. I have often wondered why a Blue Cross or a Mutual of
Omaha, that may have 100,000 or 200,000 as a universe that they are
insuring, does not go to a hospital and say, "on January 1 of every
year we will pay you $10,500,000 and in exchange we want a guarantee
of 45,000 man-days of beds a year."

I would think a hospital would jump at the opportunity and make
their cost savings out of it if they could. Why does that not happen?

Mr. ENTHOVE.N. They have to include in the policy that the policy-
holder understands and agrees he will go to that hospital.

Senator PACKWOOD. Kaiser succeeds in doing this.
Mr. EN -THOvEN. Yes.
Senator PACKWOOD. They have a very low rejection rate and the

people seem perfectly happy with Kaiser.
Mr. E.NTiiOVEN.. Yes.
Senator PACKWOOD. When I was negotiating those contracts with

firms with 5,000 to 6,000 employees, we would not have 2 to 3 percent
that would reject it.

Mr. ENTH1OVEN,-. Blue Cross was set up by the hospital associations
with a similar idea to what the doctors have, that is they wanted to
assure payment to hospitals and avoid economic competition among
hospitals.

What I am trying to do is recommend a set of ru.es that will bring
about economic competition. We have to do just what you are saying.

Senator PACKWOOD. I find your ideas and your statement the most
refreshing I have run across in all my years on the Finance Committee
and you and I kind of come to the same conclusions, that there is no
reason why economic competition in the health delivery industry can-
not work. It will work.

Mr. ENTHOvN. It does work. I live in it myself. I deliberately
choose once a year. I get all of my care from the Palo Alto Clinic doc-
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tors. They know if they let their premium get up too much higher than
Kaiser's that all those nice professors from Stanford Business School
next year will choose the Kaiser plan instead of their plan. The eco-
nomic competition keeps them under the gun.

Senator PACKWOOD. Plus the fact that those few professors influence
thousands of others who will follow them.

Air. ENTHOVEN. We really do have working examples of competition
in Senator Durenberger's home area, in Hawaii, in northern Cali-
fornia, and the result is people are hospitalized about half as much. In
parts of Oregon, in Clackamas County where Kaiser and PACC com-
pete head to head, it is very tough competition.

Senator PACKWOOD. Is PACC the old Oregon Physicians Service
where the Clackamas County doctors got together and did exactly
what you described about their retainer system?

Mr. ENTHOVEN. It is not OPS but it is Physicians Association of
Clackamas County. They have an individual practice association and
they-compete against Kaiser. A lot of people have the choice. Believe
me it is not fun. Those PACC doctors have to sweat blood to get the
costs down. They are very tough on each other but they do it in order
to serve up a good, efficient package for their enrolled members.

Senator PACKWOOD. Thank you very much. I find your testimony
excellent.

Mr. EN\THOVEN. Thank you, Senator.
Senator MOYNIHAN. We would all like to associate ourselves with

that thought, Alain. It was very refreshing and it may have changed
the course of these hearings.

Senator RmioFF. I have a couple of questions and I apologize for
not being able to come earlier.

What is the compensation average a year of the doctors in your
clinics out in California?

Mr. ENTIHOVEN. I do not know, Senator. I have read the national
average studies. I do not have a good fix on that. My impression is
plans like the Kaiser plan and the Palo Alto Clinic plan do not com-
pete economically by getting lower cost doctors. That is they pay com-
petitive salaries.

Senator RInicoF. They have no difficulty getting men of outstand-
ing qualifications?

Mr. ENTIIOVEN. Last year I am told that the Kaiser plan had seven
applicants for every vacant physician place.

Senator RxICOFF. In how many communities in the United States
at the present time are there organizations similar to these clinics that
could go into delivering health care?

Mr. E-nTiovEx. It is a little hard for me to know how to quantify
that. I believe there are possibilities in many communities in this coun-
try. I think there is in Cleveland, Boston, and Chicago, many com-
munities that could repeat what Minneapolis has done and if we got
the rules set right so they had to do that.

Senator RTJICOFF. You feel that if the rules were set right, there
would spring up all over the country clinics of this caliber?

Mir. ENTHOVEN. Yes; we can observe that organized delivery systems
like HMO's and similar plans have been created in this country.by
unions, universities, consumer cooperatives, insurance companies,
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the Blues, and industrial companies. There have been all kind of
sponsors.

In Senator Durenberger's hometown, one of the multispecialty
group practices created there is now in competition. A consumer co-
operative started and then a multispeciality group practice and then
a hospital thought, we are going to lose our business so we had better
get with it and they teamed up with a group of doctors and they
formed their plan.

Senator RiniconF. What is the premium that you personally pay a
year in Palo Alto?

Mr. ENTEOVEN. It is $93 per family. I have a three-way choice as a
Stanford professor. Kaiser for a family ib $85. Palo Alto Clinic is $93
a month. I forget what Blue Cross is, but it is more.

Senator RIBICOFF. How many members in your family?
Mr. ENTHOVEN. Senator, I have six children. I am subsidized b

society and I just pay the rate for a family. They have individual,
couples, and family premium. I am paying the family premuim.

Senator RIBmcon. That would take care of your catastrophic illness
and all your expenses, medical and hospital?

Mr. ENTOVEN. Yes; in that plan they make you pay a quarter of the
doctor bill up to a certain limit although next year they are going to
switch to an HMO and I think they are going to have a copayment
of something like $4 for a doctor visit and then everything else is paid
for. That is because they feel they would like to give people a little
bit of an incentive to think it over as to whether they need to go to the
doctor.

Senator RIxcorr. Your premium is about $1,200 a year?
Mr. ENTHOVEN. Yes; I think when they become an HMO they are

saying it will become $110 a month. That is comprehensive care.
Senator RicoFr. How do you suggest the unemployed, the poor,

and those on welfare, be brought into the system?
Mr. ENTTOVEN. What I was saying to Senator Packwood was in

Multnomah County, Oreg., they have a model called Project Health
which I think is an excellent model for the kind of thing we are talk-
ing about. The county acts as the broker. If you are a low income per-
son, they advertise on television and say, if you are having trouble
getting he-alth insurance, come into us. The people are means tested
to see if they are qualified for this low income protection. If they are,
they are given a multiple choice of six competing private sector com-
prehensive health plans including Oregon Physicians Service, Provi-
dence, Kaiser, Cascade, et cetera. They take their pick and they are
enrolled in that plan. Project Health "pays their premium and turns
around to them and says, we will require of you, Mr. Beneficiary, a
contribution that depends on a sliding scale on which plan you chose
and on your income. If your income goes up, we expect you to con-
tribute more and if your income goes down, you contribute less. If you
choose a more expensive plan, you have to pay more but because you
are poor, we are not going to make you pay the whole difference.

Senator RIBICOFF. What has been the experience in the setting up
of those plans with organized medicine? Have they fought them?
Have they accepted them? Have they cooperated?

Mr. EN HovEx-. I think the attitude has changed enormously in the
past ten years or so. There was a time when organized medicine fought
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that kind of thing bitterly. I think that has changed enormously. The
younger doctors see the merit of this and are much accepting and even
older doctors more and more come to realize that in this modem tech-
nological age you just have to have organization.

I do not think what you might call opposition of organized medicine
today is nearly the factor it once was. The American Medical Associa-
tion formed a national commission on the costs of medical care. They
recommended as the best approach to the solution of our Nation s
problems of cost and equity what they called the competition of al-
ternative delivery systems.

Senator Rmicorr. Thank you very much.
The CHAIRMAx. Thank you very much, Mr. Enthoven. You have

made a very fine contribution here. I think you will find some evidence
of it in the legislation that will emerge from the committee.

Mr. ENTHOvEN. Thank you very much, Mr. Chairman. It was a
privilege to be allowed to appear.

[The prepared statement and attachments of Mr. Enthoven
follow:]

STATEMENT OF ALAIN C. ENTHOVEN, MARRINER S. ECCLES, PROFESSOR OF PUBLIC
AND PRIVATE MANAGEMENT GRADUATE SCHOOL OF BusINESS, AND PROFESSOR
OF HEALTH CARE ECONOMICS. SCHOOL OF MEDICINE, STANFORD UNIVERSITY

Mr. Chairman, thank you for the priviledge of appearing before this commit-
tee. I am speaking as a private citizen, expressing my own views, and not neces-
sarily those of my employer, Stanford University, or any of my consulting
clients.

In order to keep my remarks brief, Mr. Chairman, I will just hit the highlights
in this statement, and then, with your kind permission, submit backup materials
with supporting details for the record.

The main cause of the unnecessary and unjustified increase in cost of health
care-as well as inequity In its distribution-is the complex of perverse Incen-
tives Inherent in our dominant financing system for health care: Fee-for-service
for the doctor, cost-reimbursement for the hospital, and third-party insurers to
protect consumers, with premiums usually paid largely or entirely by employers
or Government. This system rewards providers of care with more revenue for
giving more and more costly care, whether or not more Is necessary or beneficial
to the patient. It leaves insured consumers with little or no Incentive to seek a
less costly health care financing or delivery plan. There are many cost-increasing
incentives and forces. There is virtually no reward for economy.

The third-party Insurance mode of finance into which we have fallen, borrowed
from casualty Insurance, is a totally inappropriate way to finance medical care
In this modern world of advanced technology. It rests on a number of demon-
strably false assumptions such as these:

1. The patient is either sick and needs the doctor, or he Is well.
2. The doctor knows just the right thing to do.
3. There is one correct method of treating each illness-a professional standard.
4. Providers of care are not responsive to financial Incentives.
5. More care is better than less.
In fact, Mr. Chairman,
1. The need for and efficacy of much medical care is marginal, small, in a grey

zone of uncertainty.
2. Medical care Is dominated by uncertainty.
3. There are often several medically equivalent ways of treating a particular

Illness, some of which cost more or less.
4. Providers of care do respond to financial Incentives. Physician services ac-

count for about 20 percent of health care costs, but physicians control or in.
fluence most of the rest. The key opportunity for cost control is to find ways of
rewarding physicians for economical use of health care resources.

5. More care Is often no better than less. Much is useless. As Senator Moynihan
put it yesterday, too much care can be bad for your health.
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Medical care insurance shouldn't be viewed like collision insurance for your
automobile. If you smash your fender, there's pretty much one way to get it
fixed. You get three 'Ids and you'll know how much the repair should cost. It
isn't open ended. That just isn't the way it is, for example, for chronic stable
angina. There we have built a billion dollar a year industry called coronary
artery bypass graft surgery, and the doctors are still arguing about whether it's
a good idea.

Mr. Chairman, I believe that the only way we can solve the problems of cost,
access, equity and quality is through fundamental reform of the health care
delivery system. And the only way we can do that is through a system of rational
economic incentives (that is rewarding people for giving better care at less cost)
and fair economic competition in the private sector.

In a system of fair economic competition among various types of health plans,
each covering comprehensive health care services (including traditional insur-
ance and fee-for-service as one option), consumers who joined health plans that
, I a good job of controlling costs would pay lower premiums or receive better

benefits. Health plans that did a poor job would lose customers and risk being
driven out of business. The health care system would be transformed, gradually
and voluntarily, from today's system with built in cost-increasing incentives, to
a system with built-in incentives from consumer satisfaction and cost control.

Mr. Chairman, I believe that, from today's patterns, it would be possible to
cut costs substantially without cutting the quality of care. I defended that
proposition in last year's Shattuck Lecture to the Massachusetts Medical Society,
a copy of which I am submitting for the record. Quality and economy often go
hand in hand. The busy surgeon will be more proficient and able to charge less
to make a good living.

The essential principles of a system of fair market competition are these four:
1. Multiple choic.-Once a year, each consumer would be offered the oppor-

tunity to enroll for the coming year in any of the qualified health plans operating
in his area.

2. Fted-dollar subsidy.-The amount of financial help each consumer gets
toward the purchase of his health plan membership-from medicare/medicaid,
employer or tax laws-would be the same whichever plan he chooses. The family
that chooses a more costly health plan would pay the extra cost itself. Thus it
would have an incentive to choose wisely.

3. Same rules for all compctitor.-A uniform set of rules would apply to all
health plans to assure that they are all competing to provide good quality care at
a reasonable cost, and not profiting by such practices as preferred risk selection
or deceptive inadequate coverage.

4. Doctors in competitive economic unit.-Physicians would be organized in
competing economic units so that the premium each group charged would reflect
its ability to control costs.

These principles could be embodied in a universal system of comprehensive
health insurance. I proposed such a system-called Consumer Choice Health
Plan-in September 1977, and described it in an article in the New England
Journal of Medicine, a copy of which I am submitting for the record. Such a
program could be financed at a low level or a high level by the Government.
The essential financing vehicle would be a refundable tax credit or voucher usable
only as a premium contribution toward a qualified health plan.

These principles could also be embodied in a set of low-cost incremental steps
that would contribute greatly to the competitive restructuring of the delivery
system while costing the Government practically nothing. I am submitting a
memorandum of such proposals for the record.

On June 7, 1979, Mr. Al Ullman. the distinguished chairman of the Ways and
Means Committee of the House of Representatives put forward a set of proposals
based on these principles. I am submitting a copy for the record.

Mr. Chairman, these principles are of demonstrated practicality and effective-
ness. For example, multiple choice and fixed dollar employer contribution are an
integral part of the Federal Employees Health Benefits Program, in successful
operation since 1960, and now serving 10.5 million people. The State of Call.
fornia and my own employer, Stanford University, offer their employees a simi-
lar choice. Comprehensive health care organizations with built-in incentives for
economy have done very well in their fair competition. For example, about two
thirds of the Stanford couples and families choose either the Kaiser or the Palo
Alto Clinic prepaid plan in preference to the traditional insurance plan. A sImi.
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lar result is occuring in the Minneapolis-Saint Paul area where many of the
leading employers offer a fair multiple choice of all or most of the seven compet-
ing HMOs there.

A comparison of the Federal Employees plan and medicare illustrate the sim.
plicity of the concept. The FEHBP law is 8 pages long, and the regulations are
16 pages long. The medicare law-last time I counted-was 102 pages long, and
the regulations are 400 pages of fine print. The administrative cost per claim
processed in the FEHBP was 22 percent below that in medicare. That's what ap-
propriately structured competition in the private sector can do for you.

Mr. Chairman, these principles are not in widespread application today-and
to that can be attributed most of the problems in our health care economy today.

1. Most people have no choice. When they come to work, the employer presents
them with a single plan.

2. If they do have a choice, the employer or medicare pays more if they choose
a more costly plan.

For example, in my county, most city employees have a choice between Blue
Cross, with a typical family premium of $125, and Kaiser, with a family prem.
ium of $85. The employer pays the whole thing either way. In other words, the
employers are saying to the most costly fee-for-service doctors "it doesn't matter
what your costs are, we'll pay the whole thing."

Medicare systematically pays more on behalf of beneficiaries who stay with
fee-for-service than on behalf of those who choose group practice HMOs. For
example, in 1970, medicare paid $202 per capita on behalf of those who joined
Group Health of Puget Sound, $356 or 76 percent more for those who chose fee-
for-service.

It's tough to compete in a market in which employers and Government will pay
such large subsidies to your competitors.

3. We don't have equal rules. HMOs are very tightly-too tightly-regulated
by law and HEW, while the rest of health insurance is free to experience rate,
use complex benefit poc'kages with tricky exclusions. etc.

4. The medical profession has successfully defended the principle that every
health insurance plan must offer "free choice of doctor"-which effectively rules
out economic competition among doctors. The right of "free choice of doctor"
ought to be augmented by the right of each family to agree to get all its care
from, or on referral through, a l',nited set of doctors, in exchange for lower
premiums or better benefits.

Mr. Chairman, these principles could be put into operation at little or no cost
to the Government. Here is one way to do it. Employer contributions to health
benefits are excluded from taxable incomes of employees, and a part of indi-
vidual premium payments is tax deductible. This favorable tax treatment is
costing the Federal and State Governments roughly $13 billion this year in fore-
gone tax revenues. In these laws, the Government has an ideal lever to make the
market achieve public purposes more effectively. It can set requirements and
minimum standards for employee health benefits programs as a condition for
the favorable tax treatment. For example:

1. Require the employer (above a certain size) to offer the employee three
distinct choices.

2. Require that the employer premium contributions be the same amount which
ever plan the employee chooses.

3. Require thtt all health insurance plans that qualify for favorable tax
treatment:

(a) Cover basic benefits as defined in the HMO Act as a minimum uniform
standard. (They can keep the premium down by higher deductibles. This would
standardize a lot of fine print, make plans easier to compare, and rule out a lot
of tricky exclusions.

(b) Include catastrophic expense protection (i.e., a limit such as $1,500 or
$2,500 on the family's annual out-of-pocket costs for basic benefits). Catastrophic
expense protection is a good idea; every family should have it: but it should be
done on a private sector basis rather than a legal entitlement basis.

(c) Include continuity of coverage provisions such as automatic coverage of
newborns, and the right of unemployed, widows, divorcees, etc., to convert to
individual coverage at group rates.

The same provision should be embodied in a "freedom of choice" provision in
medicare, such as the one just introduced by Congressman Rangel (H.R. 4444)
under which any beneficiary can direct that the "adjusted average per capita
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cost" to medicare for people in his actuarial category be paid, as a fixed prem.
ium contribution on his behalf, to the HMO of his choice. This could be the
first step in the ultimate total reform of medicare along the lines of the FEHBP.
(A copy of my statement on this bill is attached for the record.)

Mr. Chairman, where tried, competition has been an effective contributor to
cost control. Senator Durenberger sees it work in Minnesota. I am sure Senator
Matsunaga sees it work in Hawaii. Congressman Ullnan sees it work well In
his home district.

On the other hand, direct controls on prices and capacity have failed and are
bound to fail. I have spelled out some of the reasons for this in an article in
Harvard Business Review and in a letter to Congressman Waxman, both of
which I am submitting for the record.

The Administration's hospital cost containment proposal rewards the fat and
punishes the lean. Its proposed system for grouping hospitals by peer groups
is unworkable. There is no satisfactory way of controlling for case severity. And
Stanford University Hospital has no peers! Such price controls, with their in.
evitable cost pass throughs, inevitably become a system of cost reimbursement.
The Nixon Administration's economic stabilization program apparently slowed
the growth of hospital wages, but failed to produce economic cost savings.

Certificate-of-need has failed. It has been tried, thoroughly studied, and failed.
The leading experts cannot agree even on standards for the appropriate number
of beds, not to mention for more esoteric technologies. With the possible excep-
tion of New York in fiscal crisis, there isn't the political will to close unneeded
hospitals by direct Government action. (But they could be closed by the im-
personal forces of the competitive market.)

Mr. Ullman put it this way: "Government simply cannot regulate the entire
industry effectively. Once the accelerator is stuck, putting on the brakes may
slow the car-but the damage is extensive."

The time has come, Mr. Chairman, to stop tinkering at the fringes of a sys-
tem with fundamentally wrong incentives, to subject the dominant system of
fee-for-service, cost-reimbursement, and third-party intermediaries to fair eco-
nomic competition from alternative delivery systems--and let the systems that
do the best Job for the consumers win, in the marketplace, whether or not they're
spelled MOH or whatever it is.
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ATTACIENT #2

SPECIAL ARTICLE

SHATTUCK LECTURE - CUTTING COST WITHOUT CUTTING THE QIJALITY'OF CARE

ALAIN C. ENTHOVEN, PH.D.

T HE invitation to give the Shattuck Lecture poseda problem for me. How could an economist from
California relate to Dr. Benjamin Shattuck, colonial
physician in Templeton, Massachusetts, and the dis-
tinguished line of Shattuck physicians that followed
him? Then I discovered Lemuel Shattuck (1793-
1859), not a physician, but a businessman, a founder
of the American Statistical Association and principal
author of the Report of a General Plan for the Promo-
tion of Public and Personal Health, published in
1850.' Lemuel's interest was not primarily in how the
medical profession could lift itself above quackery, a
problem very much on the mind of Dr. George
Cheyne Shattuck when he addressed the Society in
1866.1 Lemuel was interested in how the people of
Massachusetts could most effectively use their re-
sources to promote the health of the population, a
problem he considered too large to be left exclusively
to physicians. He proposed a broad program of prac-
tical measures, to be refined with the help of better
statistics, and justified by cost-effectiveness analysis.
When I read Lemuel's Report, I knew I had found my
Shattuck. I felt comfortable about coming here as I
realized that Lemuel Shattuck had demonstrated that
one does not have to be an M.D. to be able to speak
intelligently about health policy.

Lemuel was concerned that the Commonwealth
was spending far too little on health. Today, of course,
our concern is that we appear to be spending too
much.

The rapid increase in the cost of health care has
become a serious problem. Government will do what
it must to bring this spending under control; its finan-
cial commitment is now too large for it not to. The
main line of public policy has been to attempt direct
economic controls: certificate of need, price controls,
Medicare and Medicaid reimbursement limits and,
recently, the proposed Hospital Cost Containment
Act of 1977. Generally speaking, studies have shown
that such controls are ineffective.'4 Even if they were
to be made effective, there is nothing in them, or in the
history of economic regulation in general, to suggest
that they would promote more efficient or equitable
delivery of services.'

The main alternative to increasing direct economic
regulation is to change the basic framework of finan-
cial incentives within which the health-care industry

Pemaeed El the annual ieua of the Masackusaus Meilsat Sociey,
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operates. Today's system of fee for service for the
physician, cost reimbursement for the hospital, and
third-party intermediaries to protect the consumer
rewards providers of care for cost-increasing behavior
and leaves the insured consumer little or no incentive
to consider the cost of care. The alternative is to create
a system in which consumers and providers can
benefit from seeking out and joining health-care
financing and delivery plans ("health plans") that are
economical in the use of resources. Such a system
would rely on incentives and competition to promote
economy and equity. I have proposed such a system
of health-care financing, called Consumer-Choice
Health Plan.' More recently, the AMA-sponsored
National Commission on the Cost of Medical Care
recommended a similar strategy for cost control.'

The Shattuck Lecture gives me an opportunity to
respond to two questions physicians often ask about
such competitive market approaches to cost control:

The first is, "How can we organize to control cost?
Are you saying that ,- must join an organization like
Kaiser-Permanente or Harvard Community Health
Plan? Or would we be able to continue practice in our
own offices on a modified fee-for-service basis?"

The second is, "How can we cut cost without cut-
ting the quality of care?"

These are not easy questions. The answers require
balancing different values, which will be weighed dif-
ferently by different people. And there is much uncer-
tainty about many of the relevant facts. In this spirit,
I offer suggestions for consideration, not definitive
answers.

ORGANIzNG FOR IMleaOvD EnssCsNCT AN COST
CoNTRoL

In the system of fee for service, cost reimbursement
and third-party intermediaries that dominates health-
care financing today, the question of efficient use of
resources does not even arise. The problem of how
best to spend a given amount of money for the health
care of a population is not posed. Providers are not re-
quired to set priorities, look at alternatives and make
hard choices. From the point of view of the provider,
there is an apparently unlimited amount of money.
This system rewards cost-increasing behavior with
more revenue; it punishes cost-reducing behavior with
less revenue. Such a system must produce inflation in
prices and waste in the use of resources.

By contrast, an economically rational health plan
will have built-in incentives for cost effectiveness. It
will reward people for finding ways to deliver better
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care at less cost. The source of funds will not be open-
ended. Rather, in such a plan, physicians will accept
responsibility for providing comprehensive health-
care services to defined populations, largely for a
prospective per capita payment, or some other form
of payment that rewards economy in the use of
resources. Physicians control or influence most
health-care spending. The key issue in health-care
costs is not physicians' fees; it is how to motivate
physicians to use hospital and other resources
economically.

Physicians and other health professionals are
motivated by nonfinancial goals, including a desire to
cure the sick and to achieve professional excellence
and the esteem of peers and public. But their use of
resources is inevitably shaped by financial incentives.
Those who survive and prosper must do what brings
in money and curtail what loses money.

In the design of health plans with built-in incentives
for cost effectiveness, physicians are not limited to a
single blueprint. Today, there are several successful or
promising models in existence. And one of the objec-
tives of the Consumer-Choice Health Plan is to
stimulate the development of more good ideas.

Prepald Group Practice
The best known type of health plan with built-in in-

centives for economy is prepaid group practice. The
main examples include the Kaiser-Permanente Med-
ical Care Program, the Group Health Cooperative of
Puget Sound and the Ross Loos Medical Group. And
an important recent entry is the Harvard Community
Health Plan. The essential principles are that a group
of physicians, working together, agree to provide com-
prehensive health-care services, for a fixed prospective
per capita payment, to a defined population of
members who have enrolled as the result of a free
choice. There are many variations on the theme,
depending on their origins and sponsorship and the
conditions in which they operate. PreFaid group prac-
tices have been sponsored by industrial companies,
physician partnerships, consumer co-operatives, in-
surance companies and Blue Cross, universities and
others. The physicians may be salaried, as in the Har-
vard Community Health Plan, or receive capitation
plus a share of the program's net income as a group,
and salary and bonuses as individuals, as in Kai-
ser-Permanente, or the physician partnership may
own the plan as in Ross Loos. The prepaid group
practice may or may not own its own hospitals. The
physician group may include a broad range of spe-
cialties, or it may emphasize primary care, referring
elsewhere patients who need care by specialists not in
the group.

There is convincing evidence that prepaid group
practices are effective in holding total per capita costs
(premium and out-of-pocket) to levels well below
those for comparable people with health insurance

cared for under fee for service. Lufh reviewed and
reanalyzed the many comparison studies done since
1950 and concluded that the cost reduction was on the
order of 10 to 40 per cent.'0 The cost savings are main-
ly attributable to much lower hospitalization rates
and to greater economy and efficiency of operation.
They cannot be explained away by out-of-plan utiliza-
tion, differences in age and sex composition, previous
health status or government subsidies.

For example, one large study compared the costs to
Medicare o( beneficiaries in six prepaid-group-
practice plans with the costs of a control group on fee
for service matched for age, sex and area. The average
cost of the former was 74 per cent o( the latter."
Medicare beneficiaries who regularly get their care
from prepaid group practices are free to get the same
benefits from fee-for-service providers outside their
plan; in this study, the costs of the outside services
were identified and charged to the costs of the group-
practice beneficiaries. Another large study, by Gaus,
compared days in hospital and surgical admissions for
Medicaid beneficiaries enrolled in eight prepaid-
group-practice plans with those of beneficiaries in
matched control groups who got their care from
fee-for-service providers." The group-practice
beneficiaries averaged 340 days in the hospital and 24
surgical admissions per 1000 persons per year, as
compared to 888 days in the hospital and 50 surgical
admissions per 1000 persons per year in the control
groups. This study investigated prior health status as
perceived by the beneficiaries and number of chronic
conditions, and it found no statistically significant dif-
ference between the members of prepaid-group-prac-
tice plans and the control groups. As for government
subsidies, federal assistance to health.maintenance
organizations has been both recent, small and more of
a burden than a help."

The p'repaid-group-practice model offers many ad-
vantages for economy and quality. The method of
payment gives the organization a prospective budget.
Its physicians and managers must seek to get the most
effective medical care out of limited resources. The
method of payment also virtually eliminates the ad-
ministrative burden of billing and collecting from
patients for each service. And an economical division
of labor frees the doctor from business management
and allows him to concentrate on medical care.

Secondly, practice in a mulcispecialty group has ad-
vantages independent of the method of payment.
These advantages include ease of consultation, which
can be a convenience for both the physician and the
patient, a single unified medical record, which allows
each doctor to see what the others are doing to and
prescribing for the patient, and the stimulation and
reassurance of mutual professional support. Ellwood
has found evidence that "good mulhispecialsy group
practices manage to provide good medical care with
less hospitalization" whether on a fee-for-service or a
prepayment basis."4
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Thirdly, a major contributor to cost in the fee-for-
ser-ice sector is unneeded facilities: hospital beds, sur-
gery suits, radiation-therapy units and the like. The
hospital-based prepaid-group-practice plans have a
strong financial incentive to match carefully their
facilities to the needs of the populations that they
serve. And they operate roughly half the beds per
capita (adjusted for age and sex) as their fee-for-
service counterparts.

Fourthly, prepaid-group-practice plans have eco-
nomic and professional incentives to match their spe-
cialty mix to the needs of their enrolled populations.
The goals of proficiency and economy are best served
by a limit on the number of surgeons to those who can
be kept fully employed doing surgical procedures and
by primary care performed by primary-care physi-
cians. Prepaid group practices employ relatively more
primary physicians and fewer surgeons than are in the
population as a whole."

Fifthly, group practices offer advantages in terms of
opportunities for quality control. They can control the
quality of their members and have incentives to do so.
They can review the qualifications of a physician
before hejoins, and take action to correct poor perfor-
mance afterward. They can adjust the professional ac-
tivities of each physician to the tasks that he is cur-
rently well qualified to perform without threatening
his livelihood. In the group-practice setting, there is
no financial incentive for a physician to practice
beyond his competence.

However, it is also clear that the model has serious
limitations. In the first place, it takes much time and
cost to get one started. The experiences of George-
town University and Harvard Community Health
Plans and others suggest that several years and several
million dollars in investment and operating losses are
required before a new prepaid group practice will
reach the financial break-even point.

Secondly, to join one, patients must change their
physiciis, something many will be reluctant to do.
Thus, prepaid group practices seem to grow fastest in
areas and among population segments characterized
by high mobility in which people are required to find
new physicians anyway.

Thirdly, many patients apparently do not prefer
this style of care. Some perceive it as impersonal, in-
stitutional or inconvenient. However, it is really not
known how many prefer the prepaid-group-practice
to the individual-practice style of care because most
Americans have not been given the choice on an equal
basis.

Four.hly, and even more important, it is evident
that this style of practice, although attractive to some
physicians, is quite unattractive to many others, who
see it as posing unacceptable limitations on their
professional independence."

In a national system of fair market competition,
prepaid group practice would be an effective com-
petitor. But, because of these limitations, it is not like-

ly to dominate the scene. There would be a good deal
of room for other kinds of organization.

Indivdual-Pnettee Asoet as.
Another type of health plan with built-in cost con-

trols is the indivAual-practice association or "fee-for-
service health-maintenance organization." Its proto-
type is the San,Joaquin Foundation for Medical Care,
established in 1954 in response to the threat of entry
by Kaiser-Permanente. There are many variations on
this theme. The essential principles are these. The
physician continues to practice in his office on a fee.
for-service basis. However, as part of a group, the
physician agrees to provide comprehensive health
benefits to an enrolled population largely for a fixed
prospective periodic payment.

To reconcile fee-for-service with the fixed pay-
ments, the physicians agree to the following ar-
rangements." First of all, they agree on a maximum
fee schedule. When they render a service to a member
of the plan, they bill the plan, not the member.
Secondly, they accept peer review of the appropriate-
ness of services. This has led individual-practice as-
sociations to develop a number of management tools
for cost control, including criteria for patient care
such as model treatment systems and peer review
before hospitalization. Thirdly, the association either
pays hospital costs or teams up with an insurance car.
rier that offers a hospital insurance policy. The
premium for the policy reflects the hospital use of
those enrolled in the individual-practice association:
the less the hospitalization, the more left over for the
doctors. Finally, the physicians accept varying
degrees of financial risk. If the money runs low, they
may agree to accept a pro rata reduction in fees. In
some plans, physicians are also liable for costs of inap-
propriately ordered hospital use or for hospital costs
in excess of the budgeted amount."

The individual-practice model offers some substan-
tial advantages. The first is that, as compared to a
prepaid group practice, an individual-practice as-
sociation can be established more quickly and with a
smaller initial investment. Secondly, it requires a
minimal change in the established physician's prac-
tice style. Physicians can remain in fee-for-service solo
practice with existing doctor-patient and hospital-
staff relationships. Patients may be able to keep their
doctors when enrolling in an individual-practice as.
sociation. However, despite the apparent ease of start-
up, these associations have not grown in number or
membership as fast as prepaid group practices. As of
the July, 1977, census of health-maintenance organi-
zations, 65 per cent of all prepaid plans representing
90 per cent of total membership were prepaid group
practices." Thirdly, fee-for-service practice has
positive aspects that should not be overlooked in the
present concern with cost. It does reward the doctor
for working harder and for being more attractive to his
patients.
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Apparently, individual-practice associations have
not ao far succeeded in controlling costs. Gaus,
Cooper and Hirschman compared days in hospital
and surgical admissions for Medicaid beneficiaries
enrolled in two individual-practice associations with
beneficiaries in matched control groups getting their
care from uncontrolled fee-for-service providers." The
data revealed no statistically significant differences
between the individual-practice beneficiaries and the
control groups. This study is the only one with
matched control groups. However, its value is limited
by such factors as small sample size and the fact that
hospital admissions for the Medicaid beneficiaries in
Sacramento in the fee-for-service control group were
also subject to the Sacramento Medical Care Foun-
dation's Certified Hospital Admissions Program.
Studies of total per capita costs for California state
employees found that the costs for individual-practice
associations were 24 to 27 per cent higher than those
for the Kaiser-Permanente program. Luft concluded
that "there is no evidence that costs for enrollees in In.
dividual Practice Associations are any lower than for
people with conventional insurance.""0

Egdahl recently sought evidence of the ability of
independent-practice associations to reduce hospital
use. His investigation was seriously limited by lack of
good data, a condition that he is working to correct,
and by a lack of comparisons with suitable control
groups. Nevertheless, he did find that "three IPA-type
plans studied in detail achieved a striking decrease in
hospitalization of their patients after introduction of
the plan, or in contrast to a comparison population.'"
I believe Egdahl's research points to the correct con.
clusion: these or similar fee-for-service organizations
can control cost if they must. Competitive necessity is
the key factor. For example, Hawaii Medical Service
Association, a community-sponsored Blue Shield type
of plan with built-in cost controls, competes effectively
with the Kaiser-Permanente Medical Care program
in Hawaii. Both have hospital-use rates (for patients
under 65 years old) below 400 days per 1000 per year,
and premiums among the lowest of all the comprehen-
sive plans participating in the Federal Employees
Health Benefits Program.

Cost control of individual-practice associations is
weakened by the fact that the physicians are paid fees
for service. In a sense, the format of the individual-
practice association assumes that abuse or overutiliza-
lion is the cause of the cost problem. Peer review curbs
the excesses, but it docs not do much to motivate a
reduction in the costs generated by the majority of
doctors whose practices are near the norms.

Individual-practice associations have a propensity
to sign up 75 to 100 per cent of the physicians in
private practice in their service areas - many more
than the number needed to serve their enrolled pop-
ulations." One main reason for this excess is market-
ing: the association cannot tell the prospective enrol-
lee that he will be able to keep his own doctors unless

most of the doctors belong. And marketing is a critical
problem for any health plan starting up. Another
reason is political: to gain physician support and
neutralize opposition.

But this means that the individual-practice associa-
tion accounts for a comparatively small percentage of
most physicians' practices, which limits its ability to
influence their behavior. (Or, if its controls influence
physician behavior with patients who are not enrolled
in individual-practice associations, as some claim, it
does not enhance the association's competitive posi-
tion.) It also means that the association includes the
physicians who generate high costs as well as the
economical ones. And it means that the association
cannot realize the benefits of matching the specialty
mix of its physicians to the needs of its enrolled pop-
ulation. Thus, individual-practice associations face a
dilemma: one of their main strengths is connected to a
serious weakness. I doubt if they will become effective
competitors unless they become selective in their
physician membership.

Moreover, signing up most of the physicians in an
area invites charges of anticompetitive behavior. The
tradition of county-medical-society sponsorship of
individual-practice associations makes this situation
worse. The individual-practice association then ap-
pears to be a restraint of trade for the purpose of fixing
prices and blocking competitive entry by other health
plans." This position will not be viable in the long
run. If competition is not genuine and effective in con.
trolling cost, the government will surely step in and
regulate.

Individual-practice associations should carefully
select their physician members on the basis of quality,
commitment and cost consciousness. They should
also reasonably relate the numbers and specialties of
their physicians to the needs of their enrolled popu-
lations. They should avoid county-medical-society
sponsorship. And they should leave the market open
to competitive entry by other health plans. The mode.
is flexible enough to make such adaptations.

The HemtWsMatntensace Program
A third and much more recent model has been

called by its originators a "health-maintcnance
program." Its prototype, the Wisconsin Physicians
Service Health Maintenance Program, begun at Wild
Rose, Wisconsin, in 1970, now covers about 150,000
people.' A similar system was inaugurated in 1974 in
Woodland, California, by the SAFECO Insurance
Company of Seattle in collaboration with the Wood-
land Clinic." It has been extended to other areas in
California and Washington, and now covers roughly
9000 people. Thus, these plans are both small and
new. The value of studying them is for the innovative
quality of their ideas rather than for the duration and
breadth of their experience.

In the SAFECO plan, a member of a covered group
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is given a choice between a conventional third-party
insurance plan, with cost sharing (i.e., coinsurance),
and a prepaid health plan, with essentially no cost
sharing. A beneficiary who chooses the prepaid plan
agrees to get all his care from or through (i.e., on
referral by) the participating primary-care. physician
of his choice. (Except for emergencies, services not
ordered or referred by the primary-care physician are
not covered.) If the beneficiary is not satisfied with his
doctor, he may select another participating physician
and remain in the prepaid plan, or he may switch to
the conventional insurance plan.

The participating primary-care physician (or group
of physicians) agrees to provide directly all primary-
care services, and to arrange referrals and supervise
all other care, including specialist services and
hospitalization, for each of his (or their) enrolled
beneficiaries. For his services, this physician (if he has
50 or more enrollees) is paid a negotiated age-sex-
adjusted monthly capitation payment. An account is
set up for each participating physician from which the
bills for all referral services are-paid. Money flowing
into this account is based on the gross premium
revenue associated with the doctor's patients, less an
allowance for the insurance company's costs, and less
the capitation payments. The physician must see and
approve every bill. The doctor receives or pays back
50 per cent of the annual surplus or deficit in this ac-
count, with a limit on his share of the deficit equal to 5
per cent of his capitation revenue, but with no limit on
the surplus. To protect physicians from the costs of
catastrophic illness, the costs of patients whose annual
expenses exceed a limit are excluded from these
calculations, and paid by the insurance company from
its reserves. A medical director, assisted by a board of
participating physicians, monitors utilization, hospi-
talization and prescription patterns. Questionable
patterns of use are reviewed for possible corrective ac-
tion. The company reports hospital use of about 300
days per 1000 per year, about half the rate in the com-
munity as a whole."

As with the other models, there is room for con-
siderable variation on this theme. In the Wisconsin
Physicians Service Program, the primary-care physi-
cians are paid on a fee-for-service basis, not capita-
tion." The Wisconsin plan includes specialists; the
SAFECO plan is built on primary-care physicians.
The Wisconsin plan is sponsored by physicians and
endorsed by the county medical societies. The
SAFECO plan is sponsored by an insurance com-
pany. The formulas for sharing in the savings can
vary.

The health-maintenance-program model offers
some attractive features. It makes the individual
primary-care physician knowledgeable and account-
able for the total health-services costs of his enrollees.
It gives him an incentive to increase productivity -
e g., by using nurse practitioners for well-baby visits.
Is gives him incentives to emphasize prevention of

illness and instruction of patients in self-care. It makes
the primary-care physician the "general manager" of
his patient's medical care, a much needed role in to-
day's complex health-care system.

The health-maintenance program can be started
with a minimum of investment and a minimum of dis.
ruption of established practice patterns and relation.
ships between doctors and patients, hospitals and
other doctors. SAFECO's cost to establish its plan
in four areas over a four-year period was less than
$500,000.11 The program can start small, with a few
doctors and families, and can be extended gradually
into a whole system including specialists and hospi-
tals.

The health.maintenance program creates a market
for specialty and hospital services in which the buyers
are experts - i.e., physicians able to judge quality,
need and appropriateness of services all in relation to
cost. Primary-care physicians can see what specialists
are charging, and reflect judgments about quality of
services in deciding what they should be willing to
pay.

The SAFECO model is a partnership between an
insurance company and physicians in which the com-
pany contributes its skills of organization, administra-
tion, underwriting and marketing, and its capital.
And the plan can be tied into existing group-
insurance arrangements. Thus, it is one way in which
the established health-insurance industry can par-
ticipate in the restructuring of the health-care delivery
system.

The health-maintenance program has many of the
advantages of the individual-practice association
without its most serious defect - i.e., that in the
individual-practice association the individual doctor is
paid fee for service and has no knowledge of or incen-
tive to control total per capita cost of services for his
enrollees.

There are potential disadvantages. Are the cost.
control incentives too strong? Will they lead to inade-
quate service? There might be a problem of preferred.
risk selection - i.e., a doctor could benefit financially
by discouraging high-risk patients from continuing
their enrollment with him. There may be an economic
incentive for the physician to take his capitation
patients for granted and seek the extra revenue ob-
tainable from serving fee-for-service patients. But
there are safeguards against such abuses, the most im-
portant of which is the freedom of the dissatisfied
patient to change doctors or health plan. And the
design of such a plan can be modified to correct
problems.

There is potential for abuse under any system of
health-care organization and financing - including
fee for service or a National Health Service. A physi-
cian who wants to take advantage of the incentives
of the health-maintenance program, or any other
scheme, can surely do so. If there is an optimal set of
incentives, I do not know what it is. There is no
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a priori basis for deriving one. The only way to find
good incentive schemes is through experience in a
system of fair market competition among alternative
health plans. And any payment system, including fee
for service, must ultimately place some reliance on the
ethics of physicians.

Other Models

There are other models: some in actual operation,
some only proposed. Newhouse and Taylor proposed
variable cost insurance. 3 

Ellwood and McClure
proposed health-care alliances.2 The essential idea in
both is that beneficiaries agree to get their care from a
defined set of providers (or on referral by them); the
premium for their insurance policy reflects the cost-
generating behavior of these providers. In a com-
petitive situation, the providers will be under pressure
to control costs. I believe there are other interest-
ing possibilities that have not yet been conceived
because we do not have a system of fair market com-
petition that would create a demand for them.

Each of these models is flexible. The variations on
each of these themes are many and important. Par.
ticipating in an organized health plan with built-in
cost controls need not be an uncomfortable strait.
jacket for the physician. There are enough models to
suit the tastes of many - perhaps most. Moreover, in
a world of competing health plans, there would be
substantial room for individual fee-for-service prac-
tice. Some consumers, because of their life-style or
tastes, will prefer ordinary insurance and will be will-
ing to pay the higher cost associated with it.
Moreover, all the organized systems would refer some
of their patients to physicians outside their plan for
specialty care, which may be on a fee-for-service basis.

CUI o COaT WITHOUT CUrrtiNG TuE QUALITY Or
CanX

As physicians join such organized health plans with
built-in cost controls, they will confront the question,
"How can we cut the cost without cutting the quality
of care?" I believe that lower cost does not need to
mean lower quality of care. On the contrary, in many
cases quality and economy work together. In other
cases, spending can be reduced substantially with no
discernible loss in benefit to the patients. Determining
the effect of different patient-management policies is
extremely complicated, and can be discussed in detail
only on a case-by-case basis. What I can ofTer here are
a few insights and suggestions, not a complete
catalogue of methods of medical-care cost reduction.

Curallng "Flat-1t4he-Cur*e Ma ttne"
A basic principle of economics is the law of dimin-

ishing marginal returns: as one input is applied to a
production process in successively larger amounts, the

resulting increases in output will each be successively
smaller. The marginal return - i.e., the increase in
output associated with a unit increase in input - may
even become zero or negative. As an empirical
generalization this law fits many (though not all)
situations in the production of goods and services,
national defense and environmental protection.

For medical examples of diminishing marginal
returns, one should think of the relation of health out-
come to more in-hospital days for a patient with a
given diagnosis, or the relation of the probability of a
correct diagnosis to the number of diagnostic tests, or
the relation of health status for a given population to
the percentage of the population to which an elective
surgical procedure is applied.

I believe that a great deal of "flat-of-the-curve
medicine" is being practiced in the United States
today - that is, applications of health-care resources
yielding no discernible or valuable health benefit. Ad-
mittedly, the evidence is suggestive, not conclusive.

Lembcke observed wide variations in the per capita
rate of primary appendectomies in different hospital
service areas of New York." He found that a lower per
capita rate of operations for appendicitis was not
associated with higher appendicitis death rates.
If anything, he found the contrary. His data suggest
that patients in areas with a high rate of appendec-
tomy would have been no worse off if the rate of op.
erations had been reduced to that in the areas with a
low rate.

More recently, Wennberg and Gittelsohn found
wide variations in the per capita consumption of
various health services in 13 different service areas of
Vermont, despite the similarity of the populations in
terms of rates of illness, income, racial and social
background, insurance coverage and per capita physi-
cian contacts. They found a twofold variation in the
overall age-adjusted per capita rate of surgical
procedures, with much wider variations for some
operations. There was also wide variation in use of
nonsurgical procedures: among Medicare enrollees.
total laboratory 'ervices per capita varied by 700 per
cent. Wennberg observed, "There is no evidence that
the latter (i.e those living in high cost areas) have
greater medical need, or indeed, that more health is
produced...in terms of their health status, it is not pos-
sible in my opinion to argue that Vermonters in more
expensive areas are better or worse for the effort.""
Other studies have documented similar variations
elsewhere.'

As mentioned earlier, there have been many com-
parisons of hospital use by members of such groups as
federal employees and their families, some of whom
get their care through fee for service paid by in-
surance, and some of whom get their care through
prepaid-group-practice plans. The latter are hospi-
talized, typically, some 30 to 50 per cent less. The fact
that those cared for by prepaid group practices are
there as the result of a free choice suggests that,
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at least in their judgment, the lower rate of hospital-
ization was not associated with lower quality of
care.

Another indication of "flat-of-the-curve medicine"
is provided by the results of second-opinion surgical
consultation programs such as the one directed by
McCarthy for several unions in New York City."
In some of the programs, a second opinion was vol-
untary, and in others it was mandatory. In the volun-
tary programs, 34 per cent, and in the manda.
tory programs, 17 per cent, of the recommendations
for operation were not confirmed by the second opin.
ion.

I am careful to avoid the term "unnecessary sur-
gery" in discussing uch findings, although that term
will inevitably be used in political discussion and by
the media. I am quite prepared to believe that in most
of the cases not confirmed by a second opinion, the
patient had a real ailment to which the recommended
operation was addressed. Moreover, I believe that
most physicians sincerely want to do the best thing for
their patients, and that the surgeons recommending
these operations honestly believed that they were in
the best interest of their patients. The findings of
Bunker and Brown about high surgical rates among
physicians' families would support this view." And in
some cases, medical management may cost as much
as surgical care, so that avoidance of surgical
procedures may not save much. But these second.
opinion results do suggest that in many cases, the
risks and benefits to the patient are quite closely
balanced. If two surgeons, both well qualified and
honestly seeking what is best for the patient, come to
different conclusions about the advisability of an
operation, generally speaking its net benefits must not
be large or obvious. One might say that some of the
operations are examples of "flat-of-the-curve"
medical care.

Another example of "flat-of-the-curve" care was
reported by Huter and his associates.10 Their
prospective randomized controlled study found "no
apparent additional benefit to the patient with an un-
complicated definite myocardial infarction from a
three-week as compared to a two-week hospital stay."
McNeer an.d his colleagues recently reported a similar
result with hospital discharge at one week." Unfor-
tunately, the samples in both studies were small, and
McNeer's description of methods makes no mention
of randomization. But if their conclusions hold up
under further study, the cost savings could be very
large. Similar conclusions about the hospital treat-
ment of many diseases must have been reached by
physicians who have formed individual-practice as-
sociations, developed model treatment systems with
criteria for length of stay and substantially reduced
hospital use."

It is apparent that there is a great deal of bias in
favor of more care, and more costly care, whether or
not it helps the patient. This situation is quite under-

standable in terms of the values of patients and physi-
cians. The insured pat;ent and his anxious family
have every reason to seek whatever care might do
some good. And it seems unnatural for the physician
to stand back and not do all he could to cure disease
and alleviate suffering. And the bias is increased by
the fear of malpractice suits. We now need to in-
troduce some correction to this bias. We are facing a
new situation. The costs are becoming too large. To
use Fuchs' phrase, "...medicine should consider the
possibility of contributing more by doing less."" And
the places to begin doing less are where the curves
relating benefits to costs are flat.

Rsgkosw atfto
In the production of many specialized services,

average total cost per unit decreases substantially as
the number of units produced per year increases. In
such cases, economies can be achieved if production is
consolidated into facilities producing at an efficient
volume.

For example, my student, Steven Finder, recently
estimated the costs of open-heart surgery as a function
of annual volume, based on an examination of all the
relevant costs for a typical mix of operations at a large
medical center in California in 1976." He found that
at 50 patients per year, the cost per patient would be
about $21,100; at 500 patients per year, the cost
would be about $8,700. The average costs per unit
decrease with volume mainly because many of the
costs of a heart-surgery center are fixed.

Finkler then examined the distribution of open.
heart operations in California. In 1975, nearly 15,000
operations were performed in 91 hospitals, for an
average of 163 per hospital. In 48 hospitals, there were
100 or fewer operations. Finkler estimated what the
total costs would have been if every hospital had
produced its reported volume at the unit costs he had
calculated and then what they would have bei if a
the heart procedures had been done in 30 centers
doing about 500 operations each. He estimated that
consolidation would have saved about $44 million per
year in California alone.

Additional savings to be expected from proficiency
based on experience are not reflected in these es-
timates. Moreover, other things equal, the quality of
care is likely to be much better in the hospital that
does 500 operations per year than in she one that does
less than 100." Quality and economy are not always
opposed; here is a case in which they go together.

Other services that exhibit decreasing unit cost with
increasing volume include clinical laboratories, com-
puted tomography, maternity and neonatal intensive
care. Pettigrew's estimates of the costs of an efficient
minimum-capability maternityy unit imply $1,245 per
admission at 500 admissions per year and $653 per
admission at 1200 admissions per year."5 Evens and
Jost estimated the technical cost per tomographic ex-
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amination at about $157 at a volume or 40 patients per
week, and $89 at 80 patients per week."

Regionalization is not a new idea, but its practical
implementation is not widespread. If most people got
their health care through organizations that actively
sought out the best combination of cost and quality of
specialized services for their enrollees, and if today's
system of cost reimbursement for hospitals were
replaced by a system of competitive pricing, I believe
that competition would bring about a desirable degree
of regionalization on a voluntary basis. (For them to
be able to compete, the teaching and research costs of
university medical centers would need to be separate.
ly identified and subsidized on their own merits.) The
resulting improvements in economy and quality
would be large.

Cost-Effeettvessss Analysts

Physicians should encourage and participate in the
development of cost-effectiveness analysis for medical
decision making. And they should learn to use it. By
cost-effectiveness analysis, I mean a synthesis of prin-
ciples of economics, statistics, probability and deci-
sion theory applied to the complex and uncertain
problems of medical decision making. The goal is to
elucidate all the costs, risks and benefits of alternative
courses of action so that decision makers can be well
informed in applying the necessary judgments. Such
analysis, properly conceived, should be an aid tojudg-
ment, not a substitute for it.

Such an analytical approach to decision making
should be formal - that is, written down in precise
terms, with the logical steps of the argument exposed
to view. Quantitative aspects should be treated quan-
titatively (rather than with adjectives). The analysis
should be empirical, with standard definitions and
criteria for measurement, broadly based data and the
best statistical methods. Decision analysis should be
open and explicit. It should be presented in such a for-
mat that it can be reviewed critically from many
perspectives. Such an approach allows the experiences
of many physicians to be pooled, so that the individual
physician does not have to rely excessively on hii own
experience. It can allow value judgments by patients,
public officials and others to be introduced and con-
sidered. And an open, explicit analysis can be debated
and corrected much more easily than an intuitive,
implicit analysis.

Analytical aids to decision making have been
developed and applied extensively in such fields as in-
dustrial management, natural-resource development,
environmental protection and national defense. In
1850, Lemuel Shattuck defended his General Plan for
the Promotion of Public and Personal Health with an
economic analysis.' But there was virtually no prog-
ress in the application of cost-effectiveness analysis to
health care in the 100 years after that." There are
several reasons for this lack. In the first place, the total

costs, in relation to income, were not nearly so large as
they are today. Secondly, it is often exceedingly dif-
ficult, if not impossible, to put a meaningful numerical
value on the benefits of medical care. Thirdly, people
understandably resist what appears to be "trading
dollars for lives." Fourthly, the system of fee for ser.
vice, cost reimbursement and third-party financing
gives providers little or no incentive to consider costs.
However, in recent years there has been a con-
siderable development of cost-effectiveness analysis
for medical decision making, much of it at Tufts and
at the Center for the Analysis of Health Practices at
the Harvard School of Public Health.'1

The development of cost-effectiveness analysis is
needed because of the extreme complexity of medical-
decision problems. I recognize that these decisions re-
quire difficult judgments in the face of uncertainty,
with wide variations in the responses of different
patients, and often a wide variety of diagnostic and
therapeutic choices, each having a large number of
components with different probabilities of producing
different outcomes in different people. The trade-ois
among these variables must be considered. And deci-
sions must be made in a timely way, in the face of
pain, suffering and risk of death. That the medical
profession has dealt with all this as well as it has is a
most impressive achievement. But I believe that physi-
cians need help from other disciplines in the develop-
ment of a set of aids to decision comparable to those
developed in other fields.

The need for such help is illustrated by the findings
of my Stanford colleague, Dr. David Eddy, who
recently did a study of the clinical policy-making
process in mammography, which included a thorough
review of the literature through 1975. Among other
problems, he found numerous errors in probability
reasoning such as confusing the conditional probabil-
ity that a woman will have a positive mansmogram,
given that she has breast cancer (the sensitivity or
true-positive rate), with the condiio:al probability of
cancer, given that a woman has a positive mammo-
gram (predictive accuracy)."4" The two probabilities
are quite different, and confusing them can have very
harmful consequences. Eddy also found a general pat-
tern of single-minded pursuit of breast-cancer detec-
tion to the exclusion of such relevant considerations as
the false-positive rate and the costs, risks, and discom-
fort of biopsies generated by false-positive results, ra-
diation hazards, the costs of the procedure and the
evidence of effectiveness. This type of reasoning is
found in many recommendations to use mammogra-
phy annually to screen relatively young, asympto-
matic women. '[he recommendations may or may not
prove to be wise. My concern here is not with the
specific conclusions, but with the quality of the sup-
porting rationale.

In 1850, Lemuel Shattuck observed of the medicine
of his time, "The great error has been in forming
theories upon observations or statements, without
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duly inquiring whether they have been sufficiently
nupnerous, and have been carefully and truthfully
made, upon a uniform and comprehensive plan, or
whether they are otherwise imperfect."' The medical
literature of the 1970's still shows an inadequate
awareness of the principles of statistical inference.
One still finds comparisons in which the control group
was not selected randomly, and sample sizes too small
to support the conclusions drawn.

The art of medcine has drawn heavily from the
physical and biologic sciences. Physicians should now
draw the decision sciences into their synthesis.

Controlled IntroduCtion of New Teehnology

The history of medicine includes many innovations
that were initially greeted with enthusiasm, and then
subsequently dropped for lack of evidence that they
were beneficial." Although new drugs can be in-
troduced for general use only after thorough testing
according to careful experimental designs, new opera-
tions and other new technologies often move quickly
into widespread application without the benefit of
similar controls. Only a minority of medical innova-
tions are tested by a randomized controlled trial.'"'
Investigator enthusiasm for new procedures appears
to be much greater in the uncontrolled studies than
well controlled studies." And only a minority of in-
novations prove to be preferred to standard existing
treatment when evaluated by a randomized controlled
trial."

Although recognizing the many difficulties in plan-
ning and executing a randomized controlled trial, and
recognizing that such trials do not answer all the
questions and settle all the arguments, I believe that
many more innovations should be evaluated by this
means. In any case, innovations in medical technology
should be thoroughly evaluated early, before being
put into widespread use. Public officials have good
reason for concern when they see, f~r example, that
the number of coronary-artery bypass grafts has
grown to more than 70,000 operations a year at a cost
of roughly S1 billion while the medical profession is
still debating the merits of the procedure."." The
debate is healthy. But it is entirely reasonable for
those concerned with public finances to believe that it
would have been better if the procedure had been
limited to perhaps a few thousand per year, done in a
few centers under careful experimental protocols, in-
cluding long-term follow-up observation, until the in-
dications for the operation and its efficacy had been
clearly established.

A similar point can be made for computed tomog-
raphy. In a very short time, we will have installed
1000 computed-tomography scanners, with an annual
cost of roughly $300 million, without established
guidelines for its use." Although tomography is a
marvelous innovation that will doubtless improve care
and save much c6st in some applications, there is no
evidence that Americans would not bejust as healthy

with, for example, half as many scanners. Again, early
controlled evaluations leading to guidelines for use of
computed tomography might have saved tax and
premium payers a great deal of money.

Government regulation can exacerbate the problem
of uncontrolled introduction of new technology by
rewarding those who move quickly to buy a new
device before proof of efficacy and evaluation of cost-
effectiveness, and punishing those who take a more
deliberate approach." Such perverse incentives need
to be corrected.

But private action by physicians is also needed.
They should forbear in the introduction of costly new
technology until a controlled evaluation has been
done. Bunker, Hinkley and McDermott have recently
recommended the creation of an "Institute of Health
Care Assessment" to provide independent evaluation
of surgical procedures, to act as a "central reviewing
authority capable of sophisticated statistical and
economic analysis and empowered with authority and
resources necessary to initiate and coordinate ap-
oropriate trials."' Similar evaluation of other new
.echnologies and of many existing practices is needed.
Physicians would find the process far more satisfac-
tory if the evaluation were done on a private and
voluntary basis by the profession than if it were done
by the government.

Although my purpose in making these recommen-
dations is to suggest ways of controlling costs, I also
believe their adoption could improve the quality of
care.

Other Methods

These are only a few of the ways in which physi-
cians could respond to a financing system that
r,-warded economy in care without cutting quality. I
believe that we could find many other possibilities if
the incentives were appropriate. Observation suggests
many things that could be done in a less costly but
equally effective way. if our financing systems were
not biased against it, we could make greater use of
home care. And, if incentives for physicians and
patients were appropriate, we could make more use of
self-care." Bear in mind that health-care spending
will inevitably be brought under control. Control
could be effected voluntarily by physicians in a system
of rational incentives, or by direct economic regula-
tion by the government. I believe the incentives ap-
proach to cost control would produce an outcome far
more satisfactory to doctors and patients. Physicians
are by far the best qualified to make the difficult judg-
ments about need and cost effectiveness. So I hope the
medical profession will accept the challenge.
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INCENTIVES AM INNOVATION IN

HEALTH SERVICES ORGANIZATION

(Or if HMOs are such a good idea,
why don't we have more of them?)

ALAIN C. ECTHOVEN, Ph.D.

THE COST-EFFECTIVE ORGANIZED SYSTEM

Let us accept, as a hypothesis for the sake of discussion, that the

following characteristics describe a good health services delivery organi-

zation, or "health plan" responsive to the needs of our times.

1. A group or association of physicians accepts responsibility for

providing comprehensive health services to a defined population.

2. The enrollees belong as the result of a free choice among this

and similar health plans. Thus there is a competitive incentive for the

health plan to see to it that its personnel give good, caring, willing

service to patients.

3. The system provides health maintenance services to the extent

that they are efficacious; at least it is effective in providing Immuni-

zations, prenatal care, and screening of demonstrated value.

4. The health plan has built-in cost controls. The physicians

accept responsibility for the total per capita cost for the care of their

enrollees, and they use their best judgment as to how to give the best

value. They systematically consider such trade-offs as, for example,

substituting ambulatory care or home care for costly inpatient care in

order to allocate resources to improved accessibility.
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5. The physician specialty six, facilities, and other resources

employed are matched to the needs of the enrolled population.

6. There is built-in quality control through peer review, ease of

consultation, and follow-up on patient satisfaction. Specialized procedures

are done by specialists whose annual volumes of such cases are sufficient

to maintain proficiency.

7. There is continuity of health plan membership.

8. The health plan keeps a unit medical record for each patient, so

that a new doctor on a case can quickly and reliably ascertain what else

has been and is being done for the patient. Unnecessary duplicate tests

and conflicting prescriptions can be avoided.

One might be tempted to call this "the ideal Health maintenance

Organization." I am reluctant to use the term "H40" because of all

its political and bureaucratic connotations. Let us instead

call it an organized system with built-in controls on quality and cost,

or "an efficient organized system" for short.

I do not want to imply that any earthly institution meets all these

heavenly ideals. But I do believe that we have in existence in this

country some reasonably good approximations. The question Dr. Hamburg

asked me to address toddy is, "If the efficient organized system is such

a good itea: why don't we have -ore of them? What disincentives are

retarding this apparently desirable innovation in health services orga-

nizations?"

Of course, it is possible that the efficient organized system

is not a good idea. Perhaps it is merely a health policy thinker's

dream, and not something practical. But I do believe it is a good and

timely idea. Of course, there is much diversity in consumer and provider
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tastes, so it would be unwise and ineffective to attempt to force

people into any single model of health care organization. People

would resist such a change if imposed involuntarily. Moreover, there

are many ways an efficient organized system might be put together, and

we certainly do not know enough about the subject to be able to specify

the right or only or best way to do it. But, if this Is a good idea,

why doesn't it come about naturally? Why doesn't it win out in the

marketplace?

I believe the answer is very simple: we don't have a fair compe-

titive marketplace. Rather, we have a marketplace that is shaped by

the concepts and interests of fee-for-service medicine, and that is

strongly biased against efficient organized systems.

THE INSTITUTE OF MEDICINE POLICY STATEMENT

In 1973, a committee of the Institute of Medicine studied the obstacles

to a fair market test of the HOO concept, and recommended eliminating them./

The list included:

A. Legal obstacles, including state Blue Cross/Blue Shield statutes

limiting medical service plans to those controlled by doctors or

that are open for membership to all or a majority of providers;

corporate-practice rules and laws against for-profit health service

plans; subjecting HOs to regulation intended for and appropriate to

insurance companies; certificate-of-need laws, one effect of which

"whether or not intended, may be to protect existing facilities from

competition of such newcomers as HMOs;"-'1 and state laws and regu-

lations restricting innovations in manpower use.
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B. Professional obstacles including professional training; and discrimi-

nation or exclusion of HMO doctors from hospital staffs.

C. Capital needs including needs for startup assistance and limits on

their ability to generate capital internally through retained earnings

based on superior efficiency.

D. Marketing problems, including the problems of marketing to employee

groups that already have one insure' (e.g. th6 employer objects to the

extra bookkeeping,and the insurer objects to the competition);

consumer inertia (based on a preference to maintain their satisfactory

relationships vith their family physicians) and lack of information.

E. Organizational problems including legal mandates to provide services

so comprehensive as to price them out of certain markets, exposure

to actuarial risk and arbitrary limits on the manner in which they

can reinsure, limited availability of management skills, and legal

mandates on governing board membership.

The list was not short. And the Committee noted many of the ways

in which the HMO Act of 1973 failed to clear away the obstacles. Many of

those obstacles persist, even after the HMO Amendments of 1976. But the

Committee's list was not complete. There are powerful economic barriers

to a fair market test for efficient organized systems in such federal

programs and policies as Medicare, Medicaid, and the tax laws.

ECONG(IC BARRIERS: MEDICARE

Medicare is based on fee-for-service and cost-reimbursement. Thus,

it systematically pays more on behalf of people who choose more costly

systems of care. There is a provision for paying Health Maintenance

Organizations on a quasi-capitation basis, but it is very complex, dis-
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criminatory against HMOs and their members (i.e. the government keeps

half the "savings"), retains elements of cost reimbursement, and has not

been put into operation to any appreciable extent. For example, in 1970

Medicare paid $202 per capita (on a cost-reimbursement basis) on behalf

of beneficiairies cared for by cost-effective Group Health Cooperative

of Puget Sound, but paid $356, or 76 per cent more, on behalf of similar

beneficiaries (i.e. an age-sex matched sample) in the same area who chose

to get their care from the fee-for-service sector. On average, for six

group practice prepayment plans around the country included in the study

from which these data come, Medicare paid 36 per cent more on behalf of

similar beneficiaries who chose fee-for-service.- And it is in the

nature of Medicare cost-remburseaent that this subsidy to fee-for-service

will increase as the cost differential widens. Medicare beneficiaries could

get their care from the less costly provider, but they were not allowed to

keep for themselves the savings generated by that choice, either in lover

premiums or better benefits.

It simply is not fair competition if the government systematically

pays large subsidies to one type of competitor.

We could have fair economic competition to serve Medicare benefi-

ciaries if Medicare subsidized their purchases of health insurance or

membership in an efficient organized system through a periodic fixed

dollar payment, and if they were given a choice from all the available

health plans meeting federal standards operating in their area. In other

words, we should have a "freedom of choice provision" for Medicare whereby

beneficiaries could direct that their Adjusted Average Per Capita Cost (to

Medicare) be paid as a premium contribution to the plan of their choice.

That would enable efficient organized systems competing to serve Medicare

47-296 0 - 79 - 18



270

beneficiaries to pas on their savings to the beneficiaries in the form

of better benefits--such as catastrophic illness protection--.and lover

premiums.

Medicare has other harmful economic effects that help to block

fair competition. It helps to create an open-ended demand for sub-

specialty care in the metropolitan areas attractive to physicians. It

enables such specialists to earn a good living charging high fees and

carrying relatively light workloads, thus creating a disincentive for

such physicians to join efficient organized systems.

Medicare (and Medicaid) cost-reimbursement blocks fair market compe-

tition in the hospital market. One wonders, for example. how a hospital

with a 40 per cent occupancy rate can afford to exclude piepaid group

practice doctors seeking staff privileges, or how it can afford to refuse

to sell its facility to a growing HM0 that needs it. And the answer is

that Medicare and Medicaid--and the other third-party intermediaries--will

allow that hospital to allocate its overhead over the 40 per cent occupancy

and recover all its costs from the intermediaries.

MEDICAID

From the point of view of those who are eligible, Medicaid pays all

the cost of covered benefits. But again, most Medicaid providers are paid on

a fee-for-service and cost-reimbursement basis. Medicaid usually has

limits on fees for individual services. But providers can increase their

Medicaid revenue by prescribing a greater volume of services for the same

medical condition. Thus, Medicaid gives consumers and providers no

economic incentives to use resources wisely.

We could have fair economic competition to serve Medicaid eligibles

if they were given a choice of competing health care financing and
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delivery plans offering comprehensive services, and a voucher, like a

"health insurance premium stamp" (analogous to food stamps) to pay all

or most of the average cost of a comprehensive plan. In such a system,

a government agency would serve as advisor, advocate and broker for the

beneficiaries. Project Health in Hultnomah County, Oregon, would be a

good model for this.

TAX LAWS

The Internal Revenue Code excludes employer contributions to health

insurance from the employee's pay subject to income and social security

taxes. This encourages employee pressure for more employer-paid health

benefits. If the employees take an additional dollar of gross compensa-

tion in cash, they get to keep roughly 60 to 70 cents after tax; if they

take it in health benefits, they get the full dollar. The tax shelter

aspect motivates employers and unions to exhaust this opportunity for tax-

sheltered pay. This is becoming even more important as inflation and

increasing social security taxes are pushing employees into higher tax

brackets. Benefits for more than two-thirds of the workers in private

industry health plans are paid entirely by employers.--

As insured benefits become more comprehensive, and the relative

efficiency of the 104O over the fee-for-service sector improves, the premium

for the fee-for-service plan comes to equal that of the 100, then to exceed

it by an increasing margin. In some cases, the employer or health and

welfare fund keeps the premium contribution the same but lets the HMO

offer better benefits. This is better than some alternatives, in that it

does allow the HMO to pass on to consumers the benefits of its superior

efficiency. But after a point, the marginal utility of extra benefits
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.to each consumer will be worth less than the cash equivalent to the cost of

the extra benefits. The extra benefits then become less valuable as a

competitive weapon than would be premium reductions passed on to consumers.

In other cases, the employer or health and welfare fund keeps the benefits

roughly equivalent and pays a larger premium to the fee-for-service plan.

Then the employer pays a subsidy of increasing relative amount on behalf of

those who select the more costly delivery syste. When the employer must

pay 100 per cent of equivalent comprehensive benefits either in the fee-for-

service sector or from the EW, the employee is deprived of an important

financial incentive to choose a less costly health plan. The autoworker

in California who chooses membership in a prepaid group practice plan that

provides comprehensive benefits for $77 per month, rather than the Blue Cross

plan that costs $101, doesn't get the savings because General Motors must pay

the whole cost either way. In the auto industry, and in many industries in

California, this situation is becoming the rule rather than the exception.

Thus, some collective bargaining agreements force the employer to subsidize

the employee's choice of a more costly health plan. The law does not

effectively require the employer contributions on behalf of different

plans to be equal. And the Internal Revenue Code, in effect, allows

more tax-free compensation on behalf of the worker who chooses the

more costly plan.

It should not be surprising that HMOs have grown slowly when one

considers that such powers as the United States government and the auto

industry pay large subsidies to the fee-for-service sector on behalf of

people who choose not to join HlOs.

I believe that companies and unions should find it in their

enlightened long-run self-interest to agree on an employer
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contribution large enough to pay all or most of the premin of a good

quality cost-effective comprehensive health plan, and then leave it to

the worker who wants the more costly fee-for-service free-choice-of-

doctor plan to pay the difference himself. Since the employee-not the

employer or union--chooses the provider, it seems reasonable to let him

bear the costs or realize the savings associated with his choice. That

way, labor and management could cease to subsidize the most costly element

of the delivery system, and they would take a large step toward creating

fair economic competition.

But whether or not they can agree on that, it makes little

sense for the IRS to participate in the subsidy to the more costly

health plan. Wouldn't it make more sense to say that above a certain

level, the employer contribution is taxable income? Better still,

replace the exclusion of employer contributions from taxable income

by a refundable tax credit that is not greater if the family chooses

a more costly health plan. As well as correcting the cost-increasing

incentive inherent in today's tax laws, the use of a refundable tax

credit would also channel more medical purchasing power to lower income

groups.

The Health Maintenance Organization Act of 1973 requires employers

to offer their employees the option of joining one group practice HMO

and one individual practice HMO if such federally qualified organiza-

tions are operating in their area. This was a small step In the right

direction. But it is very far from creating the competition we need.

It leaves the health plan market segmented. For example, some employers

might offer one 11M0 in addition to their conventional insurance plan



274

while others offer a different one, so that the HOs rarely or never

meet each other in direct copetition. Each can become, say, 25 to 30 per

cent more efficient than its fee-for-service competitor and then settle

into an equilibrium in which its costs rise at the same relative rate

as in the fee-for-service sector.-/ We need competition among IGIOs as

well as against fee-for-service plans in order to give them an incentive

to keep improving efficiency.

Another important effect of the tax law is, in effect, to limit

the employee's health insurance options to the plan or plans offered by

the employer or labor-management health and welfare fund. Employers have

seen health benefits as a way of attracting qualified employees to their

company, or as a way of discouraging unionization. Union leaders have seen

health benefits as a prize to be won at the bargaining table, and as a way

of making the union the worker's benefactor. Both emphasize benefits specific

to the employer or union, this medical purchasing power is not used In

create a market of competing provider groups in the community. The tax

law should be changed so that employer contributions are usable toward

any qualifl1d health plan.

VhIle marketing to employee groups instead of individuals certainly

aided the spread of health insurance, the link between jobs and health

insurance adds greatly to the time and cost required to market a new

health plan. The health plan must first sell the employer and/or union

and negotiate a benefit package to meet their special requirements, and

then sell the plan to the employees. New alternative delivery systems such

as individual practice associations would have a far easier time getting

started if they were merely required to satisfy the criteria of one

regulatory agency, and if they were then allowed to participate in a
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government-run open enrollment in which membership was made available to

all persons in their market area.

THE IMO ACT

The H140 Act of 1973 was supposed to help IM4Os. It would have been

more accurately characterized as the KantiA40 Act," It did more to hurt than

to help. It placed many costly burdens on IMOs (in premium rating, benefit

packages, enrollment practices, quality assurance, data reporting, etc.)

but did not place these burdens on the lMOs' competitors. The Act tried to

help l4MOs by singling them out; it should instead have sought to place

equal rules on all competitors, rules designed to produce a socially

desirable competition.

HEW ADMINISTRATION

In 1976, the Comptroller General listed HEW's administration of the

Act high among the "factors that impede progress in implementing the Health

Maintenance Organization Act of 1973." / It noted such factors as fragmented

responsibility for administration, inadequate staff, inadequate financing,

and delay in issuance of regulations. Secretary Califano has acted decisively

to unify the IMO program's administration and to correct some of the other

problems. But a recent GAO report indicates that many of the problems

remain.-- HEW has reduced the backlog of HMOs awaiting decision on their

qualification applications. But the required detail and complexity of the

applications still appears to many to be excessive. The GAO observed "MEW

plans to reduce the average waiting period for a decision on an application

from 180 to 120 days. Qualification delays have not only affected HMO
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development adversely, but have also increased program costs."-- The

delays drain precious working capital, and actually impede the marketing

of HMOs because employers wait for the IMO to become qualified before

offering it so that they can be sure it will satisfy their dual choice

requirement.

Making lMOs a federal program has given them that disastrous quality

of public programs that they can't be allowed to fail. As HOs fail

financially-and some of the federally supported HMOs are failing 9/_this

puts pressure on the qualification process to demand ever more detailed

documentation, to be sure that HMO developers have a plan for every contin-

gency, and to be sure that HEW is protected from criticism in case of

failure. The whole conception is a mistake. Like any other type of

business, some H40. will be run well, others badly. The ones that are

poorly managed should be allowed to fail. The process of natural selection

purges the incompetent and encourages the others to manage effectively.

Moreover, there is no reliable objective way to tell in advance, from an

examination of paper plans, whether an-as-yet non-existent organization Vill

be run effectively or ineffectively. Federal qualification doesn't seem

to be a good indicator of quality; lack of federal qualification surely

doesn't indicate lack of quality. The same is true of financial viability.

The whole idea of the federal qualification process needs to be reconsidered.

Is it cost-effective? Just what does it accomplish that justifies the

extremely heavy burden it places on starting HIOs--even HMOs not seeking

federal money? I believe that it would make more sense to leave much more

of the "qualification process" to the competitive marketplace.
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PRDIM RATING

The law requires HOs to practice community rating, i.e. charging

the same premium for the same benefits to all members in a service area,

regardless of employer. Before the RHO Act, IO(Os generally practiced

community rating because it fit with their social philosophy of risk

spreading and not charging more to persons in greater need of medical

care. Also it meant less paperwork. And, because of their built-in

ability to control costs, it was not a serious competitive liability.

Insurance carriers, on the other hand, for the most part practice

experience rating, that is setting a premium based on the particular

medical expense experience of each employee group. They were forced to

do this by competition. Employers of lov-risk groups can seek out an

insurer who will offer them a low premium based on their favorable

experience. If insurers fail to respond, the employer can often self-

insure, using the insurer for "administrative services only" (ASO).

In a market in which insurers and H0s are free to set premiums

as they think best, this variation in rating practices might be

acceptable. If persistence in community rating, with its built-in

cross-subsidy from low-risk to high-risk groups, put HHOs at too great

a competitive disadvantage, they too could experience rate and quote

lower premiums to low-risk groups. The problem is that the HMO Act

requires HOs to community rate.but does not place the same req, irement

on insurers. This fragments the market: in the low-risk groups, the HMO,

whose dues must reflect the costs of the high-risk as well as the low-

risk groups, must compete against a premium based on the favorable

experience of the low-risk group. That is a disincentive for people in

low-risk groups to Join the HMO, and an incentive for people in the high-
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risk groups to join HMOs. In a system of fair market competition, the same

rules regarding premium rating methods must be applied to all competitors.

ENROLLMENT PRACTICES

The premium rating issue is intimately related to the question of

enrollment practices. Even with mandatory community rating, a HMO or an

insurer might seek to reduce its costs by agreeing to open its enrollment

only to low-risk groups. Thus, mandating community rating without open

enrollment could work against the goal of universal coverage. In any case,

for fair market competition, the rules with respect to enrollment practices

must be the same for all health plans. It makes no sense to say that one

type of health plan must practice open enrollment while others need not,

unless the goal is to abolish that type of health plan. Of course, the

"Anti-HMO Act" of 1973 was very counterproductive in that regard, and the

"Anti-Anti HMO Act" of 1976 limited the damage without correcting it

completely. If we want fair market competition in a system of universal

coverage, we must require open enrollment of all health plans. The beat

models I know for this are the government-run annual open enrollments in the

Federal Employees Health Benefits Program (FEHEBP) and in the California

State public employees' health benefits system.

BENEFIT PACKAGES

A similar problem occurs with respect to benefit packages. The recent

GAO report put the point nicely. Noting that the HMO's premiums must be

competitive with those of the other health plans being offered, the GAO
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observed, "Consequently, a qualified HO automatically faces a serious

threat for its survival. By law, it generally must provide more

comprehensive benefits than competitors, but must charge about the same

prices as competitors."10/

In a system of fair market competition, there would be a uniform

definition of comprehensive benefits required to be covered by all

competing health plant eligible for any subsidies through the tax laws

or any other public program.

OTHER

This list of economic barriers to feir market competition is long,

but not exhaustive. There are others. For example, the tax laws governing

not-for-profit corporations give substantially more favorable treatment to

hospitals than to HIOs.
1 1

/ This seems ironic to those who believe that we

have too many hospitals and too few HMOs.

But the list of barriers is long enough to make the point: cost-effective

organized systems have not failed in a fair market test. They simply have

not had a fair market test; they have been systematically blocked by public

policy responsive to the dominant provider interests.

HOW TO HELP HMOs: GRANTS AND LOANS OR A FAIR MARKET TEST?

Have these barriers to fair market competition not been offset by

generous federal grants and loans to RHO's? The answer is no. The

grants have been small, slow in coming, and surrounded by numerous complex

conditions.

I believe that it is a serious mistake to try to offset the barriers

to fair market competition by special grants and loans. Already, the
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miniscule subsidy program has done great damage. It has created the

illusion in the fee-for-service sector that HMOs are a latter-day creation

of HEW, an intrusion into the private sector, and the entering wedge for

socialized medicine. This is particularly ironic in view of the fact that

we had large, growing, cost-effective organized systems-now HKOs--on the

West Cost before there was a Department of HEW, not to mention a HMO Act,

and they made it to their present position of strength and success despite

the systematic and determined opposition of government. When you consider

the barriers they have had to overcome, their mere survival, not to mention

success, is quite a tribute to the quz.lity of the idea.

I believe special subsidies to Ws are a mistake because they

confuse the far larger and more important issue of establishing condi-

tions for truly fair-market copetitiot. If Medicare, labor and mana-

gement would contribute equally on behalf of people who join HMOs-instead

of systematically paying more on behalf of people who choose'more costly

fee-for-service, that would be worth far more to HMOs than any politically

realistic level of public subsidies. And it would leave HMOs and their

competitors to the stern discipline of the marketplace instead of beholden

to public officials for special favors. The idea of special subsidies to

HMOs makes every piece of legislation that bears on them a grab bag

for special favors--a political contest that the dominant established

interest groups are likely to vin. Creating special favors for some

inevitably creates political pressures for countervailing favors for

others. And, on a very muddy field, we all lose track of where the 50-

yard line is. It would make more sense to agree on a fair-market test,

Efficient organized systems can win in a fair marketplace. They can't

win in a political football game.
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flINCZLES ?OR NATIONAL HEALTH INSURANCE

Finally, let me relieve the anxieties of those whose loyalties lie

vith one or another proposal for national health insurance, and who

fear that I might abuse my position on this nonpartisan platform by saying

something in favor of a national health insurance proposal other than the

one they favor. The thought crossed my mind only long enough to be rejected.

Instead, following the admonition "when in Rome, do as the Romans

do," let me propose some Principles of National Health Insurance as seen

from the point of view of efficient organized systems:

1. A system of NHII that requires that the beneficiary's premium

contribution be equal (including zero as one example) which-

ever plan the beneficiary selects would deny efficient organized

systems one of their strongest selling points, that is, compre-

hensive benefits at a lower premium to the beneficiary.

2. A system that depends on a narrow set of design specifications

to define a preferred system (e.g. 85 per cent of the doctoring

by doctors who spend x per cent of their time serving members

of the plan, etc.) is likely to stimulate inappropriate adapta-

tions and narrow the scope of desirable innovation. Better to use

performance specifications, i.e. say what a socially acceptable

health plan must do, not how it must do it.

3. A system of universal third-party intermediary insurance, with

free-choice of doctor, fee-for-service, and cost-reimbursement, as

in Canada or In Medicare would kill efficient organized

systems. In such a system, there is no reward for economy in the
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use of resources and therefore no reasons for consumers or providers

to join them. This problem can't be remedied by lip service about

special provisions for H4O's; it is fundamental to the design of

such systems.2/ 3/

4. A system of lHI that builds universal insurance on the link between

jobs and health insurance will put the development of cost-effective

organized systems at the mercy of employers and unions, both of

whom have their own goals which often include higher priorities than

optimal cost-effective health care for the employees. In such a

system, each new health plan must meet the special requirements of

each employer and union before being offered to the employees. That

adds greatly to the marketing cost for such plans, something

especially critical in the case of new plans starting up. If such

a job-related system of NHI allows experience rating of individual

employee groups (or preferred-risk selection through enrollment

limited to low-risk groups) it will fragment the market. The low-

medical-risk groups will get lower premiums through experience

rating. This will leave the high risks to be cared for by H140s

which must practice community rating, thus raising their costs and

blocking their ability to compete.

5. A system of fair-market competition, in which each consumer or

family has a multiple choice of all the qualified plans competing

in his market areas on an economically fair basis, as in the FEHBP,

while not biased in favor of HlOs or any other system of care,

would create the kind of economic climate in which efficient

organized systems of care that do a good job of controlling cost

while satisfying their customers will survive and prosper.
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A glossary of which NRI proposals have the aforementioned sins or

virtues vill be provided to interested persons on written request.

A fair-market test is still as good an idea today as it was when it

was recommended by the 1OM in 1974. It is still a very long way from

being tried.
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Health Care Costs:
Why Regulation Falls, Why Competition Works,

How to Get There From Here
by Alain C. Enthoven, Ph.D.

Again C. EAnU oven Is the MaMiner S. Ecclee Professor of
Public and Private Management In the Graduate School of
Business at Stanford University and a member of the
Institute of Medicine of the National Academy of Sclence.
Previously. he was President of Utton Medical Producis
ad, before that. Assistant Secretary of Defense.

Health care costs continue to soar and strain public
finances. From 1965 to 1977, public sector health
spending rose from $9.5 to $68.4 billion. Medicare coet
$18 billion In 1976. The latest federal budget, using
optimistic assumptions, projects It at $36 billion in
1980, end $52 billion in 1982. Thus, medicare will triple
In six years. What Is new and different now Is
the sheer size of the outlays. In the face of growing
taxpayer resistance and concern over deficits and
Inflation (30 states called for a constitutional conven-
tion to balance the budget). The next tripling won't
corne so easily. Government wilt be forced to bring the
costs under control.

Many factors contribute lothe cost Increase: general
inflation (though health spending has grown at about
twice the general Inflation rate), better Insurance
coverage, new technology, aging population. etc. But
there has also been much overutllization of services.
ovetlnvestment and waste.

The main cause of unnecessary and unjustified
increase in costs In the complex of perverse Incentives
Inherent In our dominant financing system for health
care: fee-for-service for the doctor, cost-
reimbursement for the hospital, and third-party in-
surance to protect consumers, with premiums usually
paid entirely or largely by employers or government.
This system rewards providers of care with more
revenue for giving more and more costly care, whether
or not more Is necessary or beneficial to the patient. It
leaves insured consumers with little or no Incentive 10
seek a tes costly health care financing or delivery plan
There are many cost-Increasing Incentives and virtually
no reward for economy.

This Is not the only way health care can be financed.
There are elernative delivery systems In successful
operation which reward providers of health care
services for finding ways to deliver better care at less
cost. In these systems, participating physicians accept
responsibility for providing comprehensive care to
their enrolled members, usually for a per capita
payment set In advance. The list of such systems

Includes prepaid group practices. Individual practice
associations, primary care networks and health care
alliances. There are many variations on each of these
concepts, bul each Includes some reward for economy
in the use of resources. Many comparative studies
provide convincing evidence that prepaid group
practices reduce total per capita costs (premium and
out-of-pocket) by 10 per cent to 40 per cent compared
to the cots for similar people cared for under
traditional Insurance programs. in competition, other
alternative delivery systems have achieved similar
savings.

"Medicare will triple In six years. What is
new and different now Is the sheer size of
the outlays."

The main direction o public policy In the 1l0 has
been to protect the dominant fee-for-service, cost-
reimbursement and third-party Insurance system from
fair economic competition by alternative delivery
systems, and to try to limit the cost-increasing effects
by direct controls over prices and capacity.

HOSPITAL COST CONTAINMENT
Since 1977, the Carter Administration has tried io

enact an annual percentage limit on the growth of total
hospital spending 'or hospital cost-per-cas. The main
thing wrong with hospital cost Containment Is that It
does nothing to correct the existing perverse cost-
Increasing Incentives. It does not help reform the
financing and delivery system, and does nothing to
encourage competing alternative delivery systems. It Is
a pure spending restraint that Ignores health care
quality. efficiency and equity.

In fact, this approach reinforces and creates new
cot-Increasing Incentives. A hospital that thought It
needed less than the proposed annual Increase limit
would be foolish to take leas. To do so would diminish
its "entitlement" to future Increases.

The 1977 Carter proposal had the undesirable
property that It would reward the fat end punish the
lean. It accepted present spending patterns aS the basis
for future allowable Increases. This years proposal

47-296 0 - 79 - 19
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includes an -efficiency bonus and Inefflciencypenalty"
Intended to correct that problem. Simple arithmetic
makes It clear thet the proposed correction falls to
accomplish the purpose. Moreover, controlling the cost
per admission Introduces new perverse Incentives.
Hospitals that went to beat the system can hold down
cost per admission by admitting more low-cost cases
than might otherwise have been cared for on a less
costly outpatient basis. To DHEW's counter-measures.
there would be counter-counter-measures leading to
more complex regulations, and so on ad infinitum.

"The main cause of unnecessary and
unjustified Increases In costs Is the
complex of perverse Incentives inherent In
our dominant financing system for health
care."

Finally. the general history of economic regulation
does not support the presumption that regulation
reduces costs. The present moves to deregulate
transportation are based on the clear evidence that
regulation had relied costs to consumers. (Admittedly,
the feasibility of a competitive alternative is more
readily apparent In transportation than In health
services. We cannot Just "deregulate health care;" we
have to reform the basic Incentives.) Public utillty-type
regulation motivates overinvestment. Regulators
become "captured by the regulated." The Ad-
ministration's proposal Is riddled with "pas-throughs,"
exceptions, and exemptions. Inevitably, more will be
added as the bill works its way through Congress. The
case that mandatory state hospital rate regulation
controls costs Is far from proved. New York and
Massachusetts had the highest per capital hospital
costs of all the states when their regulatory systems
were enacted. They sull do.

At best, according to OHEW's claim, hospital cost
containment would reduce hospital spending only 13
per cent by 1964, while locking the hospital Industry
Into its present wasteful patterns. It also will have tied
up the key congressional committees and diverted the
valuable time of their members from the fundamental
Issues of delivery system reform. The atention of
hospital administrators would be focused on besting
the regulations, flying to Washington to plead for
exceptions. Over-all efficiency would be reduced.

CERTIFICATE-OF-NEEW
The other main regulatory structure Is cerlificate-of-

need (CON) regulation by the states, executed through
local authorities called health systems agencies
(HSAs), as required by the National Health Planning
and Resources Oevelopment Act. HSAa must issue a
permit before Increases In hospital capacity can take
place. Several broadly-based comparison studies have
shown that CON has failed to ameliorela the problem of

hospital overlnvestmenL This Is not surprising. The
leading expert cannot agree even on standards for the
appropriate number of beds, not to mention for more
esoter technologies. Nobody knows how to do
"health planning." People accept efficlency-lmproving
changes (e.g. closing unneeded factories or hospitals)
produced by Impersonal market forces In the private
sector. But, when such changes are Imposed by
government. those who would be harmed rlist them.
usually successfully, through legal and political action.
To anyone who has tried to close unneeded defense
Installations or post offices, the Idea that an HSA will
close many unneeded hospitals appears ridiculous.

PRINCIPLES OF A SYSTEM
OF FAIR COMPETITION

If government controls on prices and capacity will
not solve the problem. what will? It makes sense to go
back to the underlying caused and se what can be
done to correct the perverse Incentives Inherent In
today's dominant financing system. In a system of fair
economic compeUton among various types of health
plans. (including traditional Insurance and fee-for-
service as one option), consumers who Joined health
plans that did a good Job of controlling costs would pay
lower premiums or receive betterbenefilts. Health plans
that did a poor ob of controlling costs would lose
customers and risk being driven out of business. In the
long run, the surviving health plans would be the ones
that offer a good value to their members. The health
care system would be transformed, gradually and
voluntarily, from today's system with built-in cost
increasing Incentives. to a system with built-in Incen-
tives for consumer satisfaction and cost control.

"There are alternative delivery systems
in successful operation which reward
providers of health care services for
finding ways to deliver better care at less
cost."

The essential principles of such a system of competi-
tion are:

1. Mlpe Choke: Once a year. each consumer
(individual or family) would be offered the opportunity
to enroll for the coming year In any of the qualified
health plan operating In his area.

2. FPxed-Doler Subsidy: The amOunt ot financial help
each consumer gets toward the purchase of his health
plan membership-rom medicare. medicaid,
employer, or tax laws-would be the sme whichever
plan he chooses. The subsidy might be more for poor
then nonpoor. for old than young, families then
Individuals. etc., but no more o people who choOSe
more costly health plans. The family that chooses a
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more costly health plan would pay the extra cost Itself.
Thus, It would have an Incentive to choose wisely.

& Same Rue for All Competitors A uniform set of
rules would apply to all health plans. Rules would
govern premium-setting practice, minimum benefit
packages. catstrophlc expense protection. etc. The
point of such rulis would be to assure that all health
plans are competing to provide good quality Com-
prehenalve care at a reasonable coa, and not profiting
by such pmetices as preferred risk selection or decep-
ive, Inadequate coverage.

4. Doctors I Competing Elonom Units: Physicians
would be organized In competing economic units, so
that the premium each group charged would reflect its
ability to control costs.

The main problems In our health care economy rise
front the fact that, for the most pail, these principles are
not applied today.

a Multiple Choice? Most people, when they come to
work, are presented with a single employer-provided
health Insurance plan. The aged are locked Into
medicare, the eligible poor get medicaid, both based on
fee-for-service and cot reimbursement (To be sure,
the HMO Act requires employers to offer their
employees the option of joining one group practice and
one Individual practice HMO if such federally qualified
organizations exist In their area. But HMOs are too few,
too small, and too tightly regulated by OHEWIo be able
to bring the benefits of competition to most Americans
In the foreseeable future. And there are other potential-
ly desirable alternative delivery systems that do not
meet the HMO Act definition. We need a broader
concept of alternative $Yale me.)

* Fixed Dollar Su~e1tg Today. medicare. medicaid,
employers aid tax jawe systematically pay more on
behalf of benficiaries who choose more Costly health
care plans or providers. Forexample. In 1970, medicare
paid $202 per capita on behalf of beneficiaries cared for
by coat-effective Group Health Cooperative of Puget
Sound. but paid 5358. or 76 per cent more, on behalf of
similar beneficiaries In the sme area who chose toget
their care from the fee-for-servIce sector. Among those
employers who do give their employees a choice, many
pay the whole premium either way. and thus eliminate
the employee's financial incentive to choose the less
costly plan. Last year. in northern California, General
Motors paid $101 per month on behalf of workers who
chose Blue Cross, S" on behalf of those who chose
Kaiser-Permanente, What medicare and these
employers are doing Is to assure the more costly
providers who work In the system of fee-for-service and
cost reimbursement that there Is no need for them to
control costs. And they are creating a major barrier to
new HMOs because one of the main things some new
HMOs have to offer is coat control.

* Same Rule For Al Competors? Equal rules ere not
applied now. HMOs must prectice community-rating
while Insurers are free to experience-rate. HMOs must
offer a comprehensive package of prepaid benefits
while insurers are free to cover fewer benefits and use
more deductibles. In effect HMOs are required to
provide necessary services without limit. Insurers can
and do limit the amount they will pay on behalf of
someone with catastrophic Illness. Some HMOs have
received public subsidies not available to Insurers. We
are far from applying equal rules to all.

a Doctors In Compelng Economic Units? The market
is dominated by Ifree choice of doctor' Insurance
plans. The medical profession hastreditionally Insisted
on this principle. The effect Is that the consumes
premium payment Is the sime whether he goes to the
most extravagant or the most efficient doctor-again
Jeprving him of a reward for seeking out doctors who
use health resources economically. As well as "free
choice of doctor,' consumers should have the right to
agree to get all their care from a limited setof providers
In an alternative delivery system in exchange for better
benefits or lower premiums.

COMPETITION IS WORKABLE AND EFFECTIVE
There are some groups and some market areas In

which these principles have been applied, substantially
if not completely.

"The main thing wrong with hospital
cost containment Is that it does nothing to
correct the existing perverse cost-
Increasing incentives."

The Federal Employees Health Benefits Program
(FEHBP), in successful operation since 1960. offers
employees a multiple choice of alternative plans and a
fixed dollar contribution toward the plan of their
choice. The State of California and Stanford University
offer their employee a similar choice. (Each has minor
excep ons to the equal dollar subsidy principle)
HMOs and similar alternative delivery systems have
done very well in such fair competition. For example,
about hall the federal and state employees In Kaiser's
northern California service area belong to Kaiser. More
then half the Stanford families choose either Kaiser or
the Palo Alto Clinic prepaid plan In preference to the
Blue Cross 'Iree-choice-of-doctor" plan.

A comparison of the FEHBP and medicare Illustrates
another important point Medicare Is based on fefor-
service and ost reimbursement. The medicars law Is
102 pages long, the regulations fill 400 pages of fine
print. The FEHOP law Is eight pages long; the
regulations are 16 pages long. A recent study showed
that administrative cost per claim processed In the
FEH3P was 22 per cent below that In medicare. Thus



288

POLICY FORUM

we have some large-scale practical examples to show
that compeUttve systems are simple and workable.

Where tried, competition has been an effective
contributor to coat control. The best examples are
Hawaii, where most people belong either to Hawaii
Medical Service Association or Kalser-Parmanent,
and Minneapolis where seven HMOs compete. While
other factors contribute to coat control In Hawaii. and
competition remains attentuated by various govern-
ment programs, the two plans compRet vigorously, and
their premiums for comprehensive care are among the
lowest In the country. Hawaii's hospital costs per capital
are 8 per cent of the national average, despite the fact
that consumer prices generallyare 20 percent higher In
Hawll than In the rest of the country.

Health plan competition In Minneapolis Is much
newer. The decision of major employers to adopt
competitive principles is fairly recent. From 1972
through 197. HMO membership grew at a 25 percent
annual compound growth rate. On average, these
HMOs hospitalize their members about 500 days per
1.000 members per year compared to about 650 days
for similar people In thecommunityon fee-for-service.
The results are showing up in better service and lower
costs.

LOW-COST INCREMENTAL PROPOSALS
Competitive principles could form the besis for a

comprehensive national health Insurance plan. But at a
time of rising concern over deficits and Inflation.
government leaders are undlerstandably wary of new
programs that cost money and rai laxes.

Alternatively, we could adopt the same principle In a
few low-cost measures that would greatly enhance
competition and the performance of our private health
cae financing system.

Employer contrIbutlons to health benefits are ex-
cluded from the taxable Incomes of employees, and a
pert of Individual premium payments Is tax-deductible.
This favorable treatment Is coating the federal and state
governments roughly 813 billion this year In foregone
tax revenues. In thee lawe. the government has an
ideal lever to make the market achieve public purposes
more effectively. It can set requirements and minimum
standards for employee health benefits programs s a
condition for the favorable tax treatment.

0 Multiple Choice: Each employer should be required
to Include, In any health benefits program he offers to
employees, a choice of no fewer than three distinct
health Insurance or delivery plans that meet minimum
standards (see below). Different corporate entities
would be required, not merely different options with the

ame carrier. Competition Is thegoal. (Small employers
could meet the requirement through multi-employer
trusts.)

This requirement would give employers a powerful
Incentive to seek out and offer competing alternatives.
(The HMO Act Is much Iesa effective because It gives

employers no incentive to help HMOs get started. and it
puts the burden on the HMOs to enforce dual choice.
HMOe are understandably reluctant to antagonize
potential customers.)

o Fi ed-oclwar Subeldr The employer's premium
contribution should have to be the same amount.
whichever plan the employee chooses. The employer
might contribute more on behalf of employees In
different categories (e.g. Individuals vs. families,
different locations, bargaining units, etc.), but not more
on behalf of the employee who chooses a more costly
health plan. Employers would not be required to
contribute at any particular level.

There are many ways employers and unions who are
not now in compliance with this principle could work
out alternative arrangements thai are In compliance,
even without taking away already bargained benefits.
One promising route would be through"cafeterla style*
benefit plans, whose legality was established by the
Revenue Act of 1978.

Then two requirements would not be onerous for
employers; many have already adopted them.

"In a system of fair economic
competition among various types of health
plans, consumers who Joined health plans
that did a good Job of controlling costs
would pay lower premiums or receive
better benefits."

The same principles should be embodied In a
'freedom of choice" provision In medicare. Today,
medicare beneficiaries are locked Into a foe-for-service
cost-reimbursement system. They are vulnerable to
large uncovered expenses and the risks of catastrophic
expense. Yet they are not allowed to realize for
themnilves most of the savings generated by joining an
efficient alternative delivery system. The law should be
changed to permit any beneficiary to direct that the
*adjusted average per capital cost" to medicae for
people in his actuarial category be paid, as a fixed
premium contribution on his behalf, to the alternative
delivery system ot his choice provided It meets
resonable federal performance standards.

Eventually, the present medicae system, with Its
extremely complex and rigid regulatory apparatus,
should be replaced by a payment system based on fixed
prospective per capital premium subsidies (based on
actuariall category). and fair economic competition In
the private sector. In other words, as of a certain date,
new beneliciaries ought to be covered by e new system
modelled on the FEHBP. The savings in paperwork
alone would be Immense. Medicaid should be replaced
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by a similar system, with premium subsidies related to
Income on a graduated scale.

e Standard. for Ouslifi d Health Plane
Basic Minimum Senefis:All health plans thatquslify

as non-taxable fringe benefits or for medicare premium
contributions should have to cover a minimumunilform
set of benefits such as the basic benefits defined In the
HMO Act. This would standardize a lot of fine print,
make health plans much easier for consumers to
understand and compare and protect consumers from
tricky and misleading excluslons of Imporlantservices.
It would help focus competition on quality and
accessibility of services, and total cost. (This provision
need not increase premiums or costs to employers;
premiums could be reduced to offset its coats by raising
the deductibles and coinsurance rate.)

Catastrophic Expense Protection: All qualified health
plans should be required to limit consumer cost-
sharing (coinsurance. copayments, deductibles) for
basic benefits to a maximum annual amount such as

1,500 per family. That Is. every family should have
catastrophic expense protection. The Infrequency of
catastrophic illness expense makes thle kind of
Insurance much less costly then "first dollar coverage."
But. as much as possible, this should be done In the
p ivate sector where people can voluntarily choose
among alternative systems of cost control.
(Catastrophic expense protection on a public entitle-
ment basis would only add to the cost Increasing
Incentives.)

Continuity of Coverage: Ouslilfled health plans
should be required to continue coverage for at least G0
days to those who have been members of an insured
group. This would apply to people such as the
unemployed after termination of employment.
dependents after death o en employed family member
and divorcees after divorce. There should be automatic
coverage of newborn children. The unemployed.
survivors, divorced spouses and dependent children
and dependent children upon attainment of majority,
shOuld be able to convert to Individual coverage
without proof of Insurablity. Their premiums should be
at group rates plus a reasonable allowance for
handling costs. Health plans should not be allowed to
cancel coverage because of SIllnes or any reason other
than failure to pay premiums.

When people Iose their health Insurance. there can
be serious Individual hardships, and for this the private
health Insurance Industry can be justly criticized. This
proposal would add little to the cost of insurance, but
would greatly enhance people's continuity of coverage.
and substantially reduce the number of people without
protection.

doctors In ComilpeUng Economic Unt: Would
competition occur under these rules? There is good
reason for confidence. First, there are already active
aiterative delivery systems in many communities

despite the existing disincentives. The HMO Ides has
achieved enhanced legitimacy In recent years. Kaiser-
Perment Is finding great acceptance among
employers In its new entry into Dallas, In sharp contrast
to it ne w market entries of a decade ago. Prestiglous
multispeclaty group practices. such as Henry Ford-
Hospital In Detroit and St. Louis Park Medical Center in
Minneapolis, have entered the HMO field. The success
04 Harvard Community Health Plan In Boston Is putting
pressure on other groups to form competing HMOs,
The Leahy Clinic has stated Its Intention to do so. The
Idea Is no longer lust 'California dreaming."

'We have some large-scale practical
examples to show that competitive
systems are simple and workable. Where
tried, competition has been an effective
contributor to cost control."

Second. alternative delivery systems have been
sponsored by many types of Institutions. Potential
sponsors are in abundant supply In most communities.
The list includes physician groups, Industrial com-
panies, Insurance companies, Blue Cross and Blue
Shield, unions, universities end consumer
cooperatives. The proposed requirement of multiple
choice would give employers a powerful Incentive to
help competitors enter their markets.

Third, a market situation In which every consumer Is
insured by a "tree-cholce-of-doctor" third-party In-
surance plan would be unstable under the proposed
rules. The potential gains to providers and consumers
from joining an alternative delivery system would be
too great. The situation would attract Innovators.

Finally, health services are gradually being brought
under the rules of competition applied to the rest of
American business. The Federal Trade Commission
has substantially upgraded Its expertise and has been
achieving significant gains in applying anti-monopoly
principles to this field. For example, the FTC staff has
recommended that physician organizations be re-
quired to divest themselves of control of Blue Shield
plans. The Ohio State Medical Society has lust been
forced to give up ownership of Ohio Blue Shield.
Medical society control of individual practice
associations, with its obvious monopolistic potential. is
coming under similar challenge. An effective anti-
monopoly trstegy Is already evoling to complement
these "low-cosl, incremental proposals "

The competition of alternative delvery systems with
built-in Incentives to deliver better care at less cost is
rapidly gaining momentum. The most productive thing
the federal government could do now would be to
eliminate the main barriers to this desirable develop-
ment. a
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CONSUMER-CHOICE HEALTH PLAN (First of Two Parts)

Inflation and Inequity in Health Care Today: Alternatives for Cost Control
and an Analysis of Proposals for National Health Insurance

ALAtN C. ENTHOVYN, Pm.D.
Abstreet The financing system for medical costs in
this country suffers from severe Inflation and inequity.
The tax-supported system of fee for service for doc-
tors. third-party intermediaries and cost reimburse-
men for hospitals produces Inflation by rewarding
cost-increasing behavior and failing to provide Incen-
tives for economy. The system is inequitable because
the government pays more on behalf of those who
choose more costly systems of cars, because tax
benefits subsidize the health insurance of the well-to-

H EADLINES will soon appear proclaiming the
latest round of health-care cost increases. The

nation's health-care spending exceeded $160 billion in
1977 - four times the 1965 amount. Congress will
consider cost-control measures with increasing
urgency. The Carter Administration is working to
develop a national-health-insurance (NHI) proposal
that will satisfy key constituencies and still have a
chance of passage. The problems are closely inter-
related.

INvuroxn Ax INNurr TonAt
Main Proteaes

Real per capita spending on health care (i.e., net of
general inflation) increased 79 per cent from 1965 to
1976; it increased 74 per cent on physicians' services

and 110 per cent on hospital care. As a proportion of
the Gross National Product, health care went from 5.9
to 8.6 per cent,' Costs of medical care are straining
public finances at every level of government, and are
forcing cutbacks in services to the needy. Public-sector
spending rose from 59.5 billion, or 25 per cent of the
total, in 1965 to 159 billion, or 42 per cent of the total,
in 1976. Most cf this outlay is in open-ended, third-
party reimbursement programs in which government
spending is not controllable. For example, Medicare
outlays are increasing from about $17.8 billion in
(fiscal) 1976 to about 526 billion in 1978 (i.e., by near.
ly 50 per cent in two years).' In 1975, the increase in
medical costs forced Massachusetts to stop paying for
the health care of the general-relief population, throw-
ing the burden on local government. From 1968-69 to
1975-76, Medi-Cal costs in Los Angeles County in-
creased from 24 to 42 per cent of property-tax
revenue.
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do. while not helping many low-income people, and
because employment health Insurance does not
guarantee continuity of coverage and is regressive in
its financing. Analysis of previous proposals for
national health Insurance shows none to be capable
of solving most of these problems. Direct economic
regulation by government will not Improve the situa-
tion. Cost controls through incentives and regulated
competition In the private sector are most likely to be
effective. (N Engl J Med 298:650-658. 1978)

Meanwhile, President Carter has recommended a
tax cut of some $25 billion. Such a cut is urgently
needed to lower the tax burden on the productive sec-
tors of the economy, to spur saving and capital invest.
ment, to create jobs and to enhance productivity. And
the pattern of local taxpayer resistance to tax in-
creases is clear. Moreover, society has other pressing
needs: helping the poor, rebuilding cities, energy con-
servation and environmental protection, to mention a
few. So there is no ready source of funds to pay for
these increases in health-care costs. Is may take time,
but the government will do what it must to bring
health-care spending under control.

There are good reasons for much of the increase in
health spending: growth in public and private in-
surance coverage brought access to many who
previously did not have it, especially the aged and the
poor; advances in technology increased the power of
medicine to prolong life and enhance its quality; the
population aged; the health-care system took on new
assignments (e.g., in mental health, alcohol and drug
abuse); the pay of health-care workers was brought
up to the level of other industries; and rising incomes
and expectations increased consumer demand for
health-care services. Present concern with the growth
in spending should not ,islead one into thinking it is
all bad.

However, the increase has far exceeded what could
be justified on these grounds, especially in recent
years. Hospital charges and physician fees rose faster
than consumer prices in general. Health workers'pay
overshot equality with other industries.' There is
great inefficiency (e.g., duplication of costly un.
derutilized facilities). For example, in California alone
in 1975, cardiac operations were performed in 91
hospitals. Millions of dollars could have been saved,
and the quality of care improved, if these 15,000
procedures had all been done at 30 or fewer centers.
Wide variations in the per capita consumption of
various costly health services (e.g., hospitalization and
operations) among similar populations, without any
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apparent difference in medical need or health out-
come, suggest that there is much spending that yields
little or no discernible benefit in terms of health.''
People might be just as healthy with half as much
hospitalization.

While the nation is spending more, some people are
enjoying the benefits less, Caps in coverage leave some
unprotected from heavy financial burdens, and others
protected by Medicaid only after medical costs have
made them poor. Public funds (including tax sub-
sidies) do more lor the well protected well-to-do than
for the working poor who need help more Also, there
is uneven geographic distribution, leaving many rural
and inner-city residents poorly served, and there are
too many doctors in some well-to-do areas

Causes o InflaUtion and Inequity
The main cause of the unjustified and unnecessary

increase in costs is the complex of perverse incentives
inherent in the sax-supported system of fee for service
for doctors, cost reimbursement for hospitals, and
third-party intermediaries to protect consumers kee
for service rewards the doctor for providing more and
more costly services, whether or not more is necessary
or beneficial to the patient Cost reimbursemen:
rewards the hospital with more revenue for generating
more costs. Indeed, a hospital administrator who
seriously pursued cost cutting (e g . by instituting
tighter controls on surgical procedures and laborato-
ry use and avoiding buying costly diagnostic equip-
ment by referring patients to other hospitals) would
be punished by a loss in revenue (Medicare and
Medicaid would cut him dollar for dollar) and a loss
in physician staff and, therefore, patients Third-party
reimbursement leaves the consumer with, at most, a
weak financial incentive to question the need for or
value of services or to seek out a less costly provider or
style of care

The economic factors are important, but the impor-
tant factors are not all economic. The financial incen-
tives are reinforced by the demands and expectations
of anxious patients, the prestige associated with costly
technologic care, the malpractice-induced need for
'defensive medicine" and the government-inspired
proliferation of health manpower - especially physi-
cians Thus, the financing system rewards cost.
increasing behavior and provides no incentive for
economy. It is also inequitable. Medicare and
Medicaid are among the worst offenders.

Medicare pays more on behalf of people who choose
more costly systems or care. For example, in 1970,
Medicare paid $202 per capita on behalf of
beneficiaries cared for by Group Health Cooperative
of Puget Sound, a prepaid group practice, but paid
5356, or 76 per cent more, on behalf of similar
beneficiaries in the same area who got their care from
the fee-for-service sector.' Medicare pays more to doc-
tors who charge more and more to hospitals that cost
more At the same time, Medicare pays more on
behalf of rich than poor (because they live in better

served areas and can more easily afford the coin-
surance), white than black and well served than un.
derserved '

Medicaid, which also relies almost entirely on
third-party payment, Fee for service and cost reim.
bursement, is particularly vulnerable to fraud and
abuse hs beneficiaries are particularly unlikely to be
able to judge the need for or value o services provided
to them, and are less motivated to weigh the value
against the cost because they are not spending their
own money.

Private insurance receives important subsidies
through the tax system. Employer contributions to
employee health-insurance premiums, no matter how
large, are not counted as taxable income to the
employee. This exemption means that if an employee
takes $100 or additional compensation in the form of
health insurance, he gets about $100worth of benefits,
whereas ir he takes it in cash, he gets (net after tax)
$70 or less Also, within limits employee premium
payments and out-of-pocket medical expenses are tax
deductible In fiscal 1978, these "tax expenditures"
will amount to roughly $10 billion. However
meritorious in origin and intent, these features of the
-ax laws have unfortunate effects in terms of both in.
centives and equity. They subsidize employee deci-
sions to select more costly health-care systems and en-
courage employee pressure for rich employer-paid
benefits Also, this tax system provides more subsidy
for better paid and covered than for poorly paid and
covered people

The incentives in these systems of payment also
help to defeat local efforts to control costs by limiting
hospital capacity Most of the costs or operating un-
needed hospital capacity are paid by Medicare,
M edicaid and insurance policies whose premiums are
rated on the experience of an area larger than a
t)piial county or health-service area. Why should a
healih-systems agency or a board of county super-
visors defy local pressures and force the closing of an
unneeded hospital, w ith loss of jobs, when most of the
extra costs of keeping it open are paid for with funds
from outside their area?

The Physlclans' Rola
Physicians receive only about 20 per cent of the

health-care dollar, bs.t they control or influence most
of the rest Even though it may not appear so on an
organization chart, physicians are the primary deci-
sion makers in the health-care system. But the present
structure of the system assigns very little respon-
sibility to them for the economic consequences of their
health-care decisions They are not trained in medical
economics. Most doctors have no idea what hospital
costs, pharmacy costs and other ancillary patient-care
costs actually are. The system gives them little or no
incentive to find out, or to act on the information if
they have it Their professional values combine with
the financial incentives and other factors, such as the
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malpractice threat, to minimize concern over cost and
to faster cost-increasing behavior. If the decision
makers in a system are not concerned with cost effec-
tiveness, the system will not be cost effective.

Lack of Competton and Choke
There are competitive elements in the health-care

system For example, insurance companies compete
with each other, and with self-insurance, for group
contracts, by offering lower administrative costs. But
there is very little competition among providers of care
to produce services more efficiently or to offer a less
costly style of care, and to pass the savings on to con-
sumers. Most workers are offered a single health-
insurance plan by their employer or isealth and
welfare fund, usually a third-party reimbursement
plan with no limit on choice of physician (The Health
Maintenance Organization IHMO] Act was intended
to open up employee groups to HMO's by mandating
dual choice, but the qualification process has been
bogged down in the Department of Health, Educa-
tion, and Welfare, and many employers are holding
back on offering HMO's until the HMO's are
qualified 10.1)

The Medicare law has a complex provision for pay-
ing HMO's, but it is based on retrospective cost
finding, includes an implicit tax on HMO's, and
has not been put into operation. So Medicare
beneficiaries are stuck with a third-party, cost reim-
bursement system; they cannot choose a more ef-
ficient system and realize the savings for themselves.

Although the fee-for-service, third-party-reim-
bursement system offers the patient a free choice
among doctors and hospitals in his community, it
does not offer him the alternative of keeping much of
the savings that he would generate by choosing elrec.
tire but less costly care. The premiums and charges
that he must pay reflect the cost-generating behavior
of the doctors and hospitals caring for his insured
group. His choice of doctors and hospitals is generally
limited to those who work within the framework of the
cost-increasing incentives If he would prefer, for ex-
ample, a system that used half as much hospitaliza-
tion per capita, in exchange for more home care or
better access to ambulatory care, at an equal per
capita cost, the third-party fee-for-service system
w.uld not be able to offer it to him.

For many, years, some physicians have been effec.
tive in blocking the development of competing alter.
native systems of care in which consumers could
choose a less costly system or style of care and realize
the benefit in the form of a reduced premium. They
have done so through such devices as boycotts of in-

- surers seeking to develop closed-panel plans, in the
name of defending "the patient's right of free choice of
physician," and professional ostracism and denial of
hospital privileges to physicians participating in
closed-panel plans '1 Insistence that every insurance
plan give the patient a completely free choice of physi-

- clan is, in effect, denial of the patient's right to elect to
obtain his care from a limited group of physicians who
offer less costly care for a lower premium. And these
monopolistic practices are not relics of a distant past.
As recently as 1977, medical staffs in Massachusetts
and California have voted to deny hospital privileges
to physicians belonging to highly reputable prepaid
group-practice plans. In November, 1977, the
Michigan State Medical Society House of Delegates
voted to boycott Blue Shield because Blue Shield,
acting under pressure from employers and unions,
sought to discriminate in favor of participating physi-
cians and to institute reimbursement incentives for
utilization control.

0

OWhet Failures In the Health-Care Market

In addition to these barriers to competition, con-
sumers today generally have poor information about
health-care alternatives. Most do not know what their
health premium costs are because the costs are paid
by the employer or the government. So they have, at
most, a weak incentive to learn about and consider the
costs of the care that they receive. In most com-
munities, there is no organized information for con-
sumers on the availability and merits of alternative
providers. Moreover, consumers must rely for advice
about the benefits of proposed treatments on physi-
cians who often have a financial interest in more costly
care. The situation is made worse by the great uncer-
tainty about the benefits in many cases. The system is
not built to facilitate thoughtful choices. There are
many restrictive laws and practices

Geographic and specialty maldistribution of physi.
cians is exacerbated by third-party, fee-for-service
financing, which creates on open-ended demand for
subspecialty care in well-to-do areas, and little incen.
tive to offer primary care in inner-city or rural areas.

OIsonttnuty of Coverage
Most private health insurance is provided as an

employment-related fringe benefit - a system that
works reasonably well for a large portion of the
economically self-sufficient population with job
stability (except that, as noted above, the limit on
employer health-plan offerings is a key barrier to com-
petition and consumer choice). However, the
employment-health-insurance linkage is not compati-
ble with an effective universal system of insurance
coverage because people lose their coverage when they
lose theirjobs, because job changes commonly require
health-coverage changes, with breaks in continuity of
coverage and care and nonproductive administrative
costs, and because it is very difficult to arrange good
coverage for persons in marginal industries or with
seasonal, intermittent or otherwise unstable employ.
ment. Furthermore, employer-employee financing is
regressive. Without mandated employer-provided
coverage the low paid, who often need the most
protection, get the least; with mandated coverage, in
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addition to great administrative problems for work.
ers with unstable employment, the economic bur.
den would fall heaviest on the lowest paid and pro-
vide a strong disincentive for employing marginal
workers.

In a society that agrees that everyone should have
financial access to a decent level of health care, it
Takes no sense to have a system in which many peo-
ple lose their coverage when they lose their jobs and
many others lose their Medicaid eligibility when they
get even a poorly paid job. Cycling in and out of
Medicaid eligibility produces hardship and work dis-
incentives for the poor, and heavy nonproductive ad-
ministrative burdens for states, counties and
providers. As incomes fluctuate, contributions, not
eligibility, should vary with ability to pay. Everyone's
health-care coverage should be continuous.

In sum, the status quo in health-care financing is
untenable. If nothing else does, the growth in cost will
force a change. The issue is not whether or not to.
enact national health insurance (NHI). This country
already has a sort of NH! system, with separate
programs for such groups as the aged, poor, employed
middle-class, veterans, military and dependents The
issue today is "what kind of NH I ?" I do not accept the
view that Americans cannot afford comprehensive
NHI now and must wait for it until costs are brought
under control. On the contrary, they are already pay-
ing for NHI, but are not getting the benefit because of
an inefficient, inequitable system that results from
historical accident and interest-group pressure
Prompt action is needed to assure universal coverage.
But an equally urgent reason for an effective NHI
today is the need to find good ways to reorganize the
system and build in incentives for equity and cost ef-
fectiveness.

BROAD ALTERNAT5VI.S lOf COST CONTROL

The government will do what it must to bring
health-care spending under control. The costs are too
large for it not to. There are two broad alternative ap-
proaches to this end: one is direct economic regula-
tion, the other is cost control through incentives and
competition

Direc Economic Regulation Wilt Not Make Things Sener
In recent years, the main line of government policy

has been to attack the problems created by inap-
propriate incentives with various forms of regulation
(e g., planning controls on hospital capacity, controls
on hospital prices and spending, controls on hospital
utilization and controls on physician fees). The weight
of evidence, based on experience in many other in-
dustries, as well as in health care, supports the view
that such regulation is likely to raise costs and retard
beneficial innovation."

A great deal of regulation of health services is in-
evitable. And in some fields, regulation is used to

maintain competition (e.g., the Securities and Ex-
change Commission and the antitrust laws). The is-
sue, then, is not regulation in general, but the specific
types of regulation and their likely consequences. The
point here is that direct controls on costs, in opposi-
tion to the basic financial incentives, are not likely to
make things better.

To determine a regulated price for a service, a
regulator must start with the producer's costs, allow.
ing a reasonable profit margin. So in the long run,
price regulation amounts to cost reimbursement, and
it gives the producer the same incentives. Because of
the incentives that regulators face (e.g., to avoid being
over-ridden by appeals to the courts and to avoid a
failure in service for which they are blamed), regula-
tion tends to protect regulated firms whenever com-
petition or technologic change threatens established
positions within the industry. Regulators often see the
purpose of the price structure as providing a
mechanism for subsidizing some groups at the ex-
pense of others, rather than as a mechanism for offer-
ing incentives to buyers and sellers to make
economical choices." For example, airline fares sub-
sidize travelers on uneconomic routes at the expense
of travelers on dense routes. The main reason some
hospitals favor regulation is that it would function as a
cartel to protect them from buyers who want to cut
costs; they know that the approved rates will be based
on their costs

Medical care has many characteristics that make it
a particularly unsuitable candidate for successful
economic regulation." Basic to the problem is the
subtle, elusive and indeed almost indefinable nature of
the product.In the health-care sector to date, the
most extensively tested form of economic regulation
has been regulation of hospital capacity. And it is
clear that certificate-of-need regulation has not helped
control the problem of overbedding. " A fixed
legislated limit on total capital spending by hospitals
might offer a temporary illusion of effectiveness, but is
is vulnerable to a number of countermeasures such as
"unbundling" (i e., breaking proposed investment
projects down into small pieces. the value of each of
which is below the threshold at which planning ap-
proval is required, or placing equipment in physi-
cians' offices or other facilities beyond the reach of the
regulators).

Physician fee controls have been advocated and
were tried in the Nixon Administration. In judging
their likely value as a cost-control device, would-be
regulators should be aware that the "doctor visit" is
high compressible, and the need for physician services
is impossible to test objectively except in extreme
cases. So the physician who considers his income to be
threatened by fee controls can increase the frequency
of recommended follow-up visits, increase the number
of services rendered in each visit and bill separately for
individual services, thereby making up the loss in in-
creased volume. By triggering higher utilization, such
controls might become counterproductive.
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Overall controls on hospital spending face similar
prospects: circumvention, "unbunding" and excep.
tions The Carter Administration emasculated its
proposed Hospital Cost Co'tainment Act of 1977 by
exempting wage increases from the hospital revenue
limit, despite the fact that many hospital workers now
earn more than their counterparts doing similar jobs
in other sectors But even if such a law were ultimate-
ly successful at controlling total hospital spending at
the stated growth rate, there would be no force in the
system to assure efficiency or equity in the allocation
or production of services At best, the hospital in-
dustry would have been frozen in its present wasteful
and inequitable pattern

The danger in ineffective controls from the physi-
cians' point of view is that they will inevitably bring
on demands for more stringent controls that are likely
to be increasingly burdensome and unpalatable. The
next steps in controlling the costs of physician services
are likely to include tighter utilization reviews,
justified and accompanied by increasingly strident at-
tacks on "unnecessary surgery" and other abuses.
Another step might be, in effect, negotiated budgets
for the total or all physician services in each state that
are paid for by government or by tax-exempt or tax-
deductible insurance policies. One effect of this ap-
proach would be to get physicians fighting among
themselves over fees. The next step on hospital cost
controls might be for the government to extend capital
investment and spending limits to all health facilities
and to create the detailed regulatory apparatus
needed to process requests for exceptions, justified
and accompanied by attacks on "obese hospitals."
Although exceptions would have to be granted, the
regulators could slow the rate of increase in spending
by bogging down investment projects in procedural
requirements. The failure of Congress to act on the
Administration's cost-control proposal is not a rejec-
tion of the need for controls; it reflects uncertainty and
disagreement over means

LsMITATONS OF PREVIOUS PROPOSALS vos NHI
In addition to Consumer-Choice Health Plan

(CCHP), a new propcsal to be explained in the sec-
ond part of this article, the Carter Administration
has been examining four NIHI alternatives, all of
which have been introduced in previous Congresses
They are the Health Security Act ("Kennedy-Cor-
man"), Universal Federal Third-Party Reimburse-
ment Insurance ("Kennedy-Mills"), the Comprehen-
sive Health Insurance Plan or "CHIP" (Nixon Ad-
ministration) and the Catastrophic Health Insurance
and Medical Assistance Reform Act ("Long-Ribi-
coff")

Because the first two would essentially give the
federal government a monopoly of health-care financ-
ing, and because many people assume that NHI must
inevitably mean such a monopoly, it is useful to begin
evaluation of these alternatives by asking whether

health-care financing is more appropriately organized
as a government monopoly or through private
markets. Much of she case for NHI rests on "private.
market failure." And there is no doubt that the private
market for health insurance, as presetly constituted and
shaped by numerous got'ernrent poTicier, does a poor job of
allocating resources, and fails to meet important
social objectives. Consideration of private-market
failure needs to be balanced by an appreciation of
some of the characteristic limitations of government.
The following generalizations, although obviously not
true in every case, summarize important insights that
must be considered in the decision whether NHI
should be based mainly on private markets or on a
government monopoly. To save time, they are stated
here baldly and without applicable qualifications.
The point of what follows is not to imply that govern-
ment is "bad" as compared to private enterprise, or
that government people are better or worse than
private-enterprise people. Rather, the point is that
government has certain limitations that are deeply
rooted, if not inherent. Government is good at some
things, such as taking money from taxpayers and pay.
ing it to social-security beneficiaries, and maintaining
competition in many industries; it performs badly at
other things. The problem of public-policy design is to
define the appropriate role for government to achieve
desirable social purposes most effectively.

1. Government responds to well focused producer
interests; competitive markets respond to broad con-
sumer interests. People specialize in production, and
diversify in consumption. They are therefore much
more likely to pressure their representatives on their
producer interests than on consumer interests

2 In Charles Schultze's words,
we tend to subject pol tical decisions so the rule, "Do no

drect harm "We can le harms occur as she second- and third-
order cor.nsequences of political action or through sheer inaction,
but we cannot be seen to cause harm to anyone as the direct con.
sequence ofsolle live asions The rule or"Do no direct harm"
is a powerful force is shaping the nature o social intervention,
We put few obstacles in the way ofa market-generaied shft ofin-
dustry to the South. but %e ind it extraordinarily dificuls to
close a military base or a post ofice 1,

Thus, a government-run or regulated system must be
very rigid, and government managers are often not al.
lowed to make changes to improve efficiency.

3. When every dollar in the system is a federal
dollar, what every dollar is spent on becomes a feder.
a) case. The recent Congressional deadlock over
Medicaid funding for abortion illustrates the point.
Putting permissible medical procedures to majority
vote would, to use Schultze's phrase, "stretch thin the
delicate fabric of political consensus by unnecessarily
widening the scope of activities it must cover."'"

4. Equality of treatment by government tends to
mean uniformity. The uniform product is often a
bargained compromise that pleases no one.

S. Government generally does a poor job provid.
ing services to individuals.
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6 The government performs poorly as a cost.
effective purchaser. Think of the Rayburn Building,
the Humphrey Building (Department of Health,
Education. and Welfare headquarters), Medicaid and
the C-SA If a government agency gets tough with
suppliers, the suppliers can bring pressure to bear to
ei the rules changed. Government purchasers are
surrounded by many complex procedural rules They
hai e to "go by the book," They are not allowed to ex-
ercise much judgment And their incentives to achieve
economy are weakened by the fact that they are not
using their own money. (An important exception to
this situation has been the Federal Employees' Health
Benefits Program, in which the Civil Service Commis-
sion has acted as a "private" buyer on behalf of
federal employees; the statute authorizing the
Program establishes a competitive system, exempts
the Civil Service Commission from required com-
petitive bidding and allows it to use judgment -
which it has done to good effect.) Private purchasers
are using their own (or their company's) money. They
generally have the authority to use their own best
judgment, and they must bear the consequences of
poor judgments. The government seems addicted to
cost reimbursement despite its notorious record
for generating cost overruns. Cost reimbursement
protects providers at the expense of taxpayers and
consumers.

7. The political system is extremely averse to risk.
Private businessmen speak without apology of the
gambles they made that did not pay off. To survive in
a changing industry, one has to innovate, which
means taking chances Business is tolerant of in-
dividual mistakes as long as the batting average is
good By contrast, the political system gives inor-
dinate attention to individual mistakes. Congressional
investigators and the press get large rewards from dis-
covering and exposing error in government. So
government has become a sophisticated mechanism
for dispersing and avoiding personal responsibility
and avoiding risk Moreover, visible errors of commis-
sion are punished far more severely than invisible er-
rors of omission. This fact makes it extremely difficult
to innovate in a government environment.

The financing of individual health-care services
does not need to be a monopoly. There is no technical
or economic factor that makes it a "natural
monopoly" like a public utility. Nor is personal health
care a "public good" like defense or police protection
The benefits of individual health-care services are en-
joyed primarily by the individual and his family, and
he should be allowed a large measure of choice con-
cerning it The important public purposes of universal
access to good-quality care can be pursued most effec-
tively in a decentralized private system guided by an
appropriate structure of incentives and regulation to
support competition

The Health Scuntly ,4ct,2 proposed by Senator Ken-
nedy and backed by organized labor, is designed to
get away from third-party reimbursement and to shift

health-care financing to a per capita and prospective
budgeting basis within a publicly determined total.
The Act would assign the entire financing and
management of NHI to the federal government. It
would create a Health Security Board in the Depart.
ment of Health, Education, and Welfare to administer
the program. It would levy payroll taxes and match
this amount with an equal sum from general revenue.
The Board would establish an annual national
budget, not to exceed total receipts, and allocate it to
each Health, Education, and Welfare region on a per
capita basis in categories for institutional services,
physicians' services, dental services, drugs or ap-
pliances Within these totals, the Board would then
contract for covered services with participating
providers (i e, providers who agreed to make no
charge to the patient for covered services).

In brief, health security would create a system that
is centrally and politically controlled, in which every
participating provider received all his money from the
federal government Spending for personal health-
care services would be set in the political process on
the basis of national priorities rather than in the
marketplace on the basis of individual priorities.

Health security has important strengths. Is
recognizes that the third-party-reimbursement princi-
ple provides inappropriate economic incentives in
medical care. It seeks to restructure health services
into organized systems. Capitation financing, which it
emphasizes, gives incentives for economic efficiency in
use of total resources. Health security seeks equity in
the use of public funds. And it seeks to equalize per
cpita spending among regions and between HMO's
and the fee-for-service sector.

Many of health security's weaknesses were sum-
marized in my earlier discussion of government
monopolies and private markets. But the main
criticism of health security is that it cannot achieve its
goals The government cannot restructure the system
by direct controls. Experience with other regulated in.
dustries, and with NHI in other countries, suggests
that the government would freeze the system in its ex.
isting patterns. The "do-no-direct-harm" rule has
prevented the government for years from closing un-
needed Public Health Service hospitals and military
bases Its attempts to close hospitals in obviously
overbedded areas drown in a deluge of lawsuits and
pressure from employee groups Imagine the vested
interests and the rigidity surrounding the history-
based allocations among hospitals, doctors, dentists
and others. It would become much more important to
provider groups to defend their allocation than to
serve patients. The Health Security Act seems
designed to freeze existing allocations and to protect
existing jobs.

The Health Security Act proposes to bring total
spending under control by "top-down budgeting."
Top-down budgeting may indeed bring total spending
under control, but of itself, without competition, the
mechanism has no built-in means for assuring that
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much useful output is produced. This deficiency is es-
pecisllv true of a medical-care program whose output
cannot be measured in any simple and adequate way.
Look at the experience in our largest public health-
care systems. At least by civilian standards, the
Defense Department operates and fills far ioo many
beds." A recent study of the Veterans Administration
tiVA) system concluded,

there are too mans acute beds being operated in the sys-
tern about half the patients in acute medical beds, one-third of
the patients in surgical beds. and wll over half the patients in
psychiatric beds do not require - and are no receiin; - toe
acute c are ser'ces 2"aociated wih these types of beds These
data provide additional evidence that tmany more VA hospital
beds are being operated than are required to meet the needs of
veterans The VA has installed ma ty expensive specialized
medical facilities ihat. in many hospitals, are used at rates far
belo, their capacity

The point is that in the bureaucratic budgeting
system, one strengthens one's case for more by doing a
poor job with the budget that one has. If the
budgeting system at the insitusional level is based on
workload rather than capitation, it gives physicians
and administrators incentives for utilization that are
similar to fee for service

The government is simply incapable of managing
the Health Security Program. It does not have the
organization, and it cannot acquire the mangement
capability on a sustained basis To illustrate one of the
problems, the Act provides that members of the
Health Security Board will be paid at Executive Level
IV. This proposal means that the top management of
the Program would be paid about 25 per cent less
than the average doctor. The Board might attract out-
standing management talent to begin with, on the
basis of dedication to public service. But when it
becomes clear what doing an effective job means -
e g, closing exc',sv acute hospitals in some areas to
pay for needed facilities in others - and Board
members start feeling the wrath of citizens expressed
through their Congressmen, and seeing the
implementation of their plans tied up in court, the
tiwo-year turnover typical of assistant secretaries in
the departments of Defense and Health, Education,
and Welfare is sure to emerge. Running a large
organization effectively requires long-term commit-
ment by its managers; it cannot be done well on
revolving tours of two to four years,

Finally, heahh security would add over $100 billion
to federal outlays in fiscal 1978 costs, which effectively
rules it out on fiscal grounds. And there is no way to
phase it in; it is an all-or-none proposal.

Unis-ersal Federcl Third-Party Reimbursementl is the most
familiar approach to NHI. A bill to create such a
system was proposed as a grand compromise by
Senator Kennedy and Congressman Mills in 1974.1'
This is the approach that the Canadians took, though
theirs is a joint federal-provincial program

Conceptually, and initially, this is the simplest NHI
idea from the point of view of consumers and

providers of care: everybody goes right on doing what
he was doing, and the government pays the bills. But
anybody who has tried seriously to understand and
implement the Medicare regulations knows that
ultimately this must be the most complex approach.
For this system would be "modified Medicare for
everybody." The government would have to process
over a billion claims a year. If costs were to be con-
trolled, each would have to be reviewed for ap-
propriateness. Arbitrary r',.merical criteria would
have to be used, Rules for retrospective cost finding
would become increasingly complex as institutions
sought to interpret them to their advantage while the
government sought to control the costs.

This approach would set in concrete the third-party
reimbursement principle, which experience and
economic reasoning indicate is not a rational way to
finance medical care. By making scarce resources free,
or nearly so, to the user, third-party-reimbursement
insurance gives people economic incentives to use
them excessively. Third-party-reimbursement in.
surance relieves the consumer of the additional cost or
the services he receives, and therefore the incentive to
conserve resources, without putting the incentive on
the provider. A rational economic system or health.
care financing would tie the physicians to the
economic consequences of their decisions and hold
them responsible for using total health-care resources
wisely Is would also allow consumers to realize
the full benefits from choosing less costly systems of
care.

The worst effect of universal third-party insurance
would be to destroy the incentive of consumers and
physicians to reorganize the delivery system in more
cost-effective ways.2' it would deny consumers the op-
port unity to reap the benefit from choosing less costly
systems or styles of care, Consumers would be relieved
of most of the costs implicit in their choices, and larger
reimbursements would be made on their behalf if they
chose more costly providers. Similarly, with govern-
ment-financed, open-ended demand for services
where and when they wanted to deliver them, physi-
cians would see little gain rrom accepting the dis.
cipline of an organized system.

"Kennedy-Mills" would not produce a stable
equilibrium in health-care financing. The cost growth
induced by the third-party-reimbursement incentives
would have to be restrained by ever tighter controls.
Eventually, the government would be forced to impose
a "top-down" limit on health-care spending, with
regional caps, negotiated prospective budgets for in-
stitutions and negotiated totals on spending for physi-
cian services by state or NHi region. Within a dec.
ade or less, "Kennedy-Mills" would become
indistinguishable from health security. "Kennedy-
\fills" would add more than 560 billion to federal out.
lays in fiscal 1978 costs.

The Comprehensie Health ltssrance Mas, or "CHIP," Is
proposed by the Nixon Administration in 1974, would
have established a three-pan national program in.
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eluding mandated employer-employee health-benefits
programs meeting certain standards, a state-operated
"assisted health-care program" providing coverage
for lo.income families and for families and employ.
ment groups who are high medical risks, and a
federal program for the aged - in effect, expanded
Medicare

The employee plan would require employers to
offer full-time employees a health plan including
hospital. medical and preventive services and protec-
tion against catastrophic illness Coverage would be
implemented through petate health insurance, and
financed through employer and employee premium
contributions The assisted plan was designed to
make health insurance aiatlable to all persons not
otherwise insured There would be income-related
deductibles, coinsurance and a limit on each family's
liability, Premiums would be income related, and tied
to the state average for the employee plan

CHIP is very appealing to federal officials because
its costs are largely kept off the federal budget. (Its
costs to the federal budget would be roughly $8 billion
in fiscal 1978,) And it has the important advantage of
keeping much of the management and underwriting
in the private sector.

But CHIP has important weaknesses It reinforces
the link between job and health-plan coverage, with
all the failings of that system mentioned earlier
Moreover, mandated employer coverage works as a
strong disincentive to hiring people with iow job skills
and productivity. Combined with the recently signed
minimum wage, and increases in Social Security
payroll taxes, it would mean that by 1981, a person
could not get a full-time job unless his services were
worth well over $8,000 per year.

CHIP's fatal flaw is that it shares with "Kennedy-
Mills" the error of seeing NH! solely as a matter of
providing third-party-reimbursement insurance cov.
rage for everybody, not a matter of incentives for cost
control or reform of the delivery system Thus, CHIP
would leave to direct economic regulation the over-
riding problem of cost control. CHIP would not break
down a main barrier to competition (i e., that most
employees are offered a single health-benefits plan,
usually based on third-party reimbursement). Thus,
it would not realize one of the main advantages offered
by the private sector. Employers would have to offer
membership in one prepaid group practice and one
individual practice association, if available, as re-
quired by the HMO Act But that leaves out much
potential competition from health-care alliances,
variable-cost insurance and other innovative ways
that providers and consumers might organize to use
resources wtsely. The market should not be limited to
HS!O's meeting the present rigid detailed legal
definition. There is no way of knowing whether these
are the "best" or the only good means of organizing
care. And the legal requirements add greatly to the
time, cost and difficulty in starting such an organiza-
tion Moreover, CHIP would not correct the inap-

propriate cost-increasing incentives in Medicare,
Medicaid and the tax laws. By continuing to subsidize
more costly systems of care, the government would
have failed to create the essential fair-market test
among competing alternatives.

Ultimately, the need for cost controls would force
the government to impose "top-down" limits on
spending And within a decade or less, the system that
started with CHIP would also begin to resemble
health security.

The fourth lierat'e ua knimow as "Long-Ruicoff"' in
honor of its two senatorial sponsors, The federal
government would take over the acute-care part or
.Medicaid, providing essentially full insurance
coverage for low-income families - for example, up to
an income of S4,800 for a family of four. (Above that
income, a family could become eligible if its med-
ical expenses were large enough to cause it to
"spend down" to an income net of medical expenses
of $4,800) For nonpoor families, "Long-Ribicolt"
would provide insurance against catastrophic medical
expense It would add about $12 billion to the federal
budget

"Long-Ribicoff" has the important strength that it
targets the available funds on the areas of greatest
urgency - i e,, full coverage for the poor and in-
surance against catastrophic expense for the nonpoor.

But as it stands, it too has important weaknesses.
For one thing. it has a big work disincentive for a low-
income family at the cutoff income. There would not
be much point for such a family working to earn more
than S4,800 if it expected substantial medical bills.
This part of the bill could and should be revised to
reflect the lessons and decisions that went into the
Carter Administration's welfare-reform proposal
(that is, the loss of benefits as earned income rises
should be gradual, so as to preserve work incentives).

Secondly, it locks in the third-party-reimbursement
principle Not only does this step perpetuate the cost-
increasing incentives, but also it denies to institu-
tions that would serve the poor a predictable source of
capitation financing. Like everyone else, the poor
should have choices among co" eatingg alternative
health plans, and should be able -o buy into good
plans that serve the middle class. And the poor should
be allowed to benefit from economizing choices. Thus,
a voucher system for Medicaid is clearly preferable to
an inflexible commitment to third-party reimburse-
ment.

Thirdly, assuring that everyone has full protection
against catastrophic medical expense is a good idea.
But again. "Long-Ribicoff" locks in the third-party-
reimbursement system thai rewards providers for
cost-increasing behavior and provides no restraint on
cost once the catastrophic expense threshold is
reached Instead, people should be allowed to have
the actuarial value of their catastrophic expense
protection paid to the qualified health plan of their
choice in the form of a fixed pi ispective per capita
payment - provided the qualified health plan



298

pro% ides catastrophic expense protection
Finally. "Long-Ribicoff" does not correct the cost-

increasing incentives in Medicare and the tax laws.
.r.1 it does not assure every American a choice
among competing plans

If the costs are to be brought under control in a
system that seeks consumer and provider satisfaction,

and respects individual preferences, millions of
Americans must be made interested in and well in-
formed about the cost and qualify of their health care,
and allowed to benefit from choosing less costly
systems and styles of care. The second part of this ar-
ticle will describe a new NHI proposal that meets
these requirements

CONSUMER-CHOICE HEALTH PLAN (Second of Two Parts)

A National-Health-lsurance Proposal Based-on Regulated Competition
in the Private Sector

ALAw C. ENTHOVEN, PaiD.

Abstract Medical costs are straining public fi-
nances. Direct economic regulation will raise costs,
retard beneficial innovation and be increasingly
burdensome to physicians. As an alternative, I suggest
that the government change financial incentives by
creating a system of competing health plans in which
physicians and consumers can benefit from using
resources wisely.

Main proposals consist of changed tax laws,
Medicare and Medicaid to subsidize individual
premium payments by an amount based on financial
and predicted medical need, as well as subsidies

N the first part of this article, which appeared last
. eek. I reviewed the causes of inflation in health-

care costs and the inequities in financing today, ex-
plained why direct economic regulations will not
make things better and reviewed the limitations in the
main previous proposals for national health in-
surance In this part, I explain the main ideas of, and
reasons for. Consumer-Choice Health Plan, a new
national-health-insurance proposal

There is an effective alternative to direct economic
regulation. It is to change the financial incentives -
i e . to create a financing framework in which physi-
cians and consumers can benefit from forming and
toning organized systems that use health-care
resources wisels ln such a system costs can be con-
trolled with freedom of choice that respects each
person's preferences Because the distinctive idea of
this proposal is to let consumer preferences guide the
reorganization of the health-care delivery system,
I have called it "Consumer-Choice Health Plan
(CCHP) " Its main ideas are as follows,

OaGANIZED SYSTEMS WITH INCENTIVES TO USe

REsouac'S WISEL-
To achieve comprehensive care of good quality for

all, at a cost we car, afford, we must change the fun-
damental structure of the system of health-care
financing and delivery. Instead of today's fragmented
s, stem dominated by the cost-increasing incentives of
fee for service, we need a health-care economy made
up predominantly, though not exclusively, of com-
peting organized systems. In such systems, physicians
Would accept responsibility for providing comprehen-

usable only for premiums in qualified health insurance
or delivery plans operating under rules that Include
periodic open enrollment, community rating by ac-
tuarial category, premium rating by market area and a
limit on each person's out-of-pocket costs. Also, ef-
ficient systems should be allowed to pass on the full
savings to consumers. Finally, incremental changes
should be made in the present system to after It
fundamentally, but gradually and voluntarily. Free-
dom of choice for consumers and physicians
should be preserved. (N Engl J Med 298:709-720,
1978)

sive health-care services to defined populations, large-
ly for a prospective per capita payment, or some other
form of payment that rewards economy in the use of
health-care resources. Physicians control the lion's
share of health-care expenditures. They are by far the
best qualified to make the difficult judgments about
need and cost effectiveness. Because of the personal,
uncertain, often intangible nature of medical care,
physicians'judgment is a far more appropriate basis
for resource allocation than arbitrary numerical stan-
dards are. So it makes sense for physicians to accept
the main responsibility for keeping health-care costs
within the limits desired by society. I believe that ac-
cepting that responsibility is the only way in which
the medical profession can maintain its autonomy in
the United States.

The government cannot reorganize the health-care
economy by direct action People would resist such
changes involuntarily imposed. And nobody can bring
about such a change quickly. But the government can
change the underlying economic incentives so that
consumers and providers of care can benefit from
forming and joining organized systems that use
resources wisely. The delivery system would then be
forced to reorganize itself in response to consumers
who are seeking out and choosing what is in their own
best interest. CCHP seeks to accomplish this tram.
formation by voluntary changes in a competitive
market.

To date, we have not had a great deal of experience
with alternative forms of organization and payment of
physicians that reward economy in the use of
resources The tax laws, Medicare and lack of com-
petition have discouraged their development. So we
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are not in a good position to prescribe how this can
best be done. We should seek to learn more about the
possibilities b) establishing an overall system that
rewards desirable innovation - i.e., by a fair market
test among competing alternatives in which systems
that do a better job for a lower cost survive and grow.
Many ti pes of systems might succeed in such a com-
petition, One is prepaid group practice, in which

groups of physicians practicing together accept

revponstbilit' for providing comprehensive health-

c,ire services to defined populations for a fixed

prospectse per capita payment, and the individual
physicians receive a salary, sometimes augmented by

a bonus based on the overall success of the program
Another might be the individual practice association.
in which the physicians as a group accept respon-

sibility for providing comprehensive services for a

fixed prospective per capita payment, but practice in-

dividually and are paid fee.for-service. However, the

tost-control record of such associations so far has not

been impressive. In another model, individual
primar.-care physicians agree to provide all the

necessary office-based primary care to enrolled

members who have chosen them, for a fixed prospec-

iue per capita payment, and to manage all referral

sery ices for a cost-control incentive payment related to

the per capita cost experience of their patients This

s. stem makes the family doctor the "general
manager" of his patient's health care, a role that

should be attractive to many. This plan is com-

patrativel) new and exists only on a small scale. Other

successful models might include "health-care al-

Itances 'as proposed by Ellwood and McClure,
5' and

',ariable-cost insurance as proposed by Newhouse

and Tavlor.
t' in which premiums reflect the cost-

control behavior of providers In such an economy,

pure fee-for-service practice would ultimately be

reduced to a comparatively small percentage of the

total. but it ,,ould probably have a secure place, both

for specialty services bought by health plans not large

enough to'have their own full-time specialists and

for consumers who preferred to continue to buy

their health care and insurance on a fee.for-service
third-party reimbursement basis, as most do

today, and who would be willing to pay the extra

cost above the subsidy level associated with that

mode of financing.

INFORMED CHOICE AMONG COMPETING ALTERNATIVES

CCHP is designed to assure that all people have a

choice among competing alternatives, that they have
good information on which to base their choice, and

that competition emphasizes quality of benefits and

total cost CCHP would resemble the Federal
Employees Health Benefits Program (FEHBP) and

similar plans. Is would extend to the whole population
and to all qualifying health plans FEHBP's proved
principles of competition, multiple choice, private un-

derwriting and management of health plans, periodic
government-supervised open enrollment and equal

premiums for all similar enrollees selecting the same
plan and benefits

EQUITY AND INCZNTsVIY FOI ECOMlZZNC CHOICla

CCHP seeks to correct inequities and cost-

increasing incentives in the tax laws, Medicare and

Medicaid. Today, the tax laws exclude employer con-

tributions to health insurance, no matter how large,
from the employee's gross income and, within limits,

they allow the employee who itemizes to deduct his

contributions. This setup has important implications
for incentives and income distribution. For example, if

a married employee has $25,000 taxable income and
his employer pays 51,600 per year for his health in-

surance, the exclusion saves him $512 in federal in-

come taxes, not to mention savings in Social Security
taxes (given the recently enacted rates) and state in-

come taxes. If he sought out and joined a health plan

with a 51,500 premium, and asked his employer to

pay him the 5100 difference in cash, the tax laws
would let him keep less than $68 of is. Obviously, this

situation weakens his incentive to seek out a less costly

p!an. At the same time, a self-employed or intermit-
tently employed person earning $6,000 or $7,000 per

year is likely to have no employer contribution to his

health insurance and no help from the tax laws or

other public assistance. This inequity can be cor-

rected by replacement of the present exclusion and

deduction with a refundable tax credit that is the

same for the high-income and the low-income person.
In other words, the employer contribution would

be included in taxable income, but the resulting tax

would be .reduced by a tax credit. ("Refundable"

means that the taxpayer gets a cash refund if he has

no tax liability.) In CCHP, the tax credit would be

based on actuarial cost - i.e., the average total cost of

covered benefits for persons in each actuarial category
(e.g., men 45 to 64 years of age). Thus, persons in

higher-risk groups having higher predicted medical
need would get larger tax credits. But people would

not get extra subsidies for joining more costly health
plans.

In CCH P, Medicaid would be replaced by a system

of vouchers for premium payments, integrated with

she Carter Administration's proposed cash-assistance
weifare reform, and reaching 100 per cent of actuarial

cost for basic benefits for families with no income

other than welfare. Medicare would be changed to

give each beneficiary the right to have the average cost

for his actuarial category paid to the qualified plan of

his choice as a fixed prospective periodic payment.

Thus, CCHP would take money now used to sub-

sidize people's choice of more costly systems of care,

and use it to raise the floor under the least well

covered. It would give people an incentive to seek out

systems that provide care economically by letting

them keep all the savings. While government assures

that people have enough money to join a good plan,

above the subsidy-level people would be using their

own net after-tax money, which should motivate them
to seek value for it.
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These changes would also permit continuity of
coverage regardless of job status.

INCRIMNTAL ClANcU
CCHP is not an immediate radical replacement of

the present financing system with a whole new one.
Rather, it is a set of incremental "mid-course correc.
tions" in the present financing and regulatory system,
each one of which is comparatively simple and
familiar taken by itself, but whose cumulative effect is
intended to alter the system radically, but gradually
and voluntarily, in the long run. CCHP corrects the
faulty incentives produced by present government
programs, and seeks to correct known market
imperfections. CCHP preserves flexibility. If these
changes do not produce the desired results, after ex-
perience has been gained, more corrections can be
made. CCHP recognizes that there is no "final
solution" to problems of health-care financing, as ex-
perience in countries with national health insurance
clearly demonstrates. CCHP is not necessarily incom-
patible with some proposed regulation such as health
planning, hospital-cost controls and physician-fee
controls. On the contrary, CCHP would increase the
effectiveness of the Health Systems Agencies by giv.
ing them the incentives to control costs that they
now lack. But CCHP would reduce the need for
such regulation and, if successful, render it superflu-
ous.

CCHP can be thought of in two related parts: a
financing system and rules to create a socially
desirable competition.

Txz FsNANCtNG SYSTM

Actuartal Categories and Costs
The flow of government subsidies to individuals to

hslp them buy health insurance in CCHP would be
bs sed on actuarial cost - i.e., the average total costs
of covered benefits (insured and out-of-pocket) in the
base year, updated each year by a suitable price
index, for persons in each actuarial category. For
persons not covered by Medicare, the actuarial
categories might be the simple and familiar three-part
structure of "individual, individual plus one depen-
dent, and individual plus two or more dependents."
However, in a competitive situation, this classification
might give health plans too strong an incentive to at.
tesrpt to select preferred risks by design of benefit
ps.ckages (e.g., good maternity benefits to attract
healthy young families), location of facilities, or
emphasis in specialty mix (strength in pediatrics,
weakness in cardiology). Carried to a logical extreme,
such a system could lead to poor care for high-risk
persons (though open enrollment - described below
- would always assure the right of high-risk persons
to join any qualified health plan) So experience might

show that a more complex set of actuarial categories is
desirable. For example, the three-part structure might
be supplemented by special categories for persons 45
to 54 and 55 to 64 years of age. In the limit, one might
go to a structure based on individual age (e g., in 10-
year steps) and sex, though I doubt whether this
development would be necessary.

Actuarial cost would also reflect location, because
there are large regional differentials in health-care
costs. The appropriate geographic unit would
probably be the state. However, regional differences
in real per capita subsidies based on actuarial cost
would be phased out over a decade.

The appropriate price index for updating actuarial
cost would probably be the "all-services" component
of the Consumer Price Index.

The average per capita cost for physician and
hospital care in 1978 will be about $200 for people
under 19, and about $475 for people 19 to 64 years of
age (1976 costs inflated to 1978 at 10.3 per cent per
year"5 ). So, if these are the covered benefits, actuarial
cost for a "typical" family of four would be $1,350. A
higher or lower amount, based on a more or less
generous benefit package and on broad political judg-
ments about priorities, might be chosen.

In CCHP, premiums would be set by each health
plan for each actuarial category and benefit package,
on the basis of its own costs and its own judgment of
what it can charge in a competitive market. Thus,
persons in more costly actuarial categories would pay
higher premiums. This step is desirable because we
want competing plans to be motivated to serve them
and is made socially acceptable by giving such people
higher subsidies through tax credits or vouchers.

Tax Credit
The present exclusion of health-insurance premium

contributions by employers (and health and welfare
funds) from employees' taxable incomes, and the
deductibility of individual premium contributions,
would be replaced by a refundable tax credit equal to
60 per cent of the family's actuarial cost. (The deduc-
tibility of direct medical expenses would be limited to
those in excess of 10 per cent of adjusted gross income
instead of today's 3 per cent.) Tax withholdings
would be adjusted to make the taxpayer's estimated
net remaining tax liability at the end of the year ap-
proximate zero, so that he would not have to wait
until the end of the year to receive the cash.
Employers and health and welfare funds woud con-
tinue contributing to employee health insurance
under existing agreements, but they would report
such contributions as part of total pay on W-2 forms.
The tax credit is allowed only if spent on premiums
for a qualified health plan. To the ordinary employee,
then, CCHP would appear initially as a quite simple
change in the way in which his compensation is
taxed.

a
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Consider a typical employee with a family whose
employer is contributing, say, $1,600 per year to his
health-benefits plan. Under CCHP, his personal in-
come tax would increase roughly $480 because of the
inclusion of the $1,600 in taxable income (assuming
he is in the 30 per cent bracket), and decline by 5810
(60 per cent of the estimated actuarial cost of $1.350)
because of the tax credit. for a net saving of $330. The
$330 would, of course, have to be financed through
some combination of special taxes and federal general
revenues. The importance of the change is that the
$810 subsidy would be the same for people with
higher and lower incomes (above the welfare line),
and that the subsidy would not increase if the
employee chose a more costly health plan.

The choice of 60 per cent of actuarial cost as the
level for the tax credit is based on a judgment that
balances a number of factors.

The first is that if the tax credit were too low (e.g.,
below 25 per cent of actuarial cost), many low-risk
employee groups might find it advantageous to form a
nonqualified plan and stay out of the system. For the
incentive effects of the system to be pervasive, most
people must find it to their interest to join qualified
plans. Moreover, a tax credit at least as large as the
tax benefit in the present law for middle-income tax-
payers would help to minimize political opposition to
the change from that group. Secondly, if the tax credit
were too high (e.g., over 80 per cent of actuarial cost),
the incentives of health plans to be truly efficient
would be weakened. There would be no point in plans
reducing premiums below the tax-credit level. But
Medicare experience suggests that prepaid group
practices can deliver comprehensive health-care ser-
vices for an average of 73 per cent of the cost of their
fee-for-service counterparts.' Similarly, if the tax
credit were too high, middle-class consumers would
see too little of their own money going into premiums
to be motivated to shop for or help form more efficient
systems. A tax credit at 60 per cent of actuarial cost
would limit the potential for people to manipulate the
system to their advantage by taking a minimum-cost
"catastrophic insurance" plan when they expected to
be healthy, and then switching to a full-benefit plan
when they anticipated elective surgical procedures or
pregnancy. This level approximates the FEHBP,
which has worked well However, other levels could be
chosen, depending on the availability of funds. For ex.
ample, it could start at 30 per cent, with higher levels
phased in as revenues permitted,

Vouchers for the Poor
The poor need more subsidy to assure their access

to an acceptable plan. CCHP would provide them
with a voucher usable only as a premium contribution
to the qualified plan of their choice. It should be ad-
ministered through the reformed cash-assistance
welfare system proposed by the Carter Administra-

tion, or whatever program is chosen to assist low-
income people. The value of the voucher should be
related to family income, and should decline gradu-
ally with increasing income on a sliding scale
that preserves work incentives. Here is one example.
The Carter Administration welfare reform would
guarantee a family of four a minimum cash income of
$4.200; the cash assistance would be reduced 50 cents
for each dollar of-earned 'ncome until it reached zero
at a family income of $8,400 (the "cash assistance
breakeven;' point). Related to this, one could set the
health-insurance premium voucher at $1,350 for a
family with a total income, including cash assistance,
of S4,200 (i.e., zero earned income), and phase it
down to $810 - the tax-credit level for nonpoor
families - at a total income of $8,400. The result
would be a "benefit-reduction rate" (i.e., the cents
worth of cash assistance and voucher lost for each ad-
ditional dollar earned) of 56 per cent, which would
not be inconsistent with the goal of preserving work
incentives underlying the Administration's proposed
welfare reform. (If the voucher exceeded the family's
health-insurance premium, the extra money could be
used to buy additional health benefits such as den-
tistry, or left on deposit to offset cost sharing.) The
voucher system can be integrated with the tax system
and the unemployment-insurance system.

To illustrate how the voucher system might work,
suppose that the rates now in effect for childless cou-
ples in the California Public Employees' health.
benefits plan were the rates in effect in CCHP. They
include $55.88 per month for Kaiser Northern Califor-
nia, 573.17 for the Family Health Program, $92,00 for
the United Foundations for Medical Care, $93.15 for
Blue Cross-Blue Shield, and others. Suppose a couple
were totally dependent on reformed welfare. Using the
Administration's proposed amounts for welfare plus.
CCHP, they would receive a voucher worth $79.17 per
month (5950 per year) for hc-Alth premiums, and cash
assistance of $183.33 per mo'th ($2,200 per year).
They could elect the Kaiser plan nd have $23.29 per
month left over for additional health benefits (such as
copayments, dentistry and eyeglasses), elect Family
Health Progr.m and have $6 per month for such ad-
ditional benefits, or elect the Foundations plan and
have to contribute 512.83 per month out of their cash
assistance. If, instead, their income were at or above
the "cash assistance breakeven" for childless couples
of $4,400, their voucher could be worth $47.50 per
month, and they would have to contribute 58.38 per
month of their own money to join Kaiser, or $44.50 to

join the Foundations plan. (These numbers are il-
lustrative; the actual voucher level might be different,
depending on such factors as political judgments and
regional cost levels, and I would expect competition to
narrow the difference in premiums.)

Medicare would be retained for the aged, disabled
and victims of end-stage renal disease. Eligibility
would be expanded to all legal residents 65 years of

t4-296 0 - 79 - 20
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age and over for Part A (institutional services) and
Part B (physicians' services). The benefits should be
expanded to conform to the benefits for the rest of the
po-ulation The 150-day limit on hospital days should
be removed - in effect providing catastrophic
coverage. Better still, an annual limit on out-of-pocket
expenses on covered benefits by any individual sub-
scriber should be enacted.

The most important change needed in Medicare is
a freedom-of-choice provision that would permit any
beneficiary to direct that the "Adjusted Average per
Capita Cost" (AAPCC) to the Medicare program for
people in his actuarial category be paid to the
qualified plan of his choice in the form of a fixed
prospective periodic payment. If done properly, this
change would end the Medicare subsidy to those who
choose a more costly system of care, and would permit
beneficiaries to reap the benefit of their economizing
choices in the form of reduced cost sharing or better
benefits. -

For example, I pointed out in the first part of this
article that in 1970, Medicare paid $202 per capita on
behalf of beneficiaries cared for by Group Health
Cooperative of Puget Sound, but paid $356 on behalf
of similar beneficiaries in the same area who got their
care from the fee-for-service sector. Nevertheless, as
far as Medicare was concerned, the Group Health
members were liable for the same deductibles and
coinsurance and limitations on covered hospital days
as their fee-for-service counterparts. They received no
reward from Medicare for choosing a less costly
system. If CCHP had been in effect, they would have
been allowed to designate that S356 be paid by
Medicare as a premium contribution on their behalf
to Group Health or other qualified health plan In a
competitive situation, Group Health would have been
able to pass on the extra 5154 to the beneficiaries in
the form of reduced or eliminated coinsurance and
deductibles, removal of the limitation on hospital days
covered. increased scope of benefits (e.g., outpatient
drugs) or reduction in supplemental premium, as an
inducement for those beneficiaries to join Group
Health. In CCHP, this option would be available
to Medicare beneficiaries not only with respect
to HMO's, but with respect to any qualified health
plan,

About 7.7 million aged, blind and disabled persons
receive Medicaid supplements to assist with costs not
covered by Medicare (Medicare pays about 71 per
cent of hospital costs and 55 per cent of physician
costs for aged beneficiaries ) Under CCHP, these sup-
plements for acute care would be replaced by a
voucher similar to that for te nonaged poor. This
substitution would assure the ability of the poor
Medicare beneficiary to pay the premiums for a policy
to supplement Medicare. In 1978 the average per
capita hospital and physician costs for the aged not
cotoered by Medicare will be about S385. This would
be an appropriate Iceel for the full voucher.

RuLes TO CRZATE A SocsAuy DeisIAaL[
COMPETITION: CITRIA FOR QAurFIzD

HEALTH PLAN s

To qualify to receive tax credits, vouchers or
Medicare payments, a health plan would have to
operate according to a set of rules intended to create a
fair and socially desirable competition based on
quality and cost effectiveness. (The actual rules that I
have proposed in my report to Secretary Califano are
somewhat more complex; the essentials are reported
here.)

Open Enrollment
Each plan must participate in a periodic govern-

ment-run open enrollment in which it must accept all
enrollees who choose it, without regard to age, sex,
race, religion, national origin or, with possible minor
exceptions, prior health conditions. Each September,
for example, every family would receive an inror-
mative booklet published by the administrative
agency. The book would give an understandable
presentation of the costs, benefits and limitations of
each qualified health plan in the area." During Oc-
tober, each head of household would make an election
for the coming year, through his employer, welfare of-
fice or local office of the administrative agency. This
step would greatly enhance competition by giving
each person a choice from among competing plans,
and it would assure that every person could enroll in a
qualified plan.

The enrollment process should be run by a govern-
ment agency for several reasons. First of all, an impar-
tial regulatory agency is needed to assure that the in-
formation presented is complete, balanced and fair.
Secondly, such an agency is needed to assure that
every eligible person is truly given an opportunity to
enroll in the plan of his choice. Thirdly, this appor-
tionment obviates the need for each health plan
to have its own salesmen, reducing cost and pos-
sibly preventing the marketing abuses associated
with the Southern California prepaid-health-plan
scandals.

Community Rating
A qualified plan must charge the same premium

to all persons in the same actuarial category enrolled
for the same benefits in the same area, to pre-
clude prohibitive rates for poor risks and to spread
health-care costs over the whole population.
(As noted earlier, each plan can set its own com-
munity rates.)

'The best ezampl of such a bookki tl) I have aeon ib xone published
by th, Salte or Caitornia. Public Employees' Retirement System. Health
Soieft Division. P 0 Bo 953. Sacramento, CA 95S09
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Rating According to Market Area
Qualified plans must set community rates ac-

cording to market area (such as Health Service Areas
or groups of contiguous Health Service Areas). This
rule is to prevent anti-competitive cross-subsidies
from one area to another, and to "internalize" the
costs of health services by Health Service Area so that
a decision by a Health Systems Agency to permit con-
struction of a new health facility will be fully reflected
in the premiums paid by citizens in that area, thus
giving the area a more balanced set of incentives to
control costs.

Low Option
Qualified plans must offer a low option limited to

the basic benefits defined in the national-health-
insurance law. This requirement is to prevent plans
from limiting membership to the well-to-do by offer-
ing only plans with costly supplemental benefits.

A Limit on Each Porson's (or Fataity's) Out-ot-Pocket
Costa
Qualified plans must publish a clearly stated an-

nual limit on individual (or family) oct-of-pocket out-
lays for covered benefits (e.g., 51,500 per ?ear) Out-
of-pocket outlays include deductibles, copayments
and any differences between indemnity payments and
the actual cost of covered services Beyond the limit,
the plan must pay all costs for covered benefits This
requirement would help assure that plans do not com-
pete by offering inadequate benefits that would leave
the seriously ili uninsured and a burden on the public
sector. It would provide full protection against
catastrophic medical expenses and prevent medical
bankruptcies.

Qualified plans would be permitted to require that
their members obtain all their covered benefits fsom
participating providers with whom they have made
agreements concerning fees and utilization controls
(except for out-of-area emergency treatment). Indeed,
the pressure of economic competition would gradually
force health plans to make such agreements But if a
plan did not have an agreement with a participating
provider in a needed specialty, it would nevertheless
have to pay the cost and "hold the consumer harm-
less" %- thin the agreed cost-sharing limits

A program to proved meantingfit, useful information te
features and meni of alternative health plans would be an
essential part of CCHP and a major departure from
present practice. To aid consumer choice, each plan
would be required to publish total per capita costs, in-
cluding premiums and out-of-pocket costs. The ad-
ministrative agency would have authority to review
and approve (for accuracy and balance) promotional
materials, including presentations to be included in
the booklet available to all eligible persons at "open
season." The administrative agency would also have
authority to review and approve "endorsed options"

and contract language so that all options offered
%,ould either conform to a standard contract or be
able to be described by a standard contract and a
manageable number or additions and exclusions. This
supervision would force plans to publish their terms in
a format that is understandable to consumer and that
facilitates direct comparison among plans without
forcing the consumer to master and compare a lot of
fine print. Uniform financial disclosure would be re-
quired - comparable to what the Securities and Ex-
change Commission requires of public companies.
Data on patterns of utilization, availability and acces-
sibility would be required, as is required of HMO's in
the HMO Act.

Other
In CCHP, as in any system of national health in-

surance, there would be requirements for grievance
procedures, safeguards for civil rights and against
fraud and conflict of interest and quality standards for
participating providers.

In the language of economic regulation, these
criteria for qualified health plans are "performance
standards, " not "design standards." They say what a
health plan must do to be qualified, not how it must
organize to do it. In particular, a health plan would
not have to be an HMO or other direct service plan to
qualify. Even pure third-party reimbursement-insur.
ance plans could qualify, although their lack of effec.
tine cost controls would be likely to put them at a com-
petitive disadvantage.

BDvzrtn AND ErGIxatZTY
Any plan for national health insurance must in-

clude definitions of covered benefits and eligible
persons The choices are largely political judgments-
The principles of CCHP can be applied to any of a
broad range of benefit packages and eligibility
criteria, including coverage of essentially every legal
resident of the United States. The philosophy of
CCHP suggests that, beyond the essentials that must
be specified by law. what is included in health benefits
plans should be determined by the consumer desires
expressed in the marketplace, rather than by provider
interests.

FiDIDUAL-STATE Ro.s iN FiNAacxc. AND
ADMINISTRATION

CCHP is compatible with many possible ways of
splitting federal and state financing responsibilities.
The choice must be considered in the context of
federal-state burden sharing in general (of which
acute-medical-care financing is only one piece), and it
must rest largely on political judgments. Because
states are potentially important factors in health.
facilities planning and cost controls, the federal
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government should not pay more on behalf of states
that hate higher real per capita health-care costs in
such a stay as to weaken their incentive to control
co-I.

CCHP could be administered entirely by the
federal government or jointly by the federal govern.
ment and the states under federal standards.

SPECIAL CATECORaju: DOD (CeAMP11us), VETERANS,
INDIANS, MiGA!srs, UNDErtWORLD, ILLErGAL AsurNs,

INCOMPZTENTS, NoN-ENoiLzits

Special measures can be designed for the special
problems of each of these categories within the context
of CCHP. CCHP will not, by itself, solve the special
problems of each of these groups, but it does provide a
framework that helps. Special programs are required
for special problems. Under any of the proposals for
national health insurance being considered, there
would need to be a residual system of public providers
or last resort.

Tw SITrON

The enactment of CCHP would cause no sudden
wrenching upheaval in medical-care delivery or
financing. There would be a transition period, of
perhaps two years, during which health plans in-
tending to qualify would prepare for the first open
enrollment. To many plans, this would be a familiar
procedure because they already participate in the
FEHBP or other multiple-choice systems. Some in-
surance companies would seek to obtain signed par-
ticipation agreements with physicians covering fees
and assignment similar to those already used by Blue
Shield. Some would seek to sign up physicians to par-
ticipate in capitation-paymens arrangements br other
cost-controlling incentive systems. Physician groups
would doubtless accelerate efforts already under way
to fbrm independent practice associations. Various
groups would seek to form qualified direct ser-
vice plans such as flMO's. In all probability, Blue
Cross-Blue Shield would offer a qualified plan in each
natinnal-health-insurance market area.

Seine physicians would sign agreements to par-
ticipate in several plans. Some would decide to devote
their efforts to one plan. Some would decide that the
demand for their services was such that they would
not need to sign any agreements, although that stance
might become economically disadvantageous quite
soon In the first few years or CCHP, most physicians
would continue to practice in their same offices
and hospitals and care for the same patients as be-
fore.

Gradually, however, competitive economic pres-
sures would have their effect. If capitation or other
similar incentive-payment systems were effective in
reducing cost .hile maintaining consumer satisfac-

tion, health plans would seek to extend them to more
of their participating physicians. Newly trained physi-
cians in specialties in excess supply in a given area
would find no health plans interested in signing them
up, and they would have to look for work in areas
where their services were needed. Primary-care physi-
cians would assure more or the responsibility for the
total costs of care or their patients, and specialists
whose costs were judged by such primary-care physi-
cians to be excessive would find themselves obliged to
negotiate lower fees to retain their referrals. Indepen-
dent practice associations would tighten utilization
controls and more carefully balance the specialty mix
of their membership to the needs of their enrolled pop-
ulations. Prepaid-group-practice HMO's would con-
tinue to grow. In short, the competitive market would
generate cost controls, but they would be pri-
vate market controls based on individual and group
judgments about cost versus value received and not
public controls based on arbitrary numerical stan-
dards, insensitive to the quality or value of the ser-
vices.

PUaLtC PoLIcY TOWAmD DEuvwy-SYSTEM RuEoas
CCHP would create a competitive economy whose

rules were fair to cost-effective organized systems. It
would correct the biases against them in the tax laws,
Medicare, Medicaid, employer-employee financing
arrangements and elsewhere, and it would give them
the opportunity to reach their whole potential markets
through the government-run open enrollment. It
would allow them to pass on to consumers the full
benefit of their savings in the form of reduced
premiums, which would help them to attract new
members. But CCIP would not, in itself, create those
systems. If such systems are to come into being, many
local efforts to organize them will be required. Such
initiatives might be led, as they have been in the past
and are being today, by employers, unions, uniter-
sities, consumer co-operatives, foundations, in-
surance companies, physician groups, hospitals and
local governments. If additional public policies to en-
courage such efforts prove to be needed, they should
be the subject of separate legislation.

I would not place much confidence in proposals for
special grants and subsidies for HMO's. Experier.ce
with the HMO Act shows that they come at an ex-
tremely high price. The HMO Act promised large
grants and loans to HMO's on the basis of which
many costly restrictions werejustified - burdens that
were not placed equally on their competitors. The list
includes an annual 30-day open enrollment, com-
munisy rating, data reporting, a requirement that
they offer such benefits as mental health, infertility
services and preventive dental care for children, as
well as complex constraints on staffing. The financial
help actually delivered fell far below the amounts
originally authorized." This deficiency is typical of
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Department of Health, Education, and Welfare
programs, and is readily understandable in terms of

*the political process. Given a truly fair market test as
proposed in CCHP, health plans demonstrating the
economic superiority of many HMO's will prosper
without help. Even the investment capital needed for
startup will be far easier to raise if people can be confi-
dent that the basic economic ground rules will allow
an efficient system to compete successfully.

An antitrust strategy specifically designed for the
peculiar economics of the health-care industry is
needed Ordinary antitrust theory, developed for
other industries, does not fit ve"y well in health care.
It is easy to imagine some noncompetitive outcomes in
CCHP. For example, a county medical society might
form an independent practice association and use it as
a price-fixing arrangement, and keep out would-be
competing physicians through control of hospital
privileges. Or a market might continue to be
dominated by multiple third-party plans, all paying
the same providers the same fees and costs. Continu-
ing research, policy analysis and possibly more
legislation would be needed. What is clear is that
boycotts of qualified health plans, or ostracism or
denial of staff privileges to physicians participating
in them, would have to be outlawed. The medical pro-
fession would have to agree to live by the com-
petitive rules accepted by American business in
general.

CorS A" Ta FEEL BUDoEr
The costs will depend on the benefits and the

amount of the tax credits and vouchers. Here are some
illustrative examples using fiscal 1978 dollars.

Assume that actuarial cost is $200 for a person
under 19 years of age, $475 for persons 19 to 64 and
therefore $1,350 for a "family of four." Actuarial cost
for a Medicare beneficiary will be 51,150 On the
average, Medicare pays about 67 per cent of this
amount. Therefore, a poor Medicare beneficiary
needing 100 per cent public support would need a
voucher worth $385. (In addition, he would have the
right to designate that the $765 of actuarial cost for
which Medicarr is liable be paid on his behalf to the
quaFed health plan of his choice.)

Nu%, assume that the tax credit for families that are
not poor is set at 60 per cent of actuarial cost (e.g.,
5810 for a family of four). Let the voucher for a poor
family with no income other than cash assistance
(welfare) be 100 per cent of actuarial cost (e.g., $1,350
for a family cf four). Let the voucher's value be
reduced 12 cents for each dollar of family income, in-
cluding cash assistance, above the income-guarantee
level (e.g., above $4,200 for a family of four), until it
reaches the $810 available to the nonpoor at a family
income of $8,700. The total cost to the federal budget
for these tax credits and vouchers, including the sup-
plemental vouchers for poor Medicare beneficiaries,

would be $46.2 billion.0 (This figure does not include
the costs of the Medicare program, which are as-
sumed to continue unchanged in the short run.) Offset
against the tax credits and vouchers would be the
extra revenues gained from the proposed changes in
the tax laws (eliminating the so-called federal income
and Social Security "tax expenditures") worth $10.1
billion, federal Medicaid of $11.8 billion and other
programs of $1.9 billion that would be replaced by the
tax credits and vouchers, for a total of $23.8 billion.
(The states would be relieved of Medicaid acute-care
costs but would pay for all costs of long-term care; this
revision would maintain approximately the present
federal-state division of costs.) Thus, the net ad-
ditional cost to the federal budget for the full CCHP
proposal would be about $22.4 billion. Initially, total
national health-care spending would be unchanged,
but the federal contribution would be increased.

Alternatively, as the low-cost start of a program to
phase in CCHP, let the tax credit for the nonpoor be
set at 30 per cent of actuarial cost (i.e,, $405 for a
family of four). Let the voucher for the poor be 100 per
cent of actuarial cost for a family at the income-
guarantee level. Let the voucher's value be reduced 20
cents for each dollar of family income (including cash
assistance) above that, until it reached the $405
available to the nonpoor at a family income of $8,925.
The total cost to the federal budget for these tax
credits and vouchers would be $26.9 billion. The net
cost to the federal budget, alter subtraction of the
above-mentioned offsets, would be $3.1 billion.

From a fiscal point of view, CCHP would make the
government's contribution to personal health services
a "controllable" expenditure that could be set at a
level in balance with other priorities, instead of to-
day's open-ended commitments through the third-
party intermediary system. Moreover, in CCHP,
those who wanted more health services would have
the option of using their own net after-tax income to
buy them, which would result in less pressure on the
Congress than there would be if all the costs were paid
by the federal government.

Most important, by establishing strong incentives
for cost effectiveness, CCHP promises in the long run
to reduce total national health-care costs below what
they otherwise would be.

Wsry CCHP? Somz Isa ua
Will the Desired Reorgaentaatlon of Health Services Take

Place Fest Enough?
Reorganization of health services will take a long

time, a decade or more before half the population is
served by some kind of organized system with incen-

*The esumates or the tosts oft tax credits and vouchers st prepared
by Mark Worhingson, Mica of nccne Security Policy, Otfice of the Asis-
tet Starary rot Plannin sad Evalusn DcarsMceal o health, Edaca-
tion, and Welfare, whose valuable assistance is atetetutly acknowleded.
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lives for economy, even under the most favorable con-
ditions. This is a very long time by political standards.
Doctors and patients are understandably wary of new
organizational schemes. They will want to see how
each innovation works before they can be confident
that it is a change for the better. The health-services
industry is based on many institutions with long tradi-
tions and deep roots in their communities. Many peo-
ple will change their health plans and providers only
reluctantly and slowly. There are no easy routes
to health-services reorganization. It will take time
and a great deal of effort by many people in many lo-
calities

Direct regulatory approaches to reorganizing
health services promise fast results - but all the
eviderice shows that the promises are false. Health
security and universal third-party insurance would
freeze the system in its present patterns. A judgment
in favor of the CCHP approach must be based, in
part, on a realistic appraisal of the alternatives.

The main reason for optimism about the prospects
for a reorganization, given a fair market test among
competing alternatives, is that the economic advan-
tage of organized systems can be large. A recent
review of the many comparison studies over the past
25 years concluded, "The evidence indicates that the
total costs (premium and out-of-pocket) for HMO
enrollees are 10-40 per cent lower than for comparable
people with health insurance "o A Social Security
Admnstraion comparison of Medicare reimburse-
ments for tenefic,aries served by six group-practice
prepavmen' plans and a matched sample served by
fee for service in lq'O found that the former cost 73
per cen, o.. the latter ' The point is not that all
HSIO's cos: a lot less, in any industry there will be
more and less efficient producers The point is that a
substantial ncvrr-r-of H.NIO's have shown that the
savings can be larg. Noreoser, these HMO's have
achieved large sasincs eseni n the absence of real com-
petition from simila, organizations

The creation of organized systems of care would not
have to take the many ears of institution and facilities
building characteristic of the leading prepaid group-
practice plans If there were a market, simpler
organizations. based on existing institutions, facilities
and practice styles, might be developed fairly quickly
on the individual-practice-association model, the
health-care alliance, or other broadened definition of
HMO. In an individual practice association, the
physicians agree to provide comprehensive benefits,
largely for a fixed prospective periodic payment,
under the following arrangements." First of all, they
agree among themselves on a fee schedule. When they
render a service to a member of the plan, they bill the
plan, not the member. Secondly, they accept peer
review of the appropriateness of services. Thirdly,
they agree to accept a pro rata reduction in fees if the
money runs low. Fourth, the association pays hospital
costs or teams up with an insurance company that of-

fers a hospital-insurance policy. The premium for that
policy reflects the hospitalization experience of the
members of that plan, which is, of course, controlled
by the doctors in the individual practice association.
So if the total premium for physician and hospital ser.
vices is determined by the market, the less the
hospitalization. the lower the insurance premium, and
the more left over for the doctors.

Individual practice associations, like other HMO's,
have not grown rapidly in the past for reasons ex-
plained below. Moreover, there is evidence that they
have been less effective than prepaid group practices
at control of hospital utilization. I believe the reason
has been a lack of competitive necessity If they had to
develop good utilization controls to survive, I believe
they would do so.

Individual practice associations like this could be
operative within a fairly short time. They could start
with physicians already established in fee-for-service
solo practice, with existing doctor-patient relations,
existing facilities and without the need for lat; . ial
investments. I believe that, to survive in the Ion
they would have to strengthen internal controls and
carefully balance specialty mix. But these changes
could come gradually.

Similar arrangements can be created by physicians
and insurance companies. Ellwood and McClure call
them "health-care alliances," a looser concept than
HMO' In one variation on the theme, an insurance
company makes capitation payments plus additional
cost-control incentive payments to family physicians
for providing primary care and for managing total
medical-care costs of the enrolled beneficiaries. The
range of such interesting possibilities is large; we have
hardly begun to see what could be done with cost-
control incentives in an appropriately restructured
private market.

In CCHP, physicians would be under economic
pressure to form or sign up with qualified health
plans, where the consumers will be. This pressure will
be intensified by the coming doctor surplus. In 1959,
there were about 1.49 physicians per 1000 population
in the United States. By 1973, the ratio had reached
1.73. And by 1990, it has been projected to reach
2.37.1' (The specific ratio depends on definitions and
assumptions, but by any definition, the relative in-
crease will be large.) The fact that prepaid group-
practice plans care for their members with about one
physician per 1000 (of course reflecting, in part, a
membership that is younger, healthier and busier
than the population at large) gives some indication
that in a world of efficient organized systems, there
will be more doctors than needed. Therefore, given
the economic framework created by CCHP, the
process of forming organized systems is likely to be ac-
celerated by physicians who are seeking a place to
practice. Thus, I do not believe that one should es-
timate future membership in organized systems with
some incentives for economy by applying a plausible



307

growth rate to today's HMO membership or rough-
Iv six million. Rather, there is reason to expect
that many new organizations would be formed
quickly.

If HMO's Are Superior, Why Haven't They Grown Faster?
The main answers are, first, the monopolistic prac-

tices of some physicians described earlier, and second,
the strong and pervasive anti-HMO bias in the
policies of the federal government, and the consequent
lack of incentives for consumers and providers to join
HMO's under existing financial arrangements. The
tax laws, the Medicare law, the planning laws,
and the H.MO Act all have important anti-HMO bi-
ases."." And the anti-HMO bias in state laws is
notorious. Most people do not have a choice between
an HMO and a third-party, fee-for-se, vice plan, or if
they do, the tax laws, Medicare and employer financ-
ing arrangements do not let them keep the savings.
HMO's have done very well in competitive multiple-
choice situations. For example, Kaiser-Permanente of
Northern California serves 37 per cent of the federal
employees, 43 per cent of the state of California
employees, and 37 per cent of the University of
California employees in its service area. And, despite
the obstacles, the growth rate of HMO's in areas
here they are established is impressive. From 1960 to
1976, Kaiser's California membership increased from
720,000 to 2,617,000, a compound annual growth rate
of 8.4 per cent, despite the fact that in many years,
they had to limit new enrollments because of the time
and cost required to plan, build and staff new
facilities.

The "Consutser-Cholee" Issue
Proposals to rely on consumer choice to guide the

health-services system are invariably subjected to the
attack that consumers are incapable of making intel-
ligent choices in health-care matters. So it seems
worthwhile to make clear exactly what is being as-
sumed Admittedly. the element of ignorance and un-
certainty in health care is %ery large; that is true for
physicians and civil servants as well as ordinary con-
sunr- CCHP does not assume that the ordinary
con- .r is a good judge of what is in his own best in-
terest. Consumers m2y be ignorant, biased and
vulnerable to deception. CCHP merely.assumes that,
when it comes to choosing a health plan, the ordinary
consumer is the best judge of it. The theory of op-
timum allocation of resources through decentralized
markets does not assume that every consumer is
perfectly informed and economically rational
Markets can be policed by a minority of well informed
rational consumers. And we are seeking merely a good
and workable solution, not a theoretical optimum,
CCHP provides consumers with substantially better
information than they get now and much stronger in-

centives to use it. If there were 3 demand for it, much
could be done to organize better consumer informa-
tion. In any case, the key factor is the incentive that
CCHP gives to providers - i.e., provider systems will
get their money from satisfied consumers rather than
from the government. In CCHP, above the tax
credit/voucher level, consumers would be working
with their own money, not somebody else's.

Critics of the consumer- soice position usually are
not very explicit about whom they consider to be bet-
ter qualified than the average American to choose his
health plan for him.

Presumably every national-health-insurance
scheme under consideration would allow each con-
sumer choice of physician and free choice of whether
or not to accept recommended medical treatment -
decisions that could be aided by technical knowledge.
4 hat distinguishes CCHP rom the others m hat it seeks to

give the consumer a choice from among a(ternative systerns for
orgasnicig andfinancing care, and to allow him to 6eneflfirom
his ecsnoinicng choices. The issue, then, is whether con.
sumers can be trusted to choose wisely when it comes
to picking health plans - some of which cost less than
others.

Part of the "consumer-choice" issue is resistance to
the idea of letting the poor, because of their poverty,
choose a less costly health plan that might not meet
their medical needs. There is appearance of a conflict
here with the principle of CCHP that people must be
allowed to benefit from their economizing choices.
(There is, of course, the issue of how much the poor
should be forced to accept their share of society's as.
sistance in the form of costly medical technology of
doubtful value, as opposed to leaving them free to
spend the resources on other things like food and
housing known to be good for health.) The problem
can be resolved in CCHP by setting the premium
vou:hers (usable only for health care) at a high
enough level to assure access to a plan with adequate
benefits - always letting plans that do a better job at.
tract members by offering less cost sharing or more
benefits.

Equity aues
CCHP uses the most effective way to redistribute

purchasing power for medical care - i.e., directly. It
takes money from the well-to-do and pays it to lower.
income people in the form of tax credits and vouchers.
By this method, the amount of redistribution is clearly
visible, and one can be sure the money reaches its in-
tended target. CCHP can thus be used to bring about
whatever income redistribution for medical purchases
the political process will support. By contrast, third-
party insurance systems are an exceedingly ineffective
way to redistribute income. Medicare pays more on
behalf of rich than poor.' In a bureaucratic system, in-
dividuals and organized groups who are forceful and
skillful at getting their way come out ahead.

I
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Will CCHP perpetuate a two-class system of care
for rich and poor? The question should be judged
realistically in terms of where we are today, in which
direction CCHP would move us, and where we are
likely to go as a society. CCHP focuses on raising the
quality of care available to the poor by assuring that
they have the money (through vouchers) and the ac-
cess (through the government-run open enrollment)
to the health plans serving the middle class. Competi-
tion is likely to keep the cost of many of these plans in
reach for many low-income people. Moreover, unlike
the present tax law, under CCHP, the well-to-do
would have to pay the extra cost of more expensive
health plans out of net after-tax income. Thus CCHP
would be a large step toward equalization of health-
care purchasing power, without enforcing absolute
equality. I believe it would be foolish to reject it on the
grounds that it does not reach a hypothetical
egalitarian ideal that has never been attained in any
society and is surely not supported by the American
people today.

ta a Multiple-Cholee System Feaslble?

The feasibility of a competitive model for national
health insurance has been demonstrated by the
Federal Employees Health Benefits Program
(FEHBP) and numerous other choice-of-plan sys-
tems. The FEHBP was authorized in 1959. It now
provides health benefits for 10.5 million people. The
government pays essentially 60 per cent of the average
premium of the six largest participating plans, or, in
1978, 558.72 per month for a family. The employee
pays the rest. There are now 79 participating plans,
including the government-wide indemnity-benefit
plan offered through the Aetna Life and Casualty
Company, government-wide Blue Cross-Blue Shield
service benefit plan. numerous employee organization
plans (e.g., letter carriers), and comprehensive
medical plans (e.g , HMO's). The administrative ex-
pense is very low. A 1964 report of the FEHBP noted,

The program finally authorized by Congress permits a wide
range of choice or plans by all employees and %-as, in effect, a
negotiated compromise among manv divergent and highly
organized interests It %as the only approach uhich at any time
during the Jegislaitie process gained acceptance by all of the prin-
cipals the American .Medical Association. Blue Cross-Blue
Shield insurance companies. employee unions, group and in-
d dual practice prepayment plans, and the Federal Government
as the employer Although there can be no doubt that the "single
plan" approach uould haie been most desirable from the stand.
point of administrative simplicity, nov that ,e have learned to
lie % ith the adminisTratne problems %lhich stem from multiple
choice, it becomes eqitally clear that the n ide choice ofplans has
produced a program ishich is more elfectite in meeting the needs
of Federal emplo, ens and their dependents It was anticipated
by man that serious administrative problems %ould develop that
,ould require continual legislation of a perfecting and remedial

nature This has not been the case.'

The California State Public Employees' System has
been in operation for almost as long as the FEHBP. It

provides benefits for about 425,000 people. It has
proved so successful that non-state public employee
groups are now joining it. And it has helped the
growth of H.MO's in California.

Underserved ural Areas
CCHP would not "solve" the problem of un-

dersered areas, but it should help. It would provide
assured medical purchasing power to people in rural
areas. many of whom have low incomes, and by
ending the open-ended tax subsidy in the well served
areas, it would put some financial pressure on physi.
cian location decisions. The best way to provide good
care in rural areas is through organized systems that
can provide outreach (eg., through physician ex.
tenders) and that can provide financial and profes-
sional support to physicians working in such areas.
For example, Kaiser-Permanente operates remote
outposts in Hawaii, including a single-physician clinic
on the northern shore of Oahu. Though far from the
main medical center, this doctor can easily consult
with his specialist partners by telephone, and can
refer patients if necessary.

The 'HMO Underservlce" Issue

Some allege that HMO's achieve financial success
by underserving their members. The established
HMO's like Kaiser-Permanente and Group Health of
Puget Sound have for many years served such
educated middle-class groups as federal and state
employees, university faculties and other teachers. If
there were a substantial amount of underservice, one
would think that the word would get around and that
these people would switch at the next open season. I
have been unable to find any documented case of a
pattern of underservice among such HMO's. On the
contrary, the main selling point of such organizations
is usually improved accessibility. A recent study com-
paring patterns of use of ambulatory-care services in
five health-care delivery systems in Washington, D.C.,
found that "taking patient factors into account...
preventive use is lowest in the OPD/ERs (out-patient
department/emergency rooms) and highest in the
prepaid group (Group Health Association). Rates of
initiating care are also highest in the prepaid group.
Medication is most likely in the OPD/ERs, while
volume of follow-up care is greatest in fee-for-service
groups and moderately high in the prepaid group.
Services are more equitably delivered within the
prepaid group than within the fee-for-service sys-
tems, in relation to income, education, and medical
need." t

' The allegations of underservice arose for the
Medicaid prepaid health plans, mainly in Southern
California. There, a state government was trying to
cut costs in a hurry, and accepted unrealistically low
bids for Medicaid contracts and enrollment practices
that interfered with free choice. The underservice
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problem arose from the state government's politically
motivated purchasing policies, not from the nature of
H.IO's If we assure that every family has the
purchasing power to buy membership in a good plan,
and a free choice 'mong competing plans, organiza-
tions that make a practice of underserving members
will not last long.

This statement is not to imply that the financial in-
centives in the existing HMO's are perfect or that
their performance is without shortcomings. We sim-
ply do not know what are the "right" financial incen-
tives; there is no logical or empirical basis for such a
determination. CCHP proposes to find out what are
good incentives through experience in a competitive
market. And good incentives do not guarantee good
performance. Medical care is full ofjudgment and un-
certainty; mistakes are made in any setting, including
H MO's. HMO's may have replaced financial barriers
with institutional barriers to care. The most effective
pressure to perform to satisfy consumers is competi-
tion

CONCLUSIONs

CCHP's design principles were equity, practicality
and rational economics. But it was developed with an
appreciation of the broad political realities. Although
it may not be a first choice for any group, like the
FE.HBP, it might well be an acceptable "second best"
for many. CCHP offers the medical profersson the surest
basis for maintaining its autonomy. Without an effec-
tile system or economic competition to control and
legitimize costs, a system of direct government
economic controls is inevitable. Such controls would
inevitably be based on arbitrary numerical standards
applied across the board without respect for in-
dividual preferences or quality. They would involve
increasing paper work of a frustrating and unproduc-
tive kind The Medicare regulations give a taste of
what is in store down that road. The politicizing of the
negotiating process over physician fees would in-
evitably be damaging and unpalatable. By contrast in
an effective system of economic competition, such as
that proposed in CCHP. medical-care costs could be
controlled b% the judgment of physicians. Individual
pre' '-nces vould be respected. For this system to

t.,.. physicians would hale to accept responsibil-
it% for managing the total health-care costs of their en-
rolled population groups. Acceptance of such a role
would enhance the social contribution and recogni-
iion of the profession.

In addition to offering the best prospect for bringing
costs under control, CCHP offers substantial attrac-
tions to various important groups in society. This
characteristic should give it broad political appeal.
For the poor. it offers continuity of subsidized health-
plan coverage that is independent of job or Medicaid
eligibility, access to health plans that serve the middle
class and an increased supply of doctors resulting
from the "capping" of demand in well served areas.

CCHP would be especially helpful to the working
poor. For wrker, it offers an expanded range of
choice, improved efficiency and reduced cost through
competition and assured continuity of coverage in the
face of job changes or unemployment. Medicare
beneficiaries would be able to obtain protection
against catastrophic expense and reduced or
eliminated cost sharing by joining an efficient health
plan. For the well-Io-do, CCHP offers a finite "control-
lable" government commitment to personal health-
care services versus today's open-ended commitment,
less of a tax increase than for some of the main alter.
natives, less of a tax burden in the long run than
would be entailed by the status quo, and a private.
sector solution with a limited government role. For
hospital administrators, CCHP could mean relief from
burdensome, frustrating government regulations and
a chance to succeed by offering better services at lower
cost rather than today's increasing emphasis on
beating the regulations. CCHP offers poti kealdk in.
surers continued existence and a meaningful role.
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RECOMMENDED LOW-COST CHANGES TO EXISTING LAWS TO ENHANCE

COMPETITION AMONG HEALTH CARE FINANCING AND DELIVERY PLANS

ALAIN C. ENTHOVEN, Ph.D.

10 February 1979

1. STANDARDS FOR EMPLOYER HEALTH BENEFITS PROGRAMS AND FOR PRIVATE
HEALTH CARE FINANCING AND DELIVERY PLANS TO CONTINUE TO QUALIFY
FOR FAVORABLE TAX TREATMENT.

The Problem

Private health insurance now covers more than 170 million people.- This

industry has thus achieved an important public purpose. This is in sub-

stantial part attributable to public policies that encouraged it, in

particular the exclusion of employer contributions to health benefits

from the taxable incomes of employees, and the deductibility of employee

health insurance premium contributions. In 1978, the favorable tax treat-

ment of health benefits cost the federal government roughly $10 billion

in foregone income and social security tax revenues. There remain, how-

ever, important gaps in coverage, barriers to competition, and other

imperfections in the health insurance market. The tax exclusion offers

the government the opportunity to set minimum standards for private health

plans, as a condition for favorable tax treatment, that will make the

market achieve public purposes more effectively.

A. Standards for Employer Health Benefit Programs

1. Multiple Choice of Plans Offered.

Proposal: Each employer subject to the Fair Labor Standards Act,

,having 25 or more employees, shall include in any health benefits

program offered to employees a choice of no less than three health

insurance or delivery plans meeting the standards described in Part B

below. The choice of plans may include private indemnity or service

benefit plans, a self-insured plan, health maintenance organizations,

or a labor-management health and welfare trust fund. (Three different
"options" from the same carrier would not meet this requirement.)
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Reasons: The link between jobs and health insurance, fostered by

the favorable tax treatment of employer-provided health benefits,

has become one of the most important barriers to competition among

health care financing and delivery plans in the United States today--

a result Congress surely did not intend when it enacted the Internal

Revenue Code of 1954. Most employed people still are offered a

single health insurance plan by their employer, and are thus denied

some of the important benefits of competition and choice.

The multiple choice of health plan principle has been proved to be

practical and desirable in such programs as the 18-year old Federal

Employees Health Benefits Program now covering 10.5 million people.

It has also found successful though limited application in the

private sector.

Congress recognized the desirability of multiple choice in the HMO

Act when it required employers to offer their employees one group

practice and one individual practice 1010, if available. However,

H00s are too few in number, for the most part too small, and too

tightly regulated by DHEW, to be able to bring the benefits of compe-

tition and choice to most Americans in the foreseeable future. More-

over, there are other potentially attractive alternative health-care

financing and delivery systems that do not meet the detailed speci-

fications of the HMO Act. This proposal would open up competition

and multiple choice of health insurance plans to all employed

Americans.

The MO Act would still apply, i.e. if appropriate federally-quali-

fied 101Os are available in an area, the employer would still be

required to offer them. They could be included in the required

three plans.

2. Equal Dollar Contributions to All Plans Offered

Proposal: The employer's premium contribution must be the same

whichever plan the employee chooses The employer must also offer

payroll deduction to the employee for the employee's contribution.
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The employer may contribute different amounts on behalf of employees

indifferent actuarial categories (e.g. individuals, couples, families).

This provision does not require employers to contribute at any~parti-

cular level. If the employer is not currently making a fixed periodic

dollar contribution per employee (because, for example, he is offering

a self-insured or retroactively adjusted experience-rated insurance

plan), he must ascertain the actuarial value of his current arrange-

ments per employee and contribute an equal dollar amount on behalf

of those who join HMOs or other health plans.

Reasons: The intent of this proposal is twofold. First, it would subject

health plans to economic competition. The employee who chooses a more

costly plan would have to pay the difference in cash or other benefits

foregone. Second, it would make the competition fair.

Today, many employers pay 100% of the premium, whichever plan the

employee chooses, thus paying more to more costly health plans, and

subsidizing plans with weak or no cost controls against those with

effective cost controls.

I understand that DHEW is attempting to require equal dollar contribu-

tions on behalf of employees who choose MOs in its new regulations

implementing Section 1310 of the H0 Act. It would be more effective

to make this a requirement for the excludability of employer contri-

butions from taxable income under the tax laws. This would clarify

the legal basis for the regulation, extend it to competing health plans

in general, and simplify the enforcement.

Employers or collective bargaining agreements not now in compliance

with this principle could work out alternative arrangements that are

in compliance. For example, employers could contribute the difference,

on behalf of those who chose less costly health plans, to other tax-

sheltered fringe benefits. One frequent response would be for the

employer to pay no more than 100% of the premium of the least costly

plan, leaving it to the employee who selects a more costly plan to

pay the difference. An important effect would be to make all employees
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aware of the costs of their health benefits.

These two proposals together would put Congress firmly on record as

in favor of fair economic competition among health plans.

B. Standards for Health Care Financing and Delivery Plans.

(i.e. any plan that results in nontaxable fringe benefits such as

health insurance plans, HMOs, labor-management health and welfare

funds, self-insured health benefits plans, etc.)

I. Standard Basic Minimum Benefits.

Proposal: All health benefits plans must cover, as a minimum uniform

set of benefits, the Basic Benefits defined in the 10O Act. Coverage

may be subject to substantial copayments and deductibles. Additional

benefits may be offered.

Reasons: The covered benefits of health plans are often hard to

understand and compare. There are tricky exclusions and limits on

coverage. Consumers can understand copayments and deductibles and

make reasonable judgments about quality and accessibility of services.

But the effort required to become well informed about the significance

of many "fine print" exclusions is very great. This proposal would

standardize a lot of the fine print. All health benefits could then

be described in terms of Basic Benefits plus a manageable number of

additional benefits. This would focus competition on quality and

accessibility of services, and price. Price comparisons would be

easier and more meaningful. And ccnsumers would be protected from

tricky or misleading exclusions of important services.

This provision would also hold MlOs and other health benefits plans to a

more comparable standard of benefits.

This provision need not increase premium costs; premium can be reduced

even to quite low levels by raising the deductible. (For example, a

1973 Rand Report found that raising the annual deductible for a 25-

percent coinsurance policy from $100 to $1000 for an employee in Los

Angeles would reduce the monthly premium from about $13.50 to $3.40=/.)
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2. Limits on Cost-Sharins-"Catastrophic Expense Protection."

Proposal: All health plans must limit consumer cost-sharing (co-

insurance, copayments, deductibles) for Basic Benefits to a maximum

annual amount, e.g. $1500 per family.

Reasons: Tens of millions of Americans lack "catastrophic expense

protection" even though they have some health insurance. This is

particularly unfortunate in view of the fact that the infrequency of

catastrophic illness expense makes this kind of insurance much less

costly than "first dollar coverage." Many millions of Americans now

must plan to fall back on the public sector in the event of catas-

trophic illness. Thus, it seems reasonable to require that every

plan provide such protection.

Cost-sharing by the patient has been considered to be a valuable

economic incentive to motivate the patient to consider the cost of

care. Whatever its merits in the case of ambulatory visits might be,

when the patient is seriously ill, it is the providers, not the patient,

who make the main cost-generating decisions. Thus, cost-sharing by the

patient should be limited to the comparatively low cost "patient-

initiated" and "elective" care.

If some believe that a $1500 limit would make premiums too high, then

the limit could be raised for example to $2000. But the extremely

costly expenses should be insured before "first dollar" coverage is

provided.

3. Continuity of Coverage

Proposal: All health plans must provide to covered beneficiaries:

(a) at least 30 days coverage to the unemployed after termination

of employment, to dependents after death of an employed family

member, and to divorcees after divorce;

(b) automatic coverage of newborn children;
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(c) the right for the unemployed, widows or widowers, divorced

spouses and dependent children, and dependent children upon

attainment of majority, who have been members of an insured

group to convert, without proof of insurability or reference

to prior medical conditions, to individual coverage at group

rates (plus reasonable allowance for handling costs) within

90 days.

Health plans may not cancel coverage because of illness or any

reason other than failure to pay premiums.

Reasons: Many people lose their health insurance when they lose

their jobs, are divorced, their spouse dies, etc. Dependent children

lose coverage upon relinquishing dependent status. This causes

individual hardships, and subjects the private health insurance

industry to justifiable criticism. This proposal would add little

to the cost of insurance, but would greatly enhance people's conti-

nuity of coverage.

4. Dependent Coverage Based on a Uniform Definition

Proposal: All health plan must offer coverage of dependent spouses

and children; employers must offer payroll deduction for employee

premium contributions. The definition of these dependents must

include at least those defined as dependents by the IRS.

Reasons: Different health insurance policies now use different

definitions of a covered dependent--thus adding an unproductive

element of complexity to the consumer's decisions, and unexpected

gaps in coverage.

5. Anti-Monopoly Provisions

Proposal: If a health plan offers care through a limited number of

participating physicians, it may not have participation agreements
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with more than 50% of the physicians actively engaged in the care

of patients in a county or metropolitan area (SMSA), unless the

Secretary of M waives the provision because the area is sparsely

populated and not able to support competing health plans, or

because he finds that significant health plan competition exists

in the area.

Reasons: Blue Shield plans or Individual Practice Associations

(IPAs) could become important barriers to competition if they were

to sign up all or most of the doctors in an area. The FTC has been

taking action against physician control of Blue Shield plans. A

more effective approach would be to make sure the Blue Shield plans,

IPAs and others, are subjected to competition from other health

care plans. Genuine competition requires that each physician

community be broken up into competing economic groups.

I. AN EFFECTIVE AND FAIR HMO OPTION FOR MEDICARE BENEFICIARIES

Proposal: Change Section 1876 of the Social Security Act to permit

any Medicare beneficiary to direct that the "Adjusted Average Per

Capita Cost" (AAPCC) to the Medicare program for people in his

actuarial category who are not members of HMO, be paid, as a

premium contribution on his behalf, to the federal or state quali-

fied HMO of his choice in the form of a fixed prospective periodic

payment.

Each HMO agreeing to this form of payment would construct an

"Adjusted Community Rate" which would be its basic community rate

actuarially adjusted for Medicare benefits and the utilization of

the Medicare beneficiaries. If the "Adjusted Community Rate" is

less than the prospectively determined AAPCC, the 1K0 must p.,ss on

the difference to its Medicare beneficiary members in the form

of better benefits, or reduced premiums or cost-sharing. If the

Adjusted Community Rate exceeds the AAPCC, the RHO entering such

a "risk basis contract" must provide the Medicare benefits for the

AAPCC amount.

47-296 0 - 79 - 21
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Reasons: Today, Medicare does not pay KIO in a way that conforms

to their usual way of doing business, i.e. on the basis of a fixed
prospective periodic payment for comprehensive services. Instead,

Medicare imposes on them the fee-for-service cost-reimbursement

mode of payment with its cost-increasing incentives. (There is a

provision--Section 1876--for paying HMOs on a quasi-per capita

basis, but it is very complex, is discriminatory against HiMOs and

their members since the government keeps half the "savings", retains

elements of cost reimbursement, and has not been put into operation

to any appreciable extent.)

Thus, Medicare often pays substantially less on behalf of benefi-

ciaries who join HMOs than on behalf of similar beneficiaries in the
same area who choose to get their care from the fee-for-service

sector. For example, in 1970 Medicare paid $202 per capita (on a
cast-reimbursement basis) on behalf of beneficiaries cared for by

cost-effective Group Health Cooperative of Puget Sound, but paid $356,

or 76 per cent more, on behalf of similar beneficiaries (i.e. an
age-sex-area matched sample) who chose fee-for-service. On average,

for six group practice prepayment plans around the country included
in the study from which these date come, Medicare paid 36 per cent

more on behalf of similar beneficiaries who chose fee-for-servce. /L/

And it is in the nature of Medicare cost reimbursement that this

subsidy to fee-for-service will increase as the cost differential
widens. This Medicare system deprives beneficiaries of an important

financial incentive to join a cost-effective organized system of

care. In 1977, less than 300,000 Medicare beneficiaries were 10
5'

members, about one per cent of all beneficiaries.-

This proposal would enhance fair competition and incentives for cost
control. Thus, it would make Medicare more of a force for delivery

system reform. Under it, Medicare would pay equally for HMO and

non-lO beneficiaries, which would be fair.

Eventually, the present Medicare system, with its extremely complex

and rigid regulatory apparatus, ought to be replaced by a payment



319

system based on fixed prospective per capita payments by actuarial

category, and fair economic competition in the private sector,

based on a broadened definition of health plans eligible to parti-

cipate.

Eventually, also, a similar HMO option should be required in all

Medicaid programs.

1
Source Book of Health Insurance Data, 1977-1978.

2
Joseph Newhouse, et al., An Estimate of the Impact of Deductibles on the
Demand for Medical Care Services, R-1661-HEW, Rand Corporation, October
1978.

3"S. Goss, A Retrospective Application of the Health Care Maintenance
Organization Risk-Sharing Savings Formula for Six Group Practice
Prepayment Plans for 1969 and 1970, Actuarial Note Nimber 88 (DHEW Pub.
No.(SSA)76-11500), Washington D.C.: Government Printing Office, 1975.

4"M. Corbin and A. Krute, "Some Aspects of Medicare Experience with
Group-Practice Prepayment Plans," Social Security Bulletin, 38, March
1975.

5
"National HMO Census Survey, 1977. Washington D.C.: George Washington
University Health Care Administration, August 1977.
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June 7, 1979

The following is the text of a speech prepared by Representative
Al Ullman, Chairman of the Ways and Means Comittee, for delivery to the
National Journal Conference on Health Policy in Washington:

National Health Insurance is a monument still waiting to be built in
this country. But certainly not for lack of architects. Teddy Roosevelt
ran on a national health ticket in 1912. Sixteen presidential campaigns
later, Jimmy Carter called for (and I quote) "A comprehensive national health
insurance system with universal and mandatory coverage".

Campaign politics demand a major debate on health. TP.e President will
soon add his own national health plan to a list of others that have been
announced this year. I am confident that his plan will give us some long-
range direction.

But it is my judgement that Congress is in no mood to vote for a multi-
billion dollar health package this year or next. We've Just spent months
struggling over a budget for the coming fiscal year. We held a tough line.
And I think we can maintain that discipline and balance the budget in fiscal
1981.

Congress is not opposed to the idea of national health insurance, but
Congress is opposedto any major plan that breaks the budget.

It is within that apparent contradiction that I want to propose a modest
health plan for this Congress. My plan does not broaden health coverage; nor
will it increase the layer of benefits. It costs the government nothing.
And it can be achieved this year.

But while the debate over the grand design of national health insurance
goes on, we can start by turning around some of the incentives that have been
driving up the cost of health for years. That means making this country
take a collective look at exactly what the "last dollar" really buys -- and
whether we should spend it on something else. That means forcing the consumer,
the doctor, the provider and the insurance company to opera their eyes to the
wide range of health benefits and their price tags -- and 6hen asking the
consumer to decide exactly how much coverage he wants for his health dollar.

The proposal I will lay out today restructures the financing of our health
care industry. It encourages competition within the health industry to offer
more economic policies to the consumer. And it would check and stabilize today's
rising proportion of the gross national product spent on health care:

My proposal has six essential cost controls:

1. Changing tax laws to encourage greater enrollment in pre-paid health
lans.

2. Placing a cap on the Federal tax subsidy for medical insurance.
3. Requiring a choice of health plans where only one expensive fee-for-

service health plan is currently offered by an employer.
4. Requiring employers to pay equally to each plan.
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5. Changing medicare law to encourage elderly patients to join
health maintenance organizations (HMO's), and

6. Mandating a statewide demonstration project similar to Oregon's
project health for our low income population.

I want to capsule a few of the most visible incentives now driving up
health costs - and then explain how my plan limits them.

Our Federal tax system invites almost limitless health care spending.
The way our laws arewritten now, medical and insurance payments by the
employer for the employees are not taxed. If the same dollar were paid
directly to the employee to buy his own health plan, that dollar would be
taxed as ordinary income. Consequently, employees would rather have a
dollar of health insurance than a dollar of wages. That tax break has
encouraged tough bargaining for "first dollar", very expensive and compre-
hensive hnedical plans in contract settlements.

In short, this incentive distorts consumer choice. Instead of spending
a taxable dollar on housing or food, the consumer is almost forced to take
that dollar in health care to beat the tax. This must end.

Today's health system has built-in incentives for doctors to increase
costs. Doctors and hospitals enjoy the finest billing system one could
theoretically design. It reimburses all costs. The higher the fees, the
more revenue that automatically flows. The patient and the doctor have
no incentive to hold down costs.

There is also the costly tendency among doctors to practice what's known
as "defensive medicine" to avoid rising malpractice suits and awards More
tests, more hospital days -- more money.

Million dollar equipment and technology have become the symbols of blue-
ribbon hospital care -- both for the doctor and the patient. There are few
incentives and few excuses in our cost-reinursement world that encourage
a hospital administrator to say no to a doctor who wants the latest novelty
in high technology.

In many instances, exotic equipment has not improved health care signifi-
cantly. In fact, sometimes the opposite is true.

The risk imposed by radiation may, for example, offset the benefits
derived from marginal X-rays. The open-heart surgery unit is a major medical
advance and has saved many lives. But it must be used at full capacity both
from the standpoint of cost efficiency and decreased risk. Units operating
at less than full capacity typically show greater mortality rates and higher
per capita costs.

Like the billing system for doctors, hospital costs are fully reimbursed.
It is the marginal decision -- like an extra day in the hospital for routine
lab tests -- that often generates the most revenue relative to costs. With
an invisible "third party' insurer paying more than 90 percent of the cost,
the consumer and the doctor rarely spare the expense.

The consumer has absolutely no incentive to keep costs down. He is com-
pletely insulated from the actual cost of his care once he walks through the
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hospital door. In most cases, he has bargained for the Cadillac of health
plans -- unaware that he is paying the cost.

Thus, the effect of most present insurance plans is to distort the choice
of what the doctors and the patient - at a distance - would regard as appropriate
medical care. Instead, the hospitals are encouraged to add to the expense.

Although the consumer eventually pays for full cost of his care through
higher prices, the choice of care -- once that patient is in the hospital --
clearly reflects his net out-of-pocket cost. And since that cost appears so
modest, or even zero, the patient and doctor normally choose more expensive
care than they would if insurance coverage weren't so handsome.

In this way, our current method of financing hospital care denies patients
and: their doctors the opportunity to choose effectively between higher-cost
and lower-cost hospital care -- and maintains the consumer's illusions that
hospital care is virtually free.

Some simple but striking numbers will illustrate this point. In 1950,
per capita cost for hospital care was slightly over $24 per year, and private
insurance and government programs paid 49% of hospital bills. This meant that,
on the average, the net cost to a patient was $12. By 1977, per capita cost
had jumped to about $297, but private and public insurance was paying 94% of
the hospital bill, leaving a net cost to the patient of only $17. In real
erms, taking into account inflation, the net annual cost to the patient for
spital care at the time of illness has decreased significantly during the

past 27 years.

Medicaid and medicare are major social landmarks -- but have turned out to
be financial monsters. Both of these systems reimburse medical costs retrospec-
tively, with disastrous results. Once again, doctors and hospitals have no
Incentives to control costs because federal payments are automatic no matter
how high.

All tied together, these incentives are rapidly adding billions to the
nation's health bill. The facts have been cited many times before but bear
repeating. From 1950 to 1977, the percent of GNP spent on health increased
from 5.2% to 8.8% or an increase in the share of 69 percent. Per capita health
expenditures have increased from $141.63 a year to $763.92 a year over this
same period. The largest source of this increase has been hospital care. In
1969, hospital care represented 32.9 percent of total health care expenditures.
In 1977, that share had increased to 40.4 percent.

Various ways of changing the health care market have been discussed this
morning. Some of these ideas involve more government regulation of the health
care industry, other attempt to reduce "third party' payments and make the
consumer more aware of the true cost of care, while other proposals build
competition into the health care industry.

Government simply cannot regulate the entire industry effectively. Once
the accelerator is stuck, putting on the brakes may slow the car -- but the c--
damage is extensive.



323

We can, however, identify the cost to the consumer and foster keener
competition.

We've got to begin by removing the tax incentives for employers to provide
very expensive coverage -- when the employer might well be satisfied with a
more limited plan. To turn that incentive around, I propose that all employer-
paid premiums be taxed as ordinary income to the employee unless the employer's
health plan meets three conditions:

First, that employer's contribututons to all employee health plans be
limited to the least expensive Federally qualified Health Maintenance Organization
(HMO).

The emergence of HMO's has demonstrated that high-quality, comprehensive
health care can be provided at less expense than a traditional indemnity plan
which relies on fee-for-service reimbursements. This new and efficient delivery
concept eliminates the excuse for an open-ended tax subsidy for less efficient
health plans.

For employers not offering a qualified HO, their contribution would be
limited to the median cost-of HMO)'s across the country. Employers would continue
to offer more expensive plans, but employees would have to pay the additional
costs. If, for example, the median cost of HO's were $100 a month and the
company's present high-payment plan cost $140, the employee must make up the
$40 difference out of pocket.

Thus, workers could continue to choose a more expensive plan if they
believed the benefits from such a plan were worth the extra money.

Second, I would require employers not offering Federally certified HMO
plans to provide a qualified prepaid health plan if one is available and can
handle the business.

If no such plan is available, employers would have to offer their employees
a "low option" plan costing no more than 50 percent of the median cost of
Federally-certified HMO's. A "low option" plan can reduce costs by making
copayments and some benefit expenses deductible which gives the consumer
a direct financial stake in the cost of health care.

Employers simply must give their employees a clear choice of health plans.
Right now, that choice is typically limited to one plan which often provides
much more care than the employee needs. I want the employee to sit down and
choose exactly what he wants for the money -- the cadillac or the chevette.

Third, employer contributions for all plans -- low-cost or high-cost --
would be the same. This makes the employee's choice of plans even more
critical. If he chooses a plan that costs more than the employer's fixed
contributulon, he would pay the difference himself. If the employee chooses
a plan that costs less than the employer's contribution he would receive
the difference in cash. If, for instance, the employer's contribution were
fixed at $100 and his employee wanted the low option plan costing $60, he
would receive the $40 difference in his pay.
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The Implications of this proposal can be drawn from the Federal employees
health benefit package, which already offers employees a large choice of plans.
Among the plans offered is a "high option" Blue Cross-Blue Shield plan, whose
cost Is $110a month per month per family, and a "low option" Blue Cross-Blue
Shield plan, whose cost is $40 a month per family. The Federal government
now pays $27 per month more toward the high benefit plan -- thus subsidizing
the additional, perhaps largely unneeded, coverage. My proposal would prevent
the employer (in this case the Federal government) from distorting the
employee's judgement whether the extra is worth the extra cost.

My proposal would also change the law to encourage prepaid plans to
participate in medicare. Under today's medicare laws. HMO's may be reimbursed
on a cost, or "risk", basis. The level of payment, however, is determined
retrospectively -- an approach that Is fundamentally inconsistent with the
prepaid approach.

Under my proposal, an H0 would receive 95 percent of the amount medicare
pays for the same benefits in a private plan. That's a five percent saving
to the government without any loss of benefits to older Americans. In addition,
the elderly would be offered broader benefits to encourage them to join an
HMO. These benefits would be paid for by the savings generated by the H10's
more cost effective medical service.

Finally, weneed to experiment with alternate health care systems for
the poor. For several years, Oregon has funded an interesting demonstration
experiment called Project Health. In essence, Project Health is an agency
for the county which acts as a broker for low-income families. It offers
six health plans ranging from per capita to fee-for-service.

Once enrolled, families are counseled on what health plans'would best
suit their needs and provides a sliding scale of payments based on income
and the type of plan chosen. The scale is highest for the most expensive
plan and lowest for the least expensive plan. Yet, there Is some contribution
required to all plans.

This project has shown that such a system can be administered and holds
the potential for reducing health care costs. I recommend that a state-wide
system similar to Project Health be implemented to determine whether other
forms of health care delivery can economically serve the poor. Again, I
believe that competition between HMOs and fee-for-service plans will yield
the finest care to the most people for the government dollar.

The proposal I am outlining today strikes at several areas.

It will reverse the incentives created by our tax system to select the
most expensive health care coverage. It will create incentives for employees
and employers to choose plans that contain cost incentive features. It will
encourage, and ultimately force, employers to offer their employees a choice
between plans that are prepaid and plans with substantial cost reducing
capability.

It changes the incentives in medicare to encourage elderly patients to
select prepaid plans rather than the fee-for-service system. And finally,
it sets up, on a demonstratic basis, a plan to change the way health care is
offered to the low-income sector of our society.
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This proposal encourages the formation of alternative health care
delivery systems. It does not force anyone to join prepaid plans. It
does not end the tax subsidy for medical care. It simply encourages
competition. Ultimately, it would encourage doctors to form health care
delivery systems and actively compete for the patronage of employee groups.

This proposal will be formally discussed as part of the Committee's
study of broader national health programs.

There's no question that this country needs a long-term commitment
to economical and quality health care. But hammering out a national
Insurance program is going to take a great effort. Like building a sky-
scraper, we've got to progress one story at a time. I don't have the
blueprint for the entire building. I just want to add the first floor.
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Consumer- Today's dominant health care
financing system blocks

centered vs. economic competition and
I o rewards doctors and hospitals for

cost-increasing behavior

health insurance

Alain C. Enthoven

Most employees and their
dependents In the United
States have health Insur-
ance provided by the
employer or labor-manage-
ment health and welfare
fund. In this system,
employees and their fam-
ilies lose their health
insurance when the
breadwinner loses his or
her job while, at the
same time, a Medicaid
beneficiary can lose
Medicaid eligibility by
getting a job, even a poorly
paid one. Most health
insurance pays the doc-
tor on the basis of
fee-for-service and the
hospital on the basis of
cost-reimbursement, re-
warding both with more
revenue for providing more
and more costly services.
The insured employee has
little or no incentive to
seek out a less costly
provider. There are no
rewards for economy in
this system. It should
be little wonder, then, that
health care costs are out
of control. There are al-
ternative financing and
delivery systems with
built-in incentives to use
resources economically,
but, the author of this
article asserts, their ability

to compete and attract
patients with their superior
economic efficiency is
blocked by many laws and
government programs.
The author believes that
the most effective and
acceptable way to get costs
under control, and at
the same time achieve
universal coverage, would
be through a system of
fair economic competition.
He discusses his Consumer
Choice Health Plan pro-
posal and describes how
one of the main barriers
to competition is today's
system of job-linked
health insurance.

Mr. Enthoven, a former
assistant secretary of
defense and president
of Litton Medical Products,
has been studying health
care financing since he
joined the Graduate School
of Business at Stanford
University, where he Is
Marriner S. Eccles Professor
of Public and Private
Management.

In 1977, the nation's health care spending exceeded
$i6o billion-four times the z965 amount. From z965
to 0977, real per capita spending (i.e., net of general
inflation} increased 94%1 health care. spending went
up from s.9% to 8.8% of the GNP. Business bears
much of this cost, as employer and taxpayer. For
example, from z965 to 1977, General Motors' health
insurance premiums increased 6.8 times over, from
$170 million to $.i6 billion.

Public sector spending rose more than seven-fold,
from $9.5 billion (25% of the totally in t965 to $68.4
billion (42% of the total) in 1977. Federal Medicare
oudays alone will double from 1976 to 198o, up
from $18 billion to $35 billion. Most of this govern-
ment spending is open-ended and not controllable.
Not only does this spending contribute much to the
tax burden, but also to the federal deficit and intia-
tion, and therefore to the "inflation tax" on business
Ji.e., taxable income based on historical cost rather
than replacement cost].

Reduced to simplest terms, the main cause of rn.
away health spending is that our health care financ-
Ing system is dominated by cost-increasing incen-
tives and is almost devoid of economic competition
In the production of health care services.

Today's familiar system of job-centered health
insurance is one of the main barriers to economic
competition in health services. It is thus a major
contributor to health care cost inflation. It is in-
compatible with universal continuous coverage. And
it is the cause of many nonproductive administrative
burdens.

To achieve real economic competition in health
care services, universal continuous coverage, and
Authag .Dte PpN sAioa of " Utie was supported 1h t.h 54aq 1.
Kasar Fmnul7 lowuaio,.
Uwe's now AH reesescs me Ned ast e sad f his snle on pap aS&.
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administrative simplification, we need i fundamen-
tal change to a consumer-centered system. We need
a system in which each consumer (i.e., individual
or family) can choose annual membership in any
of the health care financing and delivery plans
("health plans") meeting appropriate standards in
his or her area and in which employer and govern-
ment premium contributions on behalf of each con-
sumer are directed to the plan of his or her choice.

The need for this change is one of the most fun-
damental, and poorly understood, issues in the na-
tional health insurance policy deliberations in Wash-
ington today.

Today's financing system
causes inflation

There are good reasons for much of the increase in
health care spending: growth in public and private
insurance coverage brought access to many who pre-
viously did not have it, especially the aged and the
poor, advances in technology increased the power
of medicine to prolong life and enhance its quality.
But the increase in spending has far exceeded what
could be justified on these grounds, especially in
recent years.

The main cause of the unjustified and unneces-
sary increase in costs is the complex of perverse
incentives inherent in today's dominant system of
health care financing. Consider:

O Most doctors are paid on a fee-for-service basis
that rewards them for providing more and more
costly services whether or not more is necessary or
beneficial to the patient.

o Hospitals are reimbursed for their costs, and so
are rewarded with m 3re revenue for generating more
costs. Indeed, a hospital administrator who seriously
pursued cost cutting (e.g., by instituting tighter con-
trols on surgical procedures and laboratory use and
avoiding purchase of costly diagnostic equipment
by referring patients to other hospitals) would be
punished both by an immediate loss in revenue
(Medicare and Medicaid would cut dollar for dollar)
and eventually by a loss in physician staff, and
therefore, patients.

o Most consumers have health insurance and thus
are left with, at most, a weak financial incentive to
question the need for or value of services. Today's
system gives most patients the right of "free choice
of doctor," but little or no incentive to seek out a
less costly doctor or system of care because their

health insurance premium will be the same which-
ever they choose. Furthermore, benefits for more
than two-thirds of the employees in private industry
health plans are paid for entirely by employers, so
many employees have little or no knowledge of or
concern over how much their health insurance
costs.,

Within this financing system, the question of how
best to spend a limited amount of money for the
health care of a population is never even posed.
Providers of health care services (mainly doctors
and hospitals) are not required to set priorities, look -

at alternatives, and make hard choices. Such a sys-
tem must produce inflation in prices and waste in
the use of resources.

What we have today can be described as tax-
subsidized membership in an "Expensive Lunch
Club." Imagine that you and i9 friends belong to
a lunch club. You agree that you will each pay s%
of the total lunch bill for the group. Consider the
incentives. Suppose you go to lunch one day feeling
that a $2 salad would satisfy your needs and be just
fine for your health. You sit down and watch your
friends order. One orders filet mignon; another
orders lobster. Now it is your turn. You calculate
that if you order the $r filet instead of the $
salad, it will cost you only So cents more,

Not only does membership in this club give you
little incentive to choose the less costly meal, but
also, if everybody in town is a member of this or a
similar club, there is not much incentive for any-
body to open an economical restaurant that special-
izes in healthy $2 salads.

Alternative financing & delivery systems

This system so dominates our health care financing
that most people take it for granted. But there are
alternatives in successful operation in the United
States today, economically rational health care f8-
nancing and delivery systems that reward people for
finding ways to deliver better care at less cost.

Physicians control or influence most health care
spending: the key issue in cost control is how to
motivate them to use hospital and other resources
economically. In the alternative systems, the source
of funds is not open-ended. Rather, physicians ac-
cept responsibility for providing comprehensive
health-care services to defined populations, largely
for a periodic per capita payment.

The list of such alternative systems includes pre-
paid group practices, individual practice associa-
tions, health maintenance plans, health care alli-
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Health nsuraace

ances, and vanable cost insurance.' There are many
variations on t] iese concepts, but each includes some
reward for economy In the use of resources. (Their
essentials are summarized in the ruled insert op-
posite, Alternative health care financing and delivery
systems.)

Many comparison studies provide convincing evi-
dence that prepaid group practices reduce total per
capita costs (premium and out-of-pocket to levels
some 1o% to 40% below those for comparable people
cared for under traditional fee-for-service insur-
ance programs.' The main way they do this is by
cutting the use of hospitalization by some 30% to
so%. Such cost reductions can be achieved without
reducing the quality of care.' Other systems might
be able to achieve similar savings.

I believe that if they were given an opportunity
to compete on equal terms, alterpative financing and
delivery systems that use resources wisely would
largely replace the system of uncontrolled fee-for-
service, cost-reimbursement, and third-party inter-
mediaries.

Decentralized market
to control costs

The main direction of public policy in the 19705
has been to protect the dominant system, and then
to try to limit its cost-increasing effects by govern-
ment regulation in the form of direct controls over
prices and capacity. I believe public policy should
be directed to creating and maintaining a system of
competition among health plans that relies on a
decentralized market to control costs.

Competition works better than regulation

There are many reasons for believing that the com-
petitive approach would be far more satisfactory
than reliance on direct controls on prices and ca-
pacity as a means of limiting cost. For example:

I. Experience in health care and other industries
shows that government controls on prices and ca-
pacity are likely to raise cost and retard beneficial
innovation.' In the long run, price regulation
amounts to cost reimbursement, and it gives pro-
ducers the same incentives. An across-the-board
percentage limit on hospital revenue increases, as
proposed by the Carter administration, rewards the
fat and punishes the lean.

Alternative health care financing
and delivery systems
An organized group of phsi-
clans. wortn tog0he In
"hsed taitties. In oollaboraskn

with professional manages,
provides voluntarily enrolled
mernbers elS, omrehensive
heal cars services. 0(5 per-
odic per capt payment sot In
adveno. Mostot fe physicans
srecommltnited full-lime lo Ste
care of erolld members. They
my be salaried, or be paid on a
per capits basis, and may
receive bouses *ed Io twe
program's ov es fMnancil su-
cess. or some* combinaio of
'hes. Exarnples of tes plans
are Kalser-Prmanents Mediat
Care Program, in six states,
mainly In Califomla and Oregon;
Group Healt Cooperatve of
Puget Sound, Washington; Har-
vard C;onvnni Health Ptan,
Massachusetts,

Indiv~ual p -r I, sesooflo
Physicians practice in heir own
offices on a fe-for-service
basis. As asgroupth" agree to
provide omrpreftenov -eatth
care services to 'heir oy 'ed
population lr to, af d
capita paymfent aetIn acix '0e.
To reconcile fee-tm-service with
the Per Capita payments. "h
Physicians agre to a maximum
fee schdule (the bit ft asso-
nafftion, no the pasent an toea
paow review of appropriatens
of sonics and ot- internal
managmen oontrols, and
socep varhin degrees of tis-
dal risk (eg.. a pro rat mduc-
lion in tee It t money runs
low). Typicaly, 'he association
scoount foronly a fraction of
t dodoss pracks. Exsmnples
of te" plans are Physicians
Association of Clacamnas
County, Oregon and Choicecas
Health Services in Fort Colins,
colorado.

Health main plan
The benefciary agree to get as
his Or her cwe from o on re*-
rat through Ste partiipatin p1-
mwy cars phys cian (i.e., a
geneatis such se I"m dofto)
of his or her choice. This phsi
cian agrees to Provide direay
ad oflcebeaed primary care
servi es for a monl retain
let. (In wme varlatorwon 'he
idea, the physcia Is Paid tee
for-service4 He arranges rsfer-
rals and supervises at othe
care, ix*idn spedasat serv-
ions and hospiffllzaffon. for
each of his enrolled benW-
dael. An ccou tisset up.
with r based on prwemm
revene, from fi~ he pays 'he
bile for aSth mother care. i 'he
endof ach yse. h shes n
'h surplus or dot In ts
account. Example of tho plan
are Nortwest teal'hcre
(SAFEO LI In eurane Com-
pany) In Wshinon and fi
Visconsin Physicians'Service.

Heath are alve snd
variable costI mm ac:
The narm rOf more to a
financial c pto than to a par-
tioje type of orparvrason. Sens-
tiaree t 0 ON eercare

from a Smite s of providers, or
on referrals undr teirconvo
In excitargebfr a lowrprernium
orbetter bees.(The plan may
pay for St services of a nonpar-
tiipatng provider, but an a basis
less advantageous 10 11*
ben~a eg.. 20% coInuff-
ance Wdtad o100% overed.)
The Iiewancpreniurn reflects
"t osceteern behaviorof

tes providers, in a cornpettive

conS-c coc"s orat1e the pre-
nium'n inr Mea WIN caus "hm
to los pabersa to other heeom
plamterdord Lksvrsiy
d"100yeesgropinaranc
plan with VWeP410 Ao Modcal
anto, California aniddie Howwll

Muical Service Association are
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2. Certificate-of-need regulation by states in which
a regulatory authority must issue a permit before an
increase in hospital capacity can take place has failed
to control overbedding. The leading experts can-
not agree on standards for the appropriate number
of beds.'

3. Where tried, competition has been effective in
controlling cost. The beat example is Hawaii where
most people belong either to the Hawaii Medical
Service Association or to the Kaiser-Permanente
Medical Care Program. While other factors con-
tribute to cost control there, and competition re-
mains attenuated by various government programs,
the two plans do compete vigorously. Their pre-
miums for comprehensive care are among the lowest
in the country. In 1976, hospital expense per Hawaii
resident was 68% of the national average despite
the fact that consumer prices generally are higher
in Hawaii than in most areas.'

4. Medical care has many characteristics that make
it particularly unsuitable for successful economic
regulation. Because of the nature of the service, the
government cannot measure output or evaluate its
quality (except in cases of extreme abuse). The
"doctor office visit" and the "patient bed day" are
not standard units whose prices can be regulated
like passenger miles or kilowatt-hours.

5. Government often responds to well-focused
producer interests; competitive markets respond sys-
tematically, if imperfectly, to consumer interests.
People specialize in production, diversify in con-
sumption. They are therefore much more likely to
pressure their representatives in government on
their producer interests. Health care resource alloca-
tion ought to be guided primarily by consumer
preferences.

6. People accept efficiency-improving changes (e.g.,
closing unneeded plants or hospitals) produced by
impersonal market forces in the private sector. But,
when such changes are imposed by government,
those who would be harmed resist them, usually
successfully, through legal and political action.
(Consider the extreme difficulty of closing post of-
fices and defense installations.1 This makes for great
rigidity in regulated industries. It would be virtually
impossible to close many unneeded hospitals by
regulatory action.'

7. Even if government were successful at con-
trolling total health care spending at the desired
growth rate, there would be no force in the regula-
tory system to motivate efficiency or equity in the
production or allocation of services. At best, the
controls would freeze the health services industry
in its present wasteful and inequitable patterns.

8. The decentralized competitive market leaves
maximum freedom to individual providers and con-
sumers. It encourages the pluralism and diversity
that is valued by the American people, The regula-
tory approach works on the basis of uniform num-
erical standards, It does not tolerate diversity.

9. The Carter administration's recent failure even
to get its proposed Hospital Cost Containment Act
through the House Health and Environment Sub-
committee illustrates that there is little political
support for more direct federal controls. The admin-
istration is simply incapable of enacting, let alone
implementing, an effective system of controls.

10. As FTC Chairman Michael Pertachuk recently
observed, "Although regulation might appear to be
capable of achieving faster results, it would be un-
likely to have much impact before it is fully in
place and any unforeseen imperfections worked out
.... All our national experience with such programs,
in fact, teaches that implementation of a regulatory
program takes a long time and never fully achieves
the promise which is so eloquently laid out on
paper."

Fair economic competition today

The. usual response to recommendations that we
follow a strategy of fair market competition is:
"We already have competition in health insurance
and health services and it is not working." This
response is based on a lack of understanding of
today's system. To be sure, we do see hospitals com-
peting for doctors and for prestige and doctors
competing for patients and for professional recogni-
tion. And we do have vigorous economic competi-
tion in health insurance (i.e., insurance carriers
compete with each other and with employer self-
insurance for contracts to insure employee groups).

But because of the way that health insurance con-
nects to health services, with few exceptions, there
is not economic competition in health services, The
competition we see is not of a kind that rewards
economy in the use of resources either in the pro-
duction or purchase of health care services. lust as
a town full of Expensive Lunch Clubs would have
competition only among expensive restaurants, so
today's dominant system of health care financing,
for the most part, limits competition to costly health
care delivery systems.

When economists talk about the competitive
economy as the most efficient way to allocate re-
sources, they are referring to a system in which:

1. Each producer pays the full cost of production
of the goods or services he sells. His profit margin
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(i.e., the difference between the competitive market
price and unit cost) is reduced if he lets his produc-
tion cost increase.

2. The consumer has limited resources. If he
spends more on one thing, he has less money for
other things, so he is motivated to consider the
value received for each dollar he spends. The con-
sumer is assumed to be well informed about the
price and quality of his purchases before he buys,
and his purchases are voluntary.

Under competitive conditions, trade produces a kind
of social optimum in which all opportunities for
mutual gain have been exhausted. For the moat part,
these conditions are not satisfied in our health care
economy today.

The system does not hold doctors and hospital
administrators responsible for the costs they gen-
erate. Doctors face no economic penalty for giving
care in an unnecessuly costly way. And, within
weak restraints, hospital administrators can pass on
increased costs to the third-party intermediaries who
pay more than go% of the bills.

Even the consumer is not cost-conscious because
his medical purchases are largely paid for by insur-
ance. And the consumer is at a large disadvantage
when it comes to information about the costs and
benefits of various health services. If his need is
urgent, his purchase is not well characterized as
voluntary.

Instead of requiring that the alternative financing
and delivery systems be allowed to compete on a
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fair basis, the government blocks competition by
the unintended effects of many laws and programs.
Virtually aUl Medicare beneficiaries are stuck with
the systerr. of fee-for-servi.e and cost reimburse-
ment. So Medicare pays more on behalf of people
who choose more costly systems of cere.

For example, in 1970, Medicare paid S2oz per
capita on behalf of beneficiaries cared for by cost-
effective Group Health Cooperative of Puget Sound,
but paid $356, or 76% more, on behalf of rimilar
beneficiaries who chose to get their care from the
fee-for-service sector. So while the Medicare pro-
gram strains the federal budget, its beneficiaries are
locked into an Expensive Lunch Club. And the tax
laws block competition in ways that are described
below.

Consumer Choice Health Plan

A system of universal health insurance and fair
market competition among health plans would work
as follows:

1. Once a ye* each consumer would be offered
the opportunit, , enroll for the coming year in any
one of the qua fled health plans operating in his
area. While traditional insurance plans offering
"free choice of doctor" on a fee-for-service basis
would be allowed, I believe that competition would
encourage, and in fact compel, the development of
"limited provider plans" with built-in cost controls.

In these plans the consumer would agree to get his
care from, or on referral by, physicians participating
in that plan, and each health plan would have agree-
ments with participating providers covering costs
and delivery of services. (Plans might allow "out of
plan" use on financial terms less favorable to the
beneficiary, and would have to cover emergency
services for members temporarily outside the plan's
service area.)

2. Whatever financial assistance each person or
family got toward the purchase of its health insur-
ance-from Medicare, Medicaid, employer, or tax
laws-would have to be the same whichever qualified
health plan the family chooses. Today, these Flanc-
ing sources usually pay more on behalf of people
who choose more costly health plans. Thus, if a
family chose a more costly health plan, it would
pay the extra cost itself out of its own net eftertax
income.

3. A uniform set of rules would apply to all health
plans. For example, each plan would have to accept
all comers, up to its capacity, without regard to age,
job status, prior medical conditions, and so forth.
(The system would include means for compensating

health plans for serving a less favorable than aver-
age mix of medical risks.) Every health plan would
have to follow rules with respect to nondiscrimina-
tory pricing (called community rating), comprehen-
sive benefits (as defined by the national health in-
surance law), and full protection against the cost of
catastrophic illness (i.e., a limit such as $Sooo on
each family's annual out-of-pocket cost for covered
benefits).

The point of such rules would be to assure that
the health plans compete to provide good quality
comprehensive care at a reasonable cost-the social
goals of the program-and not to profit by such prac-
tices as selection of preferred risks or catering to the
willingness of some people to take chances with
inadequate coverage.

4. For simplicity, each health plan would offer
one or two standard plans for the whole community
rather than a different, specially negotiated plan for
each employee group.

Consumers who join health plans that do a good
job of controlling costs would pay lower premiums
or receive better benefits. Health plans that do a poor
job of controlling costs would lose customers and
risk being driven out of business. Thus, in the long
run, the surviving health plans would be the ones
that offer a good value to their customers.

These are among the fundamental design prin-
ciples of the Consumer Choice Health Plan, a new
national health insurance proposal intended to as-
sure universal health insurance coverage and to
control costs through fair economic competition in
the private sector." Its main elements are sum-
marized in the ruled insert on page 145, Consumer
Choice Health Plan (CCHPJ compared to today's
situation. The proposal has been receiving serious
consideration by the Carter administration. Its adop-
tion will require substantial business understanding
and support.

(Carter and Kennedy's views on national health in-
surance are summarized in the ruled insert on page
148, Carter, Kennedy, and the AMA: where they
stand I

The feasibility of such a competitive system is
demonstrated in the ruled insert on page i5o. The
Federal Employees Health Benefits Program. The
plan has been in successful operation since 196o.

Consider a couple of simplified models of health
insurance, chosen to illuminate the essence of
today's problem and the character of the competitive
solution:

o Today all the doctors in town practice on a fee-
for-service basis, each charging what he or she con-
siders "usual, customary, and reasonable." The hos-

331



332

Health Insuramc

pitals charge amounts that cover their costs. There
are many insurers, each paying these fees and
charges. Each person is covered through an insurance
plan linked to his or her job for parent's or spouse's
and xoo% paid by the employer, with complete
freedom of choice of doctor. (This simplified model
of traditional insurance abstracts from the fact that
some of the insurance carriers are active in creating
alternative delivery systems and some other reforms)
this is part of "competition" described below.)

Today the insurers cannot control the cost of
health services. (The administrative cost they do con-
trol is a small percentage of the total.) They can
only pay the bill after the fact. They cannot nego-
tiate effectively with doctors and hospitals over fees
and charges, because they do not have the authority
not to buy if the price is not right. Only the patient,
with his free choice of doctor, has that. Simillirly,
the employers for unions) cannot control the cost
unless they are willing to tell their employees which
providers they can and cannot use-s willingness
not much in evidence in most industries.

The providers can control the cost of care, but
today there is no reward for doing so. Lower cost
does not attract more patients because the insured
patients have no reason to consider the cost. On the
contrary, a patient may perceive a reduction in cost
as a reduction i" uality.

The insured , itient realizes little or no savings
from going to a less costly provider or accepting a
less costly style of care (e.g., substituting outpatient
for inpatient care for the same condition). Even if
he does choose a less costly provider, his insurance
premium reflects the costs ol all the more costly
providers in town used by his insured group.

07 Contrast the foregoing model with economic
competition in which those who have the power to
make economizing choices are rewarded for doing
so. Most of the doctors in town are full-time par-
ticipants in one or another of several competing
alternative health plans. Each employee gets the full
multiple choice of health plans. Each employer
pays, say, $6o per family per month toward the
premium of whichever health plan is chosen by the
employee. The employee pays the test, as well as
any copayments charged by the health plan.

The patient still has "free choice of doctor" in
the sense that he can join the health plan in which
his favorite doctor participates. But now he also has
the right to agree to get his care from a limited set
of providers who offer him a lower premium and/or
better benefits. In this system, the patient is cost-
conscious because he can benefit by joining a more
cost-effective health plan.

The competing health plan must control coats
and pass the savings on to the consumers. And it
can control costs because it has the authority not
to buy from providers that it considers too costy.
Poviders must sell their services to consumers
who have incentives to consider cost as well as
quality.

Among other things, these simplified models illu-
strate why the individual consumer, and not the
employer or union, should be the customer. It is
the consumer-patient who chooses the doctor.
Together, they decide the costs. If we want the costs
to be controlled, they must both benefit from econ-
omizing choices.

The right product for economic choice

The conditions under which the competitive market
produces an efficient allocation of resources cannot
be well satisfied by a market in which the "product"
the consumer buys is the individual medical care
service. IThe following are also reasons why con-
sumer cost-sharing in individual medical purchases
is not likely to produce satisfactory cost control.1

First, our society has accepted the principle that
everybody should have health insurance. This con-
fronts us with the incentive effect of insurance on
the purchase of individual units of care. If the insur-
ance pays o%, the consumer has an incentive to
treat a unit of care that costs $o as if it really cost
S. Moreover, in order to protect families from the
risk of serious financial loss, an increasing number
of insurance policies include an upper limit on the
family's out-of-pocket costs above which all costs
will be paid by insurance. At that point, the weak
economic incentive introduced by coinsurance is
removed altogether.

Second, for most illnesses, the physician cannot
quote a fixed price for treatment in advance. You
go to the doctor with a pain in your chest and you
want to buy a cure. He cannot quote you a price
for a cure. Until he has done some work, he does
not know whether you have indigestion or a heart
attack. Thus In buying a cure, a patient buys a se-
quence of services whose composition is uncertain
at the outset. And the doctor's fee for an office visit,
for example, may be a poor indicator of what the
total cost for treatment by him will be.

Third, the individual episode of medical care is
not good material for rational economic calculation.
If the patient is in pain or urgent need of care, the
transaction is not entirely voluntary. The sick pa-
tient is in a poor position to make an economic
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analysis of treatment alternatives or negotiate with
the doctor over fees.

Fourth, it is very costly for the patient to become
well-informed about the costs and benefits of alterna-
tive treatments. He needs an appropriately motivated
doctor to act as his adviser and agent. The compre-
hensive health plan can satisfy this need. Part of
what it offers is the confidence that services will be
provided only if they are necessary and efficacious.

I believe the appropriate "product" for rational eco-
nomic choice by the consumer is the annual mem-
bership in one or another health care plan that
provides comprehensive services Ji.e., whatever
medical care you needle largely for a fixed prospec-
tive monthly payment. (This does not rule out
limited use of copayments.1 And the annual enroll-
ment is the time when one can reasonably expect
people to make a considered choice.

Thus a fair economic competition that allocates
resources efficiently can be organized around the
annual choice among comprehensive health plans.

Negative effects of
job-linked health insurance

Today's job-centered system of health insurance is
largely the product of a series of actions by the
federal government, in the r94os and zgos whose
primary focus was on wage controls, labor relations,
and taxes, and not on the structure of the health
insurance industry. Employer health plan contribu-
tions were excluded from World War II wage ceil-
ings. In 1948, the National Labor Relations Board
ruled health benefits an appropriate subject for
collective bargaining. The Internal Revenue Code
of 1954 confirmed the exclusion of employer health
plan contributions from gross income.

The consequence of these actions was to make
the employee group the predominant basis for health
insurance and to tie most people's health insurance
to the job of the head of the family. Two important
economic effects of these tax laws are to subsidize
employee decisions to select more costly health care
systems and to encourage employee pressure for
more employer-paid health benefits. If the employ-
ees take an additional dollar of gross compensation
in cash, they get to keep roughly 6o to 70 cents after
taxi if they take it in health benefits, they get the
full dollar. Employers and unions are motivated to
exhaust this opportunity for tax-sheltered pay.

The end point of this process is too% employer-
paid comprehensive benefiRt One serious conse-
quence is that employees then no longer have any
financial incentive to choose a less costly health
plan. For example, the autoworker who chooses
membership in a prepaid group practice plan that
provides comprehensive benefits for $77 per month,
rather than the Blue Cross plan that costs Srot,
does not get the savings because General Motors
must pay the whole cost either way. Thus some
collective bargaining agreements force the employer
to subsidize the employee's choice of a more costly
health plan.

It should not be surprising that the alternative
systems have grown slowly when one considers that
such powers as the U.S. government and the auto
industry pay large subsidies to the fee-for-service
sector on behalf of people who choose not to join
them.

An equally important unintended effect of the
tax laws excluding employer contributions from
taxable income is to limit the employee's health
insurance options to the plan or plans offered by
the employer or labor-management health and wel-
fare fund.

Employers have seen health benefits as a way of
attracting qualified employees to their company, or
as a way of discouraging unionization. Union leaders
have seen health benefits as a prize to be won at
the bargaining table, and as a way of making the
union the worker's benefactor. Both emphasize
benefits specific to the employer or union, and not
the use of this medical purchasing power to create
a market of competing provider groups in the com-
munity.

As we approach xoo% employer-paid comprehen-
sive benefits, health benefits cease to be an effective
tool for management to use in competing for em-
ployees. Other companies offer similar benefits, and
opportunities for bargaining prices for unions be-
come exhausted. At this point, management, unions,
and workers are locked into the Expensive Lunch
Club.

While management may try to roll back the bene-
fits, experience in 1978 with the mineworkers and
in z976 with the autoworkers illustrates that union
leaders must forcefully resist any "take away" of
previous bargaining gains.

As we approach the end point, health benefits
become an albatross around the necks of employer
and union, eating up an increasing percentage of
total compensation, and yielding no additional
benefit to either.

Labor and management might be able to control
health care costs by bargaining with providers over
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charges and controls on hospital use. To be effective
they would have to be able to limit the employees'
care to providers with whom they have reached cost
control agreements (or at least reward employees
for choosing participating providers). While this has
been tried, it has not become widespread because
it would take away the employee's free choice of
doctor-a valued right. Also, there is the threat of
physician boycott to enforce the free choice prin-
ciple."

Since the employee-not the employer or union-
chooses the provider, it seems reasonable to let him
bear the costs or realize the savings associated with
his choice. Labor and management could accomplish
this by agreeing that the employer's contribution
would be the same whichever health plan the em-
ployee chose.

The Health Maintenance Organization Act of
1973 requires employers to offer their employees
the option of joining one group practice HMO and
one individual practice HMO if such federally qual-
ified organizations are operating in their area. But
this small step in the right direction still leaves the
health plan market segmented.

For example, some employers might offer one
HMO in addition to their conventional insurance
plan while others offer a different one, so that the
HMOs rarely or never meet each other in direct
competition. Each can become, say, a% to 30%
more efficient than its fee-for-service competitor
and then settle into an equilibrium in which its costs
rise at the same relative rate as in the fee-for-service
sector."2

To create real competition, we need multiple
choice for each consumer. Also, to make the com-
petition fair, the law should require the employer
contributions to be equal among health plans. And
we need a tax law that does not subsidize the choice
of more versus less costly health plans, and that
gives the same tax benefit to premium payments
for any qualified health plan as it gives to employer-
provided plans. The way to do this is to replace
today's exclusion of employer contributions from
taxable income with a refundable tax credit usable
only as a premium contribution to a qualified health
plan.

In 1974, the Nixon administration proposed its
"Comprehensive Health Insurance Plan" (CHIP),
intended to achieve universal coverage by a three-
part national program including mandated em-
ployer-employee health benefit programs meeting
federal standards, a state-operated "assisted health
care program" for low income families and high
medical risks, and a federal program for the aged.

The Department of Health, Education and Wel-
fare staff has recently developed a version called
"Publicly Guaranteed Health Protection" (PGHP),
which would require everyone in the country to
purchase health insurance from a federal insurance
plan, unless employment groups chose to "opt out"
and purchase equivalent insurance-approved by the
government-from a private company." The first
groups to opt out would be the low medical risk
employment groups who could get lower premiums
through experience rating. This would leave the
high risks to be cared for by HMOs, which must
practice community rating (i.e., same premium for
same benefits for all groups), or by the federal plan.
Thus PGHP would leave the market fragmented and
strengthen today's barriers to competition.

Officials at HEW defend their reliance on the job-
link on the basis that it is familiar and, therefore,
easier to sell politically. The federal plan would have
to be a "free choice of doctor" plan based on fee-for-
service and cost reimbursement (the Expensive
Lunch Club again). Lacking competition, PGHP
would have to rely on direct price and capacity
controls to limit spending. Thus it is an example of
the way government intervention tends to freeze
existing patterns and block desirable change.

Administrative complexity

Systems that try to build universal coverage on the
employer-provided plan assume implicitly that
everybody is a member of a "typical family" headed
by one eamer continuously employed at on,: full-

335
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time job. But millions of people do not fit that
model; for example, of roughly 2o million manufac-
turing workers, about 8ooooo leave their jobs each
month." Their failure to fit raises a host of admin-
istrative complexities.

People who change jobs are often forced to change
health insurance plans, with gaps in coverage, new
starts on annual deductibles, and possible exclusions
or waiting periods for preexisting medical condi-
tions. If they belong to a closed panel plan such as
a prepaild group practice, they are likely to be forced
to change doctors when they change jobs, which
means new starts on medical records and doctor-
patient relationships.

In March 1977, of 47.5 million husband-wife fami-
lies, about 27.2 million had two or more earners."6
How would CHIP or PGHP deal with such families
Are they to be covered twice, through each spouse?
In fact, in t976, about 30 million people under 6,
had duplicate hospital insurance." That is waste-
ful, can produce excess insurance (collecting twice
for the same bill, and creates a need for complex
coordinationn of benefit" rules. If one employer
must provide the family's health plan, what are the
rules for deciding which it will be? Rules can be
devised, but they are likely to become extremely
complex and have perverse and unforeseen effects.

The job-health insurance link adds greatly to ad-
ministrative complexity in other ways. Each em-
ployer negotiates his own package with his insur-
ance company, with a special mix of benefits, co-
insurance schedules, and provisions concerning cash
flow and experience rating. Many of the variations
are idiosyncratic and add little or nothing to con-
sumer choice or better health care at less cost. It
would make more sense if each insurer offered one
or two standard policies, a "high option" and a "low
option" in each market area.

While marketing to employee groups instead of
individuals certainly aided the spread of health in-
surance, the job-link adds greatly to the time and
cost required to market a new health plan. A health
plan must first sell the employer and/or union and
meet their special requirements, and then sell the
plan to the employees. New alternative delivery
systems such as individual practice associations
would have a far easier time getting started if they
were merely required to satisfy the criteria of one
regulatory agency and if they were then allowed
to participate in a government-run open enrollment
in which membership was made available to all
persons in a market area.

A new role for labor
& management
There is little to lose and much to gain by cutting
today's link between jobs and health insurance.
Instead of labor and management bargaining with
each other over the details of comprehensive health
benefits, they should join forces and use their con-
siderable resources to create competition in the
health services industry-as industrial companies
have often done in other industries that supply
them.

They could sponsor the creation of prepaid group
practices, supply managerial talent and know-how,
help them raise money for start-up investment, and
sit on their boards. They could encourage the offer-
ing of prepaid groups, individual practice associa-
tions, health maintenance plans, and other cost-
effective organized systems to their workers. They
could organize good consumer information on the
alternatives (not an easy task), and act as advocates
for their employees in dealing with the health plans.

By creating an effective competitive system, labor
and management could cut the albatross of increas-
ingly costly health benefits from their necks and
simplify employer-union relationships. They could
agree, for example, on an employer health insur-
ance contribution level that would pay for member-
ship in a good comprehensive plan. The worker who
wanted a more costly plan could then pay the extra
cost with his own money. Employer contributions
would no longer be tied to the coats generated by
the most costly providers. Union leaders would then
feel less management pressure for rol backs in
health benefits, and they could concentrate on more
meaningful benefit improvements. And it would let
those employers who want to get out of the health
insurance business do so.

Workers would benefit from breaking the job-link.
They would have the assurance that their families
could remain covered by the health plan of their
choice, even if the breadwinner were to become
disabled or die, be laid off, or change jobs. And
health plan competition would give the employees
the benefits of better service and quality of care at
lower cost.

A company that can help reduce health care costs
in its area can thereby lower its total employment
costs and improve its competitive position relative
to employers in other areas. A company that leads
in creation of a cost-effective organized system of
care can earn recognition as a benefactor to its
workers and its community.
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Creating a competitive system and making it
work would reduce the need for government reg-
ulation and government spending on health care.
Public spending on health care is now increasing
about 12% per year. Heading off a fourfold increase
In public spending on health care over the next
Il years surely deserves the high priority attention
of business leaders.
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STANFORD UNIyERSITY. STANFORD. CALIFORNIA 94808

ALAN C. ENTHOVEN
AMMnR S. Eccts PROVrEssO

or I'Muuc AND PIUVAT MNwReNE r May 15, 1979

The Honorable Henry A. Waxman
Chairman, Subcommittee on Health and

the Environment
Interstate and Foreign Commerce Committee
United States House of Representatives
Washington D.C. 20515

Dear Henry:

At our dinner meeting on fay 2, we discussed the Administration's proposal
for Hospital Cost Containment. Because the circumstances were somewhat less
than conducive to sustained discussion of such a complex issue, I thought it
might be useful for you if I set down in writing my analysis of the proposal.

In criticizing the proposal, however, I do want to make clear that I agree that
there is a serious problem of excessive cost growth. The status quo is un-
satisfactory and untenable. The question is, do we try to improve things by
what Charlie Schultze calls "the command and control techniques of government
bureaucracy," or do we try to find a solution in rational economic incentives
and fair competition in the private sector? I think the people in your
diactrict would be beat served by a situation in which they all had a fair
multiple choice of Kaiser, Ross-Loos, Family Health Program, California Medical
Group (to mention a few that are in operation in or near your district), plus a
number of new entries such as the new HMO being started by the Lutheran Hospital
Association.

1. The main reason hospital costs are increasing beyond the rate they should,
why there is so much overinvestment, overutilization and waste, is the
complex of perverse incentives inherent in our dominant financing system
of fee-for-service for the doctor, cost-reimbursement for the hospital, and
third-party intermediary insurance with premiums 100% paid by employers or
government to protect the consumer from medical costs. The system rewards
providers of care with more revenue for giving more and more costly care,
whether or not more is beneficial to the patient. It leaves insured
consumerswith little or no incentive to choose a less costly health care
financing or delivery plan. (Most aren't even given a choice.) There
are many cost increasing incentives; there is virtually no reward for
economy.
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2. The main thing wrong with the proposed Hospital Cost Containment Act is
that it does nothing to correct the perverse incentives. It does nothing
to help basic reform of the financing and delivery system. It is a pure
spending restraint that reflects no concern for health care quality,
efficiency or equity. There is no good reason for supposing that its
effects will be focused on reduction in waste as opposed to reduction on
spending in general.

On the contrary, it reinforces the cost-increasing incentives. In the
face of such a control system, a hospital that thought it needed less
than a 9.7% increase in revenues would be foolish to take less than 9.72.
To do so would diminish its "entitlement" to future increases. (Hospitals
that think they need more than 9.72 will apply for exceptions.)

The original Carter Administration proposal clearly would have rewarded
the fat and punished the lean. (Imagine two hospitals doing exactly the
same job, one for $1 million a year, the other for $2 million. An equal
percentage increase allows the latter an increase of twice the dollar
amount.) In recognition of this problem, this year's proposal includes an
"efficiency/inefficiency bonus/penalty." Hospitals would be grouped by
size and location into "peer groups." A hospital whose routine costs
per day are between 902 and 1002 of the group mean would be allowed an
additional .5% annual growth. Hospitals between I0Z and 1152 of the
group mean would be allowed no such bonus/penalty, etc.

What is wrong with this? First, routine costs per day are a very poor
proxy for "efficiency." Indeed, most of the factors responsible for the
unjustified increase in costs such as overutilization and overinvestment
in costly specialized facilities are excluded from it. The "Hospital Cost
Containment Legislative Proposal" dated March 5, 1979 admits this in a
footnote on page 26, but it also admits that "data do not yet exist for
classifying hospitals by type of patients cared for," a necessary ingredient
(in DHEW's view) for a more precise measure. The lack of a suitable
efficiency measure is not the result of a lack of trying to find one. This
problem will not be solved soon. Developing a reliable method for classifying
case severity is one of the toughest, unsolved problems in health services
research.

A low hospital cost per case does not necessarily mean efficiency. It may
reflect a system that hospitalizes too many people who are not really sick.
The efficient HMOs in your district tend to have high hospital costs per
case (but low costs per capita) because they only hospitalize people who
really need it. Some areas may produce similar results without federally
qualified lMOs (such as Minneapolis).

Second, this system is sure to lead to endless complex arguments as to
which hospitals are suitable peers. When Medicare tried a similar concept,
a bunch of our local people had to fly to Washington to explain why they
should be included in the adjacent county's market area, why they should
be given credit for the severity of the cases they treated, etc., etc.
There is nothing as unique as a hospital!
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Third, the system would not work very fast to narrow the disparities.
Consider two peer hospitals, one with a routine cost of $90 per day, the
other with a routine cost of $115. If the former takes its allowed
10.2% for 5 years while the latter takes its allowed 9.7%, at the end
of S years the costs will be, respectively, $146.27 and $102.70. The
former will have gone from 78Z of the latter to 80%, hardly an overwhelming
"bonus."

Thus, the new Carter proposal still "re~iards the fat and punishes the
lean."

Moreover, controlling cost per admission introduces perverse incentives.
Hospitals that wanted to beat the system could increase total spending
faster while holding down cost per admission by e.g. admitting more low-
cost cases that might otherwise have been cared for on an outpatient basis,
or "cycling" patients in and out of the hospital, etc. Would-be regulators
will reply that they will develop counter-measures to detect and punish such
behavior. Inevitably, this will elicit counter-counter-measures, and so on.

At best, the system would, according to DHEW's claim, reduce hospital
spending about 13% by 1984 (i.e. from $145.8 billion per year to $126.50)
while locking the hospital industry into its present wasteful patterns.

3. Worse yet, this proposal and the need to extend the National Health
Planning and Resources Development Act have tied up the key Congressional
committees and diverted your valuable time and energy away from the issue
of basic financing and delivery system reform.

4. DHEW's case for the effectiveness of Hospital Cost Containment in achieving
even its modest stated objective is far from proved.

First, what is apparently the only systematic analysis of the experience
under the Economic Stabilization Program from 1971 to 1974, by Dr. Paul
Ginsberg, found the controls were not effective.

Second, the general history of economic regulation does not support the
presumption that regulation reduces costs. Indeed, the present moves
to deregulate transportation are based on the powerful evidence that
regulation has raised costs. (Admittedly, the competitive alternative is
readily apparent In the case of transportation. The feasibility of a
competitive solution in health care is much less apparent--though I believe
the evidence for it is strong.) The consensus among economists is that
public utility-type regulation motivates overinvestment, just one of the
phenomena DHEW decries. In all likelihood, state or federal rate
regulation will evolve into total budget review, which is likely to mean
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pretty much that each hospital next year gets X per cent more than
this year, regardless of how good a job it does in serving patients
or improving efficiency. How would these regulators avoid "capture"
by the regulated--a fate all too common in other regulated industries?
Why should regulators hold down the costs and take the political heat
from outraged local interest groups? There would be no reward in it for
them. If they do an effective job, the hospitals will bring pressure
to bear on their legislators and the legislators will put the heat on
the regulators. (I speak from eight years' experience reviewing and
trying to hold down the Defense budget.)

Third, the Administration proposal is riddled with pass-throughs, exemp-
tions and exceptions. Perhaps the worst is the pass-through of each
hospital's non-supervisory wage increases, a large element of cost.
This was purely a political concession to Labor, despite the fact that
hospital workers are now paid more than people with equal education and
experience doing similar jobs elsewhere. The Ways and Means Committee
added more exceptions, and it seems inevitable that more will be added
as the bill works its way through Congress.

Fourth, DHEW's table on page 18, intended to support the efficacy of
mandatory state rate regulation, is manipulated data carefully selected
out of context to prove a pre-determined point.

A more revealing table would compare each state's hospital spending per
capita, in the year the mandatory controls program began, as a per cent
of the national average, with the same number computed for 1977. This
might tell us something about how the controls influenced each state's
position relative to the national average. (Incidentally, I doubt
DHEW's classifications of states with mandatory controls and dates the
programs started. For example, AHA reports Colorado's law was enacted
in 1978, not 1977, and my conversation with the Commissioner in
February 1979 certainly did not leave me with the impression they were
exercising mandatory controls. However, I will accept their states
and dates for this table.)

Per Capita Hospital Spending As a Per Cent of National Average

Year Controls Per Cent Per Cent
State Started That Year in 1977

Conn. 1974 105 102
MD 1973 93 91
MA 1976 145 146
NJ 1971 88 92
NY 1969 148 135
RI 1971 114 109
WASH 1973 79 77
WISC 1975 93 95
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This is hardly a picture of overwhelming success. Only 3 of the states
"improved" by more than 2 percentage points, while 3 actually lost
ground. The only large reduction wes that of NY which was the second
worst state in 1969 and remained in that position in 1977. (The most
costly per capita state is Massachusetts.) The New York case involves some
quite special circumstances that are unlikely to be reproduced in a
national control program. The state was in a financial crisis to which
Medicaid was a major contributor. New York's hospital costs per capita
were practically the highest of any state. The political will to act
was there. And New York's "drastic action" still left it second most
costly in the nation. Even this drastic action apparently yielded a
gain of 13 percentage points relative to the national average over an
8-year period. This hardly supports DHEW's claim of a 132 national
reduction over a 5-year period. (To satisfy a Californian's curiosity,
our state was 11 per cent above the national average in both 1969 and
1977.) From a statistical point of view, the New York experience might
be explained as "regression toward the mean."

Fifth, some would-be regulators officials like to dismiss proposals
aimed at fundamental delivery system reform on the basis that "it would
take too long and we can't wait." Then they turn around and defend
hospital rate regulation by states from charges of apparent ineffectiveness
with the argument that "we have to give it time to get going."

5. What the proposal will do is to focus the attention of hospital adminis-
tratora on beating the regulations. More and more of their time will have
to be spent flying to Washington to plead for exceptions and reinterpre-
tations. There will be growing complexity. The system will follow the
path of the Medicare Law and Regulations and Internal Revenue Code and
Regulations. More resources will be spent in lawsuits, intensified
lobbying, etc. Overall efficiency will be reduced.

Finally, the Administration's case for regulation ignores the key issue,
and therefore is a non sequitur. The issue is not whether or not costs
are going up, and if they are we should regulate. The real issue is how best
to correct the perverse incentives inherent in the present system: through
more regulation, or through rational economic incentives and fair-market
competition in the private sector. I hear you are interested in doing some
hearings on competition. I think that is an excellent idea, and I would be
pleased to cooperate in such a venture. The lead-off witness ought to be
the Charles Schultze who wrote Public Use of Private Interest. That should
be followed by presentations by people who have studied the results where there
is competition. There is a lot going on around the country with respect to
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competition of alternative delivery systems. A lot of it is going on around that
beautiful Twenty-Fourth District in California. What needs to be done Is to
recognize it and to help it along.

With beat dishes.

Sincerely,

rifa
Alain Enthoven

cc. The
The
The
The

Honorable William Philip Gramm
Honorable Gary A. Lee
Honorable Barbara A. Mikulski
Honorable David Stockman

bcc. John Iglehart
Paul Ellwood
Jim Voha
Scott Fleming
Rose Wooden
Martin Feldstein

!V123 j4tAa w044,%tn.
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June 18, 1979

Mr Chairman:

Thank you very much for the privilege of appearing

before this Committee. I am speaking as a private citizen,

presenting my own views, not necessarily those of my

employer, Stanford University, or Kaiser Foundation Health

Plan, Inc., for whom I serve as an economic and financial

advisor.

There is no need to elaborate on the fact that the

costs of health care are increasing at a rate that cantlot

and should not be sustained. Medicare outlays alone eT

almost doubling every four years. The next doubling will he

very painful for the federal budget.

Manu factors contribute to the cost increase: general

inflation (though health spending has grown at about twice
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the general inflation rate), better insurance coverage, new

technology, aging population, etc. But there has also been

much overutilization of services, overinvestment and wastp.

The main cause of unnecessary and unjustified increase

in costs in the complex of perverse incentives inherent in

our dominant financing system for health c.1re:

fee-For-service for the doctor, cost-reimbursement for the

hospital, and third-party insurance to protect consumers.

with premiums usually paid entirely or largely by employers

or government. This system rewards providers of tare with

more revenue for giving more and more costly care, whether

or not more is necessary or beneficial to the patient. It

leaves insured consumers with little or no incentive to se'k

less costly health care financing or delivery plan. There

are many cost-increasing incentives and virtually no leward

for economy.

Medicare is based on fee-for-service and

cost-reimbursemeit. It is the single most powerful enqine

of inflation in our health care economy.

The structure of the Medicare program is a major

barrier to the growth of Health Maintenance Organiz. tions

and other organized systems of care that use resources

economically. The reason for this is that Medic.are

systematically pays more on behalf of people who choose more

costly systems of care. For example, in 1970 Medicare paid
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$202 per capita (on a cost-reimbursement basis) on behalf of

beneficiaries cared for by cost-effective Qroup Health

Cooperative of Puget Sound, but paid $356, or 76 per cent

more, on behalf of similar beneficiaries (i.e. an age-sex

matched sample) in the same area who chose to get their care

from the fee-for-service sector. On average, for six group

practice prepayment plans around the country included in the

study from which these data come, Medicare paid 36 per cent

more on behalf of similar beneficiaries who chose

fee-for-service. And it is in the nature of Medicare

cost-reimbursement that this subsidy to fee-for-service will

increase as the cost differential widens. Medicare

beneficiaries could get their care from the less costly

provider, but they were not allowed to keep for them:-elves

the savings generated by that choice either in loter

premiums or better benefits. Thus, the persons making the

choice are deprived of the reward for choosing econnmircally.

Mr. Chairman, we will never solve the problem of

health care costs until we allow consumers and providers to

realize for themselves the benefits generated by forming and

joining systems of care that use resources economically

There is a provision now, Section 1876 of the Social

Security Act, for paying HMOs on a quasi per capita ba ii

The provision is based on retrospective cost-finding -- a

method that is fundamentally inconsistent with the HMO's way

of doing business. It is an attempt to force the HP1O into
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the mold of an insurance company. It is unbelievably

complex. It is unfair to WO beneficiaries. I have

attached to my statement, for the record, a more detailed

critique of Section 1876 (Attachment A). The main point is

that in over six years of existence, it has failed to be put

into operation to any appreciable extent.

Mr. Chairman, your new proposal would change all this

It would allow the Medicare beneficiary to direct that 95

per cent of his or her Adjusted Average Per Capita Cost to

Medicare (AAPCC), prospectively determined, be paid to the

HMO of his or her choice as a fixed prospective premium

contribution. The beneficiary, in turn, would pay the

difference between that amount and the HMO's community rate,

adjusted for the greater utilization of the Medicare

beneficiary group. This would mean that virtually all the

beneficiary's medical care costs would be predictable in

advance. By joining an HHO under this plan, the beneficiary

would be relieved of the uncertainty about expenses he faces

today and the complexity of claims forms. It would men

that the beneficiary who chooses a HMO that does a good job

of controlling cost would get the benefit of that

economizing choice in the form of better benefits and lower

cost. Your bill would relieve the HNO of uncertaintiems

regarding its revenue. It would allow the WMO to plan on a

sure projection of per capita revenue, one of the keys to

HMO success today. And it would free the HMOs of the
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totally useless wasteful burden of retrnspective cost

finding now inflicted on them by the Medicare Program.

Your bill is an important first step toward the

ultimate reform of the entire Medicare program. Eventuel4.,

today's Medicare Program, based on fee-for-service and

cost-reimbursement, with all its incredible complexities

should be replaced by a payment system based on fixed

prospective per capita premium subsidies (based on actuarial

category, like the AAPCC), and fair economic competition in

the private sector, among private health plans meeting

reasonable Federal performance standards. In other words,

as of a certain date# new beneficiaries ought to be covered

by a new system modelled on the Federal Employees Health

Benefits Program (FEHBP) The savings in paper work alone

would be immense.

The FEHP now covers some 10.5 million people. It has

been in successful operation since 1960. It offers

employees a multiple choice oF competing alternative private

plans, and a fixed dollar contribution toward the pl~n o'

their choice.

A comparison of the FEHBP and medicare illustrators an

important point. The medicare law is 102 pages lon ) the

regulations fill 400 pages of fine print. The FEHBP laio is

eight pages long; the regulations are 16 pages long A

recent study showed that administrative cost per claim

BEST COPY AVAILABLE
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processed in the FEH9P was 22 per cent below that in

medicare. Thus we have a large-scale practical example to

show that competitive systems of the type I1 am recommending

are simple and workable.

If this reform is such a good idea, why hasn't it

happened before? What are the arguments against it?

In general, the answer is that most people have been

misled by certain false premises which have dominated

thinking on this subject. The false ideas and my answer to

them are as follows.

1. Mang People- believe thAt fee-for-service and

cost-reimbursement -re the onlu right and orooer W I_ pqA

the doctor and the hospital.

These-payment methods are, of course, very advantageous

to providers, from an economic point of view. But they are

not the only valid or successful payment methods. Health

Maintenance Organizations serve millions of people and have

been in successful operation for decades. Today about half

the federal and state employees in Kaiser's o 'th'evni

California service area belong to Kaiser. My own employer,

Stanford University, offers its employees a multiple choice

and, in the case of families, a fixed dollar contribution

toward the plan of their choice. Well over half the

47-296 0 - 79 - 23
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Stanford families choose either Kaiser or the Palo Alto

Clinic prepaid plan in preference to the ordinary third

party insured plan.

There is nothing experimental, risky, or second-clas.,

about paying for care on a fixed prospective per capita

basis.

2. MaqnA peole believe Jhat more medical cai'e is

necessarilu better thAn Les, And many. ._ieve th.-t ,A!:.

cannot cut cos wihu cgt . the g.ja..i-- o_.9f .a r. -.

Therefore, A. system hosoitalies pgo.pje much lo.ss or

t9X1 11nJ surgery must be sgspectS..

Both these notions are false. Pluch medical care i

uselessi that is, it has no effect on health outcome. Some

care is harmful.

About a year ago, I gave the annual Shattuck Lecture to

the Massachusetts Medical Society on the subject "Cuttiroj

Cost Without Cutting the Quality of Care. " It was publisbcd

in the USX Enlan gj g.f Medicine. I have attached .)

copy for the record (Attachment B) Ti.ere is no questions

but that, compared to today's wasteful patterns, costs could

be cut substantially while improving the quality of care

BEST COPY AVAILABLE
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3. t hir argument LnL hears is that uour bilU would

Sw v~i di a- f An K-Ail-M 9fl1 2Tt 10-En UMQs .:

That claim is not true. Under your proposal, the

Medicare beneficiartL not the HMO, would get the benefit of

the savings. The HMO would be required to pass the savings

on to the beneficiary.

Provided they are efficient enough to generate -a

surplus, the HMOs would be allowed to retain some of that

surplus to finance growth. If you want efficient HMOs to

grow, you have to allow them to generate capital to help

finance facilities and working capital. It is as simple as

that. Without adequate capital generation, theq cannot

qrow.

Is it a windfall for the beneficiaries already members

of HMOs? No. It is simply a case of treating them equally

(or 95 per cent of equally) and allowing them to realize the

benefit from making an economical choice.

4. The next argue ent advanced a.!jnst tn-. proR1:tl.

suopestion that somehow this would lead to a reenactmfr, t

of the spread health plari (PHP) scandal of So~cr.!

California in the eArlu 1970's

BERqT r nDV AV,I AnI 1
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Nothing could be further from the truth. The cause of

the PHP scandal was a state government that was trying to

cut costs in a hurry, that accepted unrealistically lo, bids

for Medicaid contracts from companies or health plans

created for the purpose, health plan; without establit,,d

reputations, and enrollment practices that interfered with

the free choice of the beneficiaries The scandal arcs

from the state government's politically motivated purchasinj

policies, not from the nature of HMOs.

What we are talking about under your bill, Mr

Chairman, is the opposite of these conditions. We .Jr-e

talking about giving individuals the freedom to choose for

themselves. Using some of their ow, money they wo,.,lJ he

able to choose to join established health care organizati-on

that have proved themselves in the private, employed meHtL

And they could join at dues rates that are realistcail.;

based on the experience of those organizations iv; thot.

market. We are not talking about cutting costs in a hurry

We are talking about setting in motion a long term process

of fundamental reform of the structure of the health cSr.e

delivery system. And I trust that we are talking about

enrollment procedures that respect the individual's free-du;n

of choice and help him to choose wisely

BEST COPY AVAILABLE
k"



353

5. Flw)- qne hea tkt unLt.T tpa.. a1._ U,.o..,:

tJh aAvsrnnn won't e auditing the cost% 9f the HMOs, so

uRa w't be able to kni whether tht_. government is Stj.a.n

iis m uoth.

First, the existing auditing approach is obviously not

doing a very good job of protecting the taxpayer's dollar in

Medicare. The Inspector General of HEW estimated that in

Fiscal 1977 there were $2.2 billion of fraud, waste and

abuse in Medicare alone. So the case for inf)icting thete

audit procedures on HMOs cannot be very compelling.

Second, under your proposal, the HMOs would charge sr,

Adjusted Community Rates a price tested in their competitive

private markets. Thus, the question of "getting their-

money's worth" would be tested in the best possible w ',.

that is by the judgment of satisfied customers who e.,

given a choice.

In a sense, your proposal would move us toward a sj.tim

like the FEHBP, a fair competitive market in uhic-

buyers are putting in some of their oun money and alp

therefore motivated to get value for it.

Finally, the government's contributors, is capped at

per cent of AAPCC. It is a bargain for the taxpayer.

Mr. Chairman, this completes my statement

BEST COPY AVAILABLE
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ATTACHMENT #1

Excerpts from

"Prepaid Group Practice and National Health Policy"

Alain C. Enthoven, Ph.D.

Keynote Address, 1976 Group
Denver, Colorado

Health Institute

June, 13-16, 1979

On the negative side, Medicare seems fully committed
to the fee-for-service and cost-reimbursement approach, even
where Prepaid Group Practices would serve Medicare bene-
ficiaries for fixed prospective capitation payments." ! believe

-"Mo-re recently, Medicare has moved to reimbursement below full
cost in some cases, while adhering to cost-related as opposed to Axed
prospective capitation paynients of the type used in the PEHBP.



there is widespread agreement that Medicare is one of the
main contributors to medical care cost inflation.

Because of its insistence on reimbursement related to
cost. Medicare is systematically biased in favor of more
costly systems of care. This grows out of a dilemma. People
spend more on health services (per capita) in part because
of greater need, and in part because they choose more costly
ways of meeting the same need. A perfectly reasonable
principle of social insurance is to pay more on behalf of
people who need more. But in health care services, needs
have been equted to costs, because we have no other usable
standard of medical need. This unfortunately means paying
more on behalf of people who choose more costly forms of
care. The Corbin and Krute study I mentioned earlier pro-
vide, powerful evidence in support of this. Medicare pays
20 percent more on behalf of beneficiaries who elect fee-
for-service than on behalf of their neighbors who select the
five hospital-based Prepaid Group Practice plans studied.
The Government does not help your business to grow and
prosper by paying a 20 percent subsidy to your competitors.
A public policy that pays more on behalf of people who
choose more costly systems of care is a contributor to health
care cost inflation."

Ironically. there seemed to be a very clear understanding
of the effects and importance of financial incentives for
health care costs in the Congress when it was developing
the Social Security Amendments of 1972. For example, the
House Ways and Means Committee Report of May 1971
included these words:

"Payments to health maintewanwe organizations.
Under present law, organizations providing comprehen-
sive health services on a per capita prepayment basis
cannot be reimbursed by Medicare through a single capi-
tation payment encompassing all covered services pro-
vided to Medicare enrollees. Instead, Medicare reimburse-
ment to group practice prepayment plans, whether it is
made on a cost or charge basis, must be related to the
costs to the organization of providing specific services to
beneficiaries, so that the financial incentives that such
organizations have in their regular business to keep costs

" The data in Actuarial Note 88, referred to in footnote 4. above,
imply that the difference is not 20 percent, but 37 percent (i.e. 1/.73-
1.37).

low and to control utilization of services do not carry
over to their relationship with Medicare.

"Your committee believes Lhat a serious problem in the
present approach to payment for services in the health
field, either by private patients, private insurance, or the
Government, is that, in effect, payment is made to the
provider for each individual service performed, so that
other things being equal, there is an economic incentive
on the part of those who make the decisions on what
services are needed to provide more services services
that may not be essential, and even unnecessary services.
A second'major problem is that, ordinarily, the individual
must largely find his own way among various types and
levels of services with only partial help from a single
hospital, a nursing home, a home health agency, various
specialists, and so on. No one takes responsibility, in a
large proportion of the cases, for determining the appro-
priate level of care in total and for seeing that such care,
but no more. is supplied. The pattern of operation of
health maintenance organizations that provide services
on a per capita prepayment basis lends itself to a solution
of both these problems with respect to the care of indi-
viduals enrolled with them. Because the organization
receives a fixed annual payment from enrollees regard-
less of the volume of services rendered, there is a finan-
cial incentive to control costs and to provide only the
least expensive service that is appropriate and adequate
for the enrollee's needs. Moreover. such organizations
take responsibility for deciding which services the pa-
tient should receive and then seeing that those are the
services he gets.

"Your committee believes it would be desirable for
Medicare to relate itself to health maintenance organiza-
tions in a way that conforms more nearly to their usual
way of doing business. The objective is to provide, in
the case of Medicare beneficiaries, the same kind of
financial incentives that health maintenance organiza-
tions have with respect to their other enrollee.""
The Senate Committee on Finance used similar

language.12

Ways and Meas on H.L i. May 26,l0n. 0-%V .
SSens Reeport #$-i-*. Report of the Committee on rnanetf

AccompatY ILL 1. the Soal Security Amendments of 1972.

040'q



But Section 226 of the Social Security Amendments of
1972 creating Section 1876 governing payments to health
maintenance organizations failed to achieve these commend.
able purposes. The Section authorizes the Secretary of HEW
to contract with HMOs for a per capita rate of payment
based on the adjusted average per capita cost of all Medicare
beneficiaries in the community, other than the HMO's own
members, and the HMO's own per capita incurred cost. But
this complex provision does not really get away from thecost reimbursement principle, and it does not offer the in.
centives that would be provided by a fixed prospective percapita payment. First, if the HMO's incurred costs are be-
tween 80 and 100 percent of the average per capita cost,it gets more revenue, though less net income, by incurring
more cost. This provides a weaker incentive for cost reduc-
tion than would be provided by a fixed prospective per capitapayment with the HMO being allowed to keep all the savings.
If the HMNO's incurred costs are below 80 percent of theadjusted average per capita cost, the Government recaptures
all of the saving in excess of 20 percent, thus depriving the
HMO of any incentive to reduce costs further as far asMedicare beneficiaries are concerned. This is important be-cause a recent analysis of the Prepaid Group Practices
studied by Corbin and Krute found that the incurred costsof all five hospital-based Prepaid Group Practice plans wereless than 80 percent of the adjusted average per capita costin both 1969 and 1970. In fact, their 1970 incurred costsaveraged 73 percent of the adjusted average. (The non-hospital-based PGP considered in the analysis had incurred
costs of 85 and 91.8 percent of the adjusted average in 1969and 1970 respectively.) HMOs ought to be allowed to retainfurther savings so that they can reduce premiums or pro-vide additional benefits not covered by Medicare for theirMedicare beneficiary members. Moreover, liMOs can havesignificant capital costs not considered reimbursable under
Medicare to which they need to apply their "savings."

Furthermore, the formula is not symmetrical with re-spect to risks. If the "risk-basis" HMO's costs are belowthe adjusted average, the Government shares in the savings,
but if the HMO's costs exceed the average, the HMO must
absorb the entire difference (though there is a provision
whereby losses can be carried forward and offset againstfuture savings). And the Section, in effect, imposes risks

on HMOs. For example, the proposed regulations publishedin the summer of 1975 say: "Upon request by the HMO, the
Secretary makes a preliminary estimate of the adjusted
average per capita cost for the current year and/or thefollowing year.... Such a preliminary estimate.., is fur-
nished to the HMO with the understanding that the adjustedaverage per capita cost computed at the time of final settle-ment may be significantly different from the estimate." Thismeans that if the Secretary makes a mistake, the HMO hasto suffer the consequences. The HMO has no assurance thatthe factors on which it based its plan will not be changedin the retrospective adjustment. The law should be changed(or interpreted) so that the Secretary can commit himselfin advance to costs and actuarial factors based on pastexperience, so that the retrospective adjustment would re-flect only changes in the HMO's age-sex composition andthe general price level, factors which the HMO can keeptrack of and on the basis of which it can adjust its costs.Furthermore, the law as it stands still requires the HMOto do a great deal of otherwise useless cost finding and book-keeping. And it requires the Government to do a great dealof auditing and other costly administrative procedures.

The incentives could be greatly improved, the risks re-duced, and the administrative costs to both the Governmentand the HMO greatly reduced by changing the law so thatthe Secretary of HEW could contract with HMOs to paythem, on behalf of Medicare beneficiaries who join them.the adjusted average per capita cost to Medicare. prospec-tively determined, and without any retrospective adjustmentor recapture of "savings."

C43
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The CHAIRMAN. As our next witness we are pleased to have the
senior Senator from Massachusetts, the Honorable Edward M. Ken-
nedy. He will testify on his proof I and in addition he will be ac-
companied by some distinguished witnesses in the health area

Senator, thiis is a small hearing room. Our committee selected this
room at the time when I was a junior member. If I had been chair-
man at the time we would have a more commodious room. If you have
some of your associates out in the hall, I will be happy to make room
for them, Senator.

As I understand, we are piping the sound out into room 1202 for
those who are not able to be inside. I am sorry we do not have closed
circuit television.

I wanted your charts placed somewhere so the audience can see them
as well as those in the media. I would hope the staff would try to ar-
range it so if you want to speak from your charts, you could have a
mike available to you.

STATEMENT OF RON. EDWARD M. KENNEDY, A SENATOR IN
CONGRESS FROM MASSACHUSETTS

Senator KENNEDY. Thank you very much, Mr. Chairman and the
members of the committee.

If it is permissible by the committee, I would like to make a rather
brief opening comment then move to a chart presentation which I
think will take 25 or 30 minutes. Then perhaps we can have brief
comments from some of the members of the Coalition for National
Health Insurance and then I'll be pleased to respond to questions.

I will first introduce the members that are with us here today. I
think their faces are familiar and their organizations well known.
They have appeared before your committee at different times. Bill
Hutton, executive director of the National Council of Senior Citizens;
Althea Simmons representing the NAACP; Ken Young the director
of the department of legislation for AFL-CIO; Howard Paster who
is the director of legislation for the United Auto Workers; Bob Barrie
of the health task force of the Interreligious Staff Council; Rashi Fein
from the Center for Community Health and Medical Care at Harvard;
Max Fine the executive director of the Committee for National Health
Insurance; and Mildred Jeffrey the national chair, National Women's
Political Caucus.

Mr. Chairman, I appreciate the invitation to appear before the
Senate Finance Committee today along with members of the Coali-
tion for National Health Insurance. I think we all agree that the
time has come for the Congress to act-to remedy the increasingly
serious deficiencies and inequities in our health care system. We all
share the common goal of providing high-quality health care to the
American people within a structure that controls runaway medical
costs. We may disagree on the steps to be taken; we may disagree on
the dimensions of the problem; but we all agree that what we have
today is flawed, and something needs to be done, and done soon.

Whatever action is taken-whether it be the enactment of cata-
strophic health insurance or comprehensive health insurance, whether
it has a first-year cost of 5 billion or a first-year cost of $20 billion,
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will be doomed to failure if it doesn't include firm cost controls and
needed system reforms. The time is long past when we can add bene-
fits now, no matter how needed they are, and worry about costs later.
Business as usual is a prescription for national bankruptcy. Even
catastrophic health insurance would be too inflationary if enacted
without cost controls. This committee knows the poblems of run-
away costs, and the fallibilities of cost projections, better than most.
You have written some of the most important, most humanitarian
programs evar enacted into law. They have made an enormous dif-
ference in the lives of millions of Ameiicans. But those very programs
are now becoming victims of runaway costs. Medicare costs the Fed-
eral Government today more than double the costs projected by this
committee for 19901 Medicaid costs have similarly outstripped es-
timates. These charts tell the story.

I would hope that any legislation reported by this committee is
responsive to the following questions:

() Does it have adequate provisions to control runaway costs?
Does it budget hospital costs and require negotiated fee schedules for
physicians?

Z2) Does it treat all Americans fairly-is it a single-class system of
care, blind to age, sex, or income?

(3) Does it foster competition in the health care sector? Does it
provide incentives for alternative delivery systems, such as HIMO's?
Does it allow insurers to compete on the basis of administrative effi-
ciency, and focus the competition on innovative ways to control costs?

(4) Does it promote needed system reforms? Does it provide incen-
tives, through reimbursement reforms, for the practice of primary
care ? Does it pay for needed preventive services?

Mr. Chairman any proposal responsive to these questions would be
a step in the right direction, whether it provides $1 billion worth of
benefits or $20 billion. Any proposal failing to address these questions
would be a step backwards, a step not worth taking, a step that would
do more harm than good in the long run.

The Health Care for All Americans Act, which I will describe in
a few minutes, is responsive to these questions. It provides universal,
comprehensive health insurance to all Americans under a structure
that controls costs, promotes system reforms, and fosters competition.
It is not an all-at-once proposal. It would be phased in over many
years. The pro ion from one phase to the next could, if the com-
mittee desired, be linked to the success of each prior phase in meeting
its objectives. But it would guarantee to all Americans that, at some
point in the future, they an their children would be fully covered
for comprehensive benefits. It is not identical to the plan in effect in
any other nation. It is unique. It does have similarities to the Canadian
system. We have tried to learn from the experience of our Canadian
neighbors. Their program, which is universal and comprehensive, has
dispelled some myths about this approach. The frank analysis of the
strengths and weaknesses of that system by Professors Eugene Vayda,
Robert G. Evans, and William R. Mindell show:

(1) Costs have been controlled as a percent of GNP, while giving
everyone comprehensive benefits;

(2) The enactment of the plan did not place significant new demands
on the system;
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8) Quality of care has remained high; and
4) Consumer satisfaction is extraordinary.
commend this paper to you.

Mr. Chairman, the Health Care for All Americans Act is a new
proposal, with some new ideas. It has not yet been the subject of
p public hearings. The President's proposal is new. It has new ideas.
It has never been the subject of public hearings. I know this com-
mittee will want the opportunity to review these and other new pro-
po.als in depth in order to evaluate their relative merits. I would
be delighted to make myself and my staff available to the committee
during that process.

Mr. Chairman, if I may, I would like to review for the committee
some data which demonstrates the pattern of increasing health care
costs over the last two decades.

Health spending has increased dramadcally since 1963 when we
spent 5.6 percent of GNP on health, in 1973 we spent 7.7 percent, and
now in 1979 we will spend 9.1 percent of the gross national product-
$206 billion. This is the national increase in the total care. By 1984
we will be spending $368 billion or 10.2 percent of GNP on health.
If no changes are made in the current system of health care we are
going to bankrupt the American people.

I will mention briefly the difficulties that we have seen and the les-
sons we should have learned from medicare and medicaid including the
problems of estimating what the costs would be. These programs did
not have cost controls or system change. The Finance Committee in
1965 made annual projection on the costs of the program through 1976,
and then every 5 years for 1980, 1985, and 1990.

The Finance Committee estimate for medicare art A in 1990 was
to be $9 billion. Already in 1979 costs are double that. There has been
some modification in terms of the benefits but I think your staff would
generally agree that does not account for the increases.

This chart illustrates the increased costs over the estimate of this
program.

[The material referred to follows:]

On bWllis of doflhrul

Yer Estmate Actual

1966 ........................................................................... -.-- ..............
1967 ........................................................................... 2.358 2.5
196 ........................................................................... 574 3. 7
1969 ........................................................................... 2.807 4.7
1970 .......................... 4................................................. 060 4.8
1971 ........................................................................... 3. M 5.5
1972 .......................................................................... 3.535 2
1973 ........................................................................... 3.688 L 6
1974 ...................................... 7.................................... 4.063 7.8
1975 ...................................... ..................................... 4.330 10.4
1976 ......................................................................................... I. 3
1977 ......................................................................................... 15.1
1978 ........................................................................................ 17.81979 .................................................................................... ...... - -
190 ......................................................................... . 68 ..........
1965 ......................................................................... 7 .41 ..........
me...................................................... _ .M14-----

Senator K m ra . The point being if we add more benefits under a
catastrophic program or any other program, without effective, cost
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controls and system changes, I think we will see the same kind of esca-
lations and inflation as we have seen with medicare.

The situation is similar under medicaid. The actual costs have
doubled over the estimates. This chart again illustrates the increases
of that program.

[The material referred to follows:]

Iin billions of dollsrsi

Yesr Estimate Actual

1968 ........................................................................... 1.391 1.837
1969 ........................................................................... 1.584 2.275
1970 ........................................................................... 1,611 2.617
1971 --------------------------------------------------------------------------- 1.653 3.374
1972-------------------------------------------------------------------------- 1.713 4.360
1977 ----------------------------------------------------------------------------------------- 9.713

Senator KENNEDY. What I have in this particular chart is the Fed-
eral and non-Federal expenditures with and without NHI. This does
not include noncovered benefits.

Today we are spending $196 billion. In 1983 Federal and non-Fed-
eral costs with national health insurance and cost containment our total
program would be $301 billion. Without any kind of additional bene-
fit-just current paring the cost would be $339 billion.

The point that I am making-and our coalition, particularly the
elderly feel strongly on this is that if we add benefits without cost
controls or system change, we, because of cost increases soon find out
they may be added today but effectively they disappear tomorrow.

Under our Health Care for All Americans Act, every American is
automatically eligible for benefits. When you move from a total public
system into a private system there are certain individuals who could
fall through the gaps. We apply our program to every American for
the whole range of broad health services which I will illustrate later.
Premiums are related to income. This is a very key point.

The premiums themselves are related to the income of the individ-
uals. They have the complete discretion whether to enroll in the HMO
or an insurer of their choice.

The range of benefits are those which would be generally understood
as necessary. There is a broad package but I believe it is an essential
package. This kind of program is only available to 13 percent of the
American people at this time. It includes the hospital, physician serv-
ices, laboratory, unlimited hospital care, X-rays, and ambulance
services.

It includes a mechanism to insure preventive services. Under a total
program phased in, there would not be the cost, sharing.

I would like to leave for the benefit of the committee and the staff
the two different studies that have been done on cost sharing. For
example, in the various provinces of Canada which have had cost
sharing and noncost sharing, you will find that the utilization of bene-
fits is virtually the same.

In the Harvard Community Health Plan there is a $1 a visit cost
for some benefit. We do not 'find an overutilization of the program.
I would like to submit some additional information on that point.
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[The material referred to follows:]

UNIVERSAl. HEALTH INSURANCE IN CANADA: HISTORY, PROBLEMS, TRENDS

(By Eugene Vayda, M.D., Robert G. Evans, Ph. D.,2 and William R. Mindell,
'M.P.H.5)

ABSTRACT

This paper describes the universal health insurance program in Canada and
identifies the historical events and social values leading to its adoption. Uni-
versal hospital insurance was adopted In 1958, 10 years before medical Insurance;
as a result hospital based patterns of practice were solidified. For both hospital
and medal care insurance cost sharing was the mechanism employed by the
Federal Government to influence the provinces to adopt relatively uniform
universal plans.

From 1951 to 1971 there were rapid rises in health are expenditures to 7.8
percent of the gross national product (GNP). Since 1971 the percent of GNP
spent on health care decreased and stabilized at about 6.9 percent. In the United
States the GNP share for health care Is 8.6 percent. Hospital use also increased
rapidly in Canada to 1970 but appears to have stabilized and decreased slightly
in the 1970's. Physician incomes rose rapidly before 1971, but since then the
increases have slowed and relative Incomes of physicians have fallen.

Although the percent of GNP spent for health care has levelled, there are
still substantial annual Increases in expenditures which are paid for by Govern-
ment. As a result, cost containment has become a major Federal and Provincial
goal. Most recently, greater taxing authority has been shifted from the Federal
Government to the provinces where the authority for cost containment resides.
The Lalonde report, despite its focus on individual responsibility for health,
grew largely from concerns regarding escalating health care costs. In the long
term, the Provinces, to contain costs, are moving in the direction of reglonaliza-
tion, decentralization and greater coordination. In the short term, the provinces
have limited hospital budgetary increases to percentages less than the rate of
inflation, effectively reducing hospital budgets.

On balance cost constraints may be long overdue. Planning cannot proceed
without finite fiscal limits. It does not appear that the health of Canadians will
be adversely affected, nor essential benefits curtailed by present budgetary
restrictions or reorganization.

The National Health Insurance controversy in the United States has waxed
and waned during this century. Since U.S. medicare was adopted In 1965 pres-
sures for universal coverage have mounted, spurred largely by increases in health
care costs. The universal health insurance controversy has struggled with if,
what, when and how. Discussions have frequently included analyses of other
countries and their health insurance plans. Generally, when the eastern Euro-
pean countries and England and Sweden are dismissed for political reasons,
attention turns and returns to Canada.

To understand the "national" health insurance program in Canada some
knowledge of geography, history, and political structure is required. Canada
is a federation of 10 Provinces and two northern Territories covering an area
of over 3.5 million square miles. Its 1971 population was almost 22 million, and
over 75 percent lived in urban areas. Population density was 6 persons per
square mile, about 10 in the Provinces but only about 0.05 In the Territories.
Over 80 percent of the population live within 100 miles of the northern U.S.
border. Canada contains two peoples with distinct cultures and populations,
French and English, as well as native minority groups of Eskimo and Indians
and immigrant groups from China, Japan, Europe, Asia, and the Caribbean
Islands. Cultural differences are supported and preserved resulting In what
Porter has called "The Vertical Mosaic." Canada has a cultural system based

D Professor and chairman, Department of Health Administration. Community Health
Division, Faculty of Medicine, University of Toronto. Toronto, Ont.. Canada, MS8 1A1.

% Associate professor, Denartment of Economies, University of British Columbia. Van-
couver. B.C., Canada; visiting professor and visiting national health scientist, Depart-
ment of Health Administration. University of Toronto, 1977-78.

8 Lecturer and senior research associate, Department of Health Administration, Uni.
versity of Toronto.
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on humanitarianism and investment in human capital, although in recent years
these values have been stressed by the economic problems common to western
civilization: Inflation, unemployment, and restricted economic growth.

1. TX HxsToaRY Or THE DEVELOP NT OF CANADIAN UNIVERSAL HEALTH INSURANCE

Government in Canada is by means of a parliamentary system based on the
British model. Although Canada and the United States both have Federal Gov.
ernments, Canada's is a relatively loose confederation of its 10 Provinces and
2 Territories, while the U.S. has a strong central government. The 50 states,
generally, have less authority than the Canadian Provinces. In many domains
the provincial governments have greater power and authority than the Govern-
ment of Canada. Once such area is health. The British North American Act of
1867, which Is the Canadian constitution; fixed responsibility for health care
at the provincial level; the Provinces were given exclusive powers to legislate
in matters dealing with:

"The establishment, maintenance and management of hospitals, asylums, chari-
ties and other eleemosynary institutions in and for the province, other than
marine hospitals."

The Federal authority was limited to residual areas and included quarantine,
and health services for Indians, Inuit, and aliens. Despite these limitations, the
Federal Government, 111 years after Confederation, now spends 10 percent of its
total budget for health care; mainly as payments to the Provinces to finance
their provincial health care schemes. These payments give the Federal Govern-
ment considerable leverage in determining how health care dollars are spent
but no control over the amounts spent. The Federal Government also influences
the direction of medical research because it finances most medical and health
care research in Canada.

Universal health insurance in Canada was first proposed in 1919. Over the
next two and one half decades industry sponsored health care. plans and volun-
tary medical and hospital service prepayment plans were developed, but by 1945,
there were still numerous gaps in coverage--both in numbers of people covered
and In benefits for the insured.

Following the depression and the second world war, a Federal-Provincial Con.
ference was convened in 1945 to develop programs of social reform which had
been delayed by the economic deprivations of the depression and the war. The
Federal-Provincial Conference on Post War Reconstruction proposed universal
health insurance with federal-provincial cost sharing. The Conference also pro-
duced a model draft health care bill for the provinces which provided for health
regions, pre-selection of family -physicians who would be responsible for patient
"lists" and paid by ca citation. They would also be paid additional sums to serve
as medical health officers providing preventive services. Provincial administra-
tion was to be under the direction of a commission representing both consumers
and the profession. Regional medical officers would be appointed to supervise the
distribution and quality of services which would be based, wherever possible, on
health centres.

Despite favourable public opinion and the approval of key professional groups,
the 1945 health insurance proposals were not enacted. Health, as defined in Sec-
tions 91 and 92 of the British North America Act, is a provincial responsibility
and the new proposals were regarded as threats to provincial autonomy. How-
ever, planning and hospital construction grants were made available and the
concept of federal-provincial cost sharing for health services was accepted in
principle. By 1955, five of the ten provinces had universal hospital insurance
plans which rescued their hospitals financially and proved popular politically.
The five provinces pressed the federal government to honour its 1945 hospital
Insurance cost sharing offer. In 1958 the Hospital and Diagnostic Services Act
was enacted; by 1961 it had been adopted by all the provinces.

This major social benefit led to some of the present financial problems. Services
were insured and eligible for 50 percent federal cost sharing only when carried
out in the hospital. There were no Incentives to provide services in less expensive
sites. As a result, many procedures that could have been done on an out patient
basis were provided in the hospital and hospital based patterns of practice were
solidified.

Hospital construction which began before universal insurance continued after
its enactment. Bed availability is associated with bed use. Whether provinces have
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four or seven acute care hospital beds per 1000, their occupancy rates remain
about 80 percent. Between 1961 and 1971 hospital bEds in Canada increased twice
as rapidly as population growth (83 percent versus 18 percent), but bed occu-
pancy remained at about 80 percent. By 1971, Canada had 28 percent more beds
than the U.S. and used 30 percent more hospital bed days.

Universal hospital insurance in Canada provided payment to hospitals, but
did not mandate an organizational framework to deal with problems of efficiency
or dupliction of services. The historical relationships between physicians and
hospitals were also not disturbed.

Universal medical care insurance was adopted 10 years after hospital insurance.
By then a hospital intensive system was well established. The Medical Care Act
of 1968, like the Hospital and Diagnostic Services Act which preceded it, was an
instrument of social benefit, because it removed financial barriers to medical
services. However, the Act allowed federal provincial cost sharing only for serv-
ices provided by physicians. As well, the Medical Care Act, like the Hospital
Act, authorized payment for services but failed to mandate reorganization, al-
though reorganization had been recommended by the 1964 Royal Commission on
Health Services which proposed universal medical insurance.

That same Royal Commission, in addition to recommending universal medical
care insurance, also predicted a shortage of physicians and other health pro-
fessionals and recommended increases in the output of existing medical and
health professional schools and the development of new schools. These recom-
mendations were adopted and medical school output increased 70 percent over
the nfext ten years. However, the projections on which the Royal Commission
based its recommendations were not realized. Population grew less than ex-
pected, emmigratlon of Canadian physicians decreased and immigration of non-
Canadian physicians increased sharply. The Royal Commission projections were
based on 1961 utilization patterns and failed to anticipate changes In technology
and productivity. The physician to population ratio fell to 1:600 from 1:850 as
the stock of physicians rose; other health professional groups also increased.
However, by 1973 nursing personnel and physicians still made up about 78 percent
of all health care workers.

The number of physicians is one of the factors associated with the volume of
health care services. More surgeons are correlated with higher discretionary
surgical rates and more physicians with an increased volume of medical services,
just as more hospital beds are associated with greater bed use. In the short
term, insurance may also be associated with increased utilization. In Nova
Scotia, universal medical insurance increased coverage from 63 percent to more
than 95 percent of the population; that province's elective surgery rate rose
25 percent in the first post insurance year although beds and surgeons increased
only 4 percent.

To qualify for federal-provincial cost sharing for hospital and medical serv-
ices the provinces had to meet certain terms of reference:

(1) Universal coverage on uniform terms and conditions (95 percent of
the population, without exclusions, had to be covered within two years of
provincial adoption of the plan).

(2) Portability of benefits from province to province.
(8) Insurance of all medically necessary services.
(4) A publically administered non-profit program.

Federal provincial cost sharing was developed as a stimulus to the provinces
to adopt universal health insurance programs. As well, it served as a means of
income redistribution between the wealthier and poorer provinces. For hospital
services each province is paid 25 percent of its actual per capita costs pius 25
percent of the national average per capita cost multiplied by the province's
population. For medical insurance each province receives 50 percent of the aver-
age national per capita medical care expenditure multiplied by Its population. As
a result, the wealthier provinces which spend more receive less than 50 percent of
their costs and the poorer provinces which spend less receive more than 50 per-
cent of their costs. The differentials are especially apparent for medical care cost
sharing. In 1978-74 Ontario received 49.4 percent of its hospital costs and 44.8
percent of its medical care costs. At the other end of the spectrum, Newfound-
land received 57.6 percent of its hospital and 81.5 percent of Its medical care costs.
The federal contributions are drawn from general tax revenues; the provinces use
premiums, special taxes and general tax revenues.

For the hospital act, public administration was mandated from the start, but
medical insurance allowed a brief transition period during which private health
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insurance companies continued to operate. At present prvat0 health Insurance
plays no part in the universal plan; it covers only supplemental benefits.

Initially, most provinces had separate medical care and hospital commissions
which were quasi public agencies, separate from government. In recent years,
many provincial hospital and medical care commissions have merged and come
under direct control of their provincial ministries of health.

As a result of the universal program virtually every Canadian has comprehen-
sive medical and hospital Insurance. There are uo deductibles or co-insurance
fees. Hosptials are paid on the basis of negotiated budgets. Physicians are paid
on a fee for service basis with negotiated fee schedules, not usual and customary
charges. In 1974 over 90 percent of Canadian physicians were "opted into" the
provincial Plans. Although there are provincial differences and exceptions, gen-
erally "opted into" means that the physician accepts some percentage of the
negotiated fee as full payment, does not extra" bill and Is paid directly by the
provincial government and not by the patient. The universal insurance program
has enjoyed considerable consumer popularity. It is, however, an insurance pro-
gram which pays bills, not a National Health Care Program.

2. CANADIAN HEALTH CARE NxPENDITURE AND SOME U.S. COMPARISONS

Increased expenditures, additional health manpower and facilities and univer-
sal insurance have reduced regional and socio-economic disparities in the use of
health care services. However, the health benefits are not as readily apparent. A
newborn male in 1931 had a life expectancy of 60 years; by 1971 this ha4 risen
to almost 70 years. On the other hand, a 40 year old male had a life expectancy
of 72 years in 1931 and 73 years in 1971. Thus, contrary to common belief, people
are not living longer; rather, more are surviving the first year of life. Infant
mortality rates have decreased substantially in the last 40 years, but much of the
improvement in infant mortality can be attributed to better living conditions
(food, housing sanitation) as well as to more health care. Canada has a world
ranking of eighth in composite mortality rates. However, England and Wales
which spends a third as much as Canada ranks sixth. On the other hand, the
United States which spends about 20 percent more than Canada ranks twentieth.

In the analysis of health care expenditures In Canada, and their comparison
with U.S. experiences, the year 1971 marked a significant watershed. For the
previous two decades health expenditures in both countries were rising rapidly,
both in absolute terms and as a percentage of G.N.P. U.S. spending rose from
$78.35 per capita and 4.6 percent of G.N.P. in 1950, to $141.63 and 5.2 percent in
1960, and $36825 and 7.6 percent in 1971. Canadian data in the 1950's are less
complete, but showed a growth in the less inclusive Personal Health Care com-
ponent from 3.5 percent of personal Income in 1953 to 4.9 percent in 1960. In 1960
a broader based health expenditure measure made up 5.5 percent of G.N.P.
($118.01 per capita) and by 1971 this had risen to 7.3 percent of G.N.P. ($318.90
per capita). U.S. and Canadian cost Increases were thus roughly parallel, with
Canada's costs advancing somewhat more rapidly during the 1950's and the U.S.
speeding up in the 1960's. Comparisons of per capita health care expenditures
across countries are not very meaningful unles carefully adjusted for different
price levels and monetary exchange rates, but the share of G.N.P. ratios suggest
that by 1971 both countries were devoting approximately equal shares of their
national resources to health care.

Since 1971 breaks in trend have occurred on both sides of the border, with the
sharpest break in Canada. There, the Increases in nominal G.N.P. resulting from
the Inflation of the early 1970s were not fully reflected In health spending,
which drifted off to 7.1 percent of G.N.P. in 1972, dropped sharply to 6.7 percent,
6.6 percent, and increased to 6.9 percent in 1975. Estimates for 1976 are not yet
available but are not expected to be very different. In the U.S. expenditure levels
as a share of G.N.P. stabilized in the 7.7-7.8 percent range, but did not actually
drop, then took off in fiscal 1975 (July 1, 1974-June 30, 1975) and in 1976 to 8.6
percent. At present, then, health care is taking up a much larger share of G.N.P.
in the U.S. than in Canada. The present discrepancy of over 20 percent, in share
of G.N.P. was reflected in per capita spending of $499 in Canada in 1975 com-
pared with approximately $599 in the U.S., although per capita spending is
harder to compare because of fluctuations in the rate of exchange and the rate
of inflation. The difference in percent of G.N.P. is the largest in the historical
record, at least for the past quarter century, and suggests that Canadian policies
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of cost control in the health care sector are showing more success than those in
the U.S.

Corresponding to these broad aggregate movements over the past quarter-
century were major changes in health care financing. The Canadian universal
hospital insurance program was put In place province by province in the late
fifties, and was associated with a sharp jump in hospital spending between 1958
and 1961. Tn the late 1960's the universal Medicare program provided similar
comprehensive coverage for physician services, and a corresponding increase in
relative expenditure occurred between 1960 and 1971.

In the U.S. hospital and medical coverage (non-comprehensive) for the aged
and/or impecunious in the mid-sixties is often perceived as having been asso-
ciated with significant expenditure increases. Relatively tight price controls be-
tween August 1971 and April 1974 under the Economic Stabilization Program
appear to have contributed to the U.S. flattening and subsequent 1975 rebound,
while in Canada direct public responsibility for (almost) all hospital and medi-
cal expenditures since 1971 has encouraged much more rigorous budgetary con-
trol. These two categories of health expenditure dominate the totals in Canada
(hospitals 49.6 percent and physicians 16.6 percent in 1975), and are almost as
significant in the U.S. (89.2 percent for hospitals, 18.2 percent for physicians).
Thus the forces driving total health spending can be traced primarily to these
two sectors.
Hospitals

Perhaps the most interesting aspect of hospitalization experience in Canada
is what did not happen. During the period of introduction of universal hospital
insurance, little or no significant utilization response is demonstrated. Admis-
sions and patient-days (adult and child) per capita in general and allied special
hospitals increased slowly and steadily throughout the 1950s and 1960, but no
trend-break is obserable in the late 1950s. Patient days (per thousand popula-
tion) rose between one and two percent per year to 1971, from about 1529 in
1955, to 1639 in 1960, 1778 in 1965, and 1898 in 1971. Since then, utilization has
actually begun to drop slightly for the first time. Admissions per 1000 show a
similar pattern, 182.8 in 1955, to 144.4, 152.2 and 164.9 in 1971. Admission rates
rose somewhat more rapidly after universal medical insurance was introduced,
and have been static since, rather than falling. Thus, the decrease in hospital
days used has been due to small reductions in length of stay.

These statistics suggest that the principal imr-act of universal public insir-
ance in Canada was on the unit cost of hospital care, not on levels of utilization.
Further analysis shows that this was principally due to wage costs, primarily
increases in manpower in the early 19G0s and in relative wage levels of hospital
workers in the late 1960s and the 1970s. S!nce 1971 hospital costs have been
controlled by direct administrative limits on budgets and on availability of facili-
ties, combined with powerful "moral suasion" to discourage excessive use of hos-
pitals. In the U.S., by contrast, utilization of non-federal short-term g2ne.al and
other special hospitals has continued to l!mb since 1971. From 1913 to 1977
admissions increased 10.1 percent, while average length of stay fell 2.7 percent.
Average dilly census remained unchanged. Utilization rates for short-term gen-
eral hospitals in Canada (admissions or patient days -per capita) are still above
the U.S. but the rates are now converging with recent Canadian decreases. These
data do not include psychiatric or federal hospitals; the latter in particular play
amuch larger role in the U.S. system than in Canada. Increases in short-term
general hospital utilization in the U.S. appear to be led by bed construction, up
10.8 percent from 1971 to 1976, despite a drop in occupancy rates from 76.7 per-
cent to 74.4 percent. However, recent small increases in bed availability in Can-
ada do not appear to have been associated with additional utilization.
Physicians' services

The rapid increases in expenditures for physicians' services in the 1960s,
averaging 12.0 percent per year from 1960 to 1971, combined both price and utili-
zation effects. In the pre-Medicare period actual prices charged and collected
were only loosely related to official fee schedules, such schedules often repre-
senting the hopes and objectives of physicians rather than their fulfillment. A
combination of increasing affluence, changing attitudes toward medical care and
expanding insurance coverage in this period enabled physicians to increase their
gross and net billings per capita very rapidly, despite steady increases in physi-
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cdan ehpply per capita, so that from 1957 to 1911 the income status of physicians
relative to the average worker rose about 8 percent per year for a total gain of
50.8 percent. Over the same period the physician stock per capital rose 28.7
percent. It is of some Interest to note, as well, that the relative income status of
physicians rose somewhat faster (25.1 percent) In the earlier period 1967--4
than the later period 1964-71 (20.5 percent) when the universal public medicare
programs were established in all provinces but Saskatchewan (which had begun
its plan in 1962). Thus the forces leading to expenditure increase predate medi-
care, and the net impact of the public programs Is not wholly clear. In those
provinces where the Introduction of Medicare was associated with sharp in-
creases in expenditures, we have no baseline evidence to determine how much
was utilization and how much price increase. Since there is no evidence of a
sudden shift upwards In physician workload, the principal Impact was probably
an increase In unit prices received by physicians (as well as some Improvement
in reporting of physician incomes for tax purposes). Certainly "free" care did
not lead to physicians being overwhelmed by new demand.

Since 1971, fee Increases have been tightly restricted by provincial govern-
ments. From 1971-72 to 1976-77, average Increases in fee schedules, Canada.
wide, are computed by the Department of National Health and Welfarq as 3.91
percent per year compared with 8.8 percent annual changes In the consumer price
index. Physician Incomes have not been wholly restricted by these low fee In-
creases. From 1971-72 to 1975-77 the average billings per physician in Canada
have been rising 1.0 percent per year faster than the fee schedule. Utilization
per physician -has Increased inost rapidly In provinces with low fee Increases-
4 percent per year In Quebec where no fee increase was achieved In this period-
and has not occurred in provinces with relatively large fee gains. Such an ob-
servation is consistent with target Income behaviour by physicians; If income
targets are not met through fee Increases, more billings are generated in other
ways. Nor has the income generation process been prevented by rapid increases
In physician stock per capital, 3.9 percent per year from 1971-72 to 1975-76
(6.0 percent in Quebec). But despite these efforts the relative incomes of Cana-
dian physicians after rising In the 1960s have clearly fallen since 1971.

As of 1975 the rate of Immigration of foreign physicians has been sharply
curtailed, so that continuing stability of physician expenditures In Canada will
have to depend on stability of both physicians per capita and relative Income
levels of physicians. The former will In fact continue to creep up on the basis
of current forecasts of graduating classes, and the latter would be very vulner-
able to any "catch-up" efforts by physicians to regain the huge gains of the
1960s by negotiating large fee Increases.

U.S. data does not, of course, permit detailed Income or utilization analysis.
Costs of physicians' services certainly rose more slowly over the period 1960-71,
an average of only 9.5 percent per year, and from 1971 to 1974 these costs have
moved more or less in line. In the U.S., however, the total cost increases since
1971 have been primarily price changes, while in Canada increases in numbers
of physicians per capita seem to be more Important. The U.S. medical care
component of the consumer price index rose an average of 7.2 percent per year
from 1971 to 1976, compared with the Canadian figure of 3.9 percent, and even
If all of the 1.5 percent annual increase in "utilization" per physician was really
price change (as some of it was, due to, for example, shifts In billing behaviour),
U.S. price increases would still be about 1.7 percent per year faster over the
whole five year period. One would therefore expect U.S. physician Incon]es
to have risen more rapidly In the 1970s, If data of equivalent reliability were
available for comparison.

The variation In price behaviour thus seems considerably greater In Canada,
with sharp Increases In fees received producing large income gains for physicians
In the 1960s and corresponding administrative cut-backs restraining Incomes in
the 1970s. U.S. physicians seem to have made slower gains In the 1960s but are
continuing their upward march In the 1970s. In neither country are population
Increases a significant factor In health care costs, at least In the short run,
though the large aged population In the future Is of concern In both countries.
Utilization Increases in Canada prior to Universal Insurance and In the U.S.
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since Medicare for those 65 and older are hard to Identify because available
data does not permit one to observe the pattern or even total volume of services
supplied. Utilization, however, i not demand, it can be Initiated by the patient
or by the provider, and post Medicare experience in Canada suggests that the
latter is the more important component. Certainly there is no evidence that
universal insurance triggered a massive response of patient-Initiated demand,
and in the hospital system it clearly did not

In Canada taxes and premiums collected by federal and provincial govern-
ments finance the entire system. Although percent of gross national product for
health care services and percentage increases in per capita health care expendi-
tures are important, politicians are concerned with total dollar costs and dollar
increases. Health care costs make up 10 percent of federal expenditures and 33
percent of Ontaria spending, sums which must be raised by taxes or premiums.
In 1965 the total cost of health care services was $3.8 billion-In 1970, $6 billion
and in 1975 over $11 billion. The magnitude of these expenditures and the rate
of their Increase has captured the attention and concern of the politicians.
Health care in Canada has now moved into the political arena, and is there to
stay.

8. TRENDS AND DIRECTIONS

The trends and directions are most easily discussed around three interrelated
concepts: cost containment, Bill C-37 and the Lalonde Report, and they must be
viewed from both the Federal and provincial levels.

Cost containment is the major issue. Regardless of whether the Increases and
the present levels of health care spending are justified, the entire bill is now
being paid by government-roughly 50 percent by federal and 50 percent by
provincial governments. In the United States only about 40 percent of the total
health care bill Is now paid for by government. Of the two levels of government
in Canada, the federal has been able to determine only the terms of reference
but has had no control over the total amounts expended.

Because of this lack of federal control, and aiter earlier attempts to limit
federal contributions without transferring additional taxing authority to the
provinces, the federal government enacted Bill C-37' in 1977. This BIll will re
duce direct federal contributions for health care to 25 percent and tie further
direct federal increases to growth of the gross national product. At the same
time, federal taxes will be decreased and the provinces will have the opportunity
to increase the'r tax rates to balance the federal reductions. (This has been
called Tax Room-the tax points vacated by the Federal Government can be
levied by the provinces.) In subsequent years, the revenues to meet cost increases
in excess of growth of the gross national product will have to be raised entirely
by the provinces, not, as in previous years, jointly by the federal and provincial
governments. In this way, cost control is being shifted to the provinces where
the constitutional authority rests.

The 50/50 federal-provincial cost sharing arrangements made provision for
adjusting provincial payments from the federal government so that the poorer
provinces received more than 50 percent of their health care costs and the
wealthier provinces received less. This feature has been retained to some degree
in Bill C-37, as have the original terms of reference. On the other hand, the
federal contribution is now largely Independent of provincial health care costs
and completely independent of cost increases. Provinces can no longer spend
"50 cent health care dollars" since they will receive federal contributions and
tax room credits which are far less dependent on their health care expenditures.
As well, federal contributions for health care will no longer be earmarked for
health; they will be lumped with federal funds for education, further increasing
the competition for dollars at the provinc'al level. For 1977-78, the provinces
may also receive additional per capita grants to develop potentially less costly
services such as home and extended care. In 1977-78 the federal contributions
plus the transfer of tax points will produce more money for the provinces than
cost sharing would have. However, the long term trends seem clear. Health care
costs will be met mainly by provincial rather than federal taxes. As a result, the
major responsibility for raising the money for increased health care costs will
shift to the provinces. Increases in federal contributions from year to year will
be limited to increases in the gross national product and reductions in federal
taxes (greater Tax Room). Lowered federal taxes can be reassessed by the

I Federal-Provincial Fiscal Arrangements and Established Programs Financing Act, 1977.



368

provinces at the same, higher or lower levels. As a result of Bill 0-87, the
provinces will have greater flexibility and less book-keeping, but far greater
responsibility and accountability,

Increased health care costs in one year can be dealt with In subsequent years
in a number of ways:

(1) Decreased benefits.
(2) Utilization or deterrent fees. Such fees when used in the past in

Canada have deterred only price sensitive consumers and have not reduced
costs. Although the former Minister of National Health and Welfare, Marc
Lalonde, has repeatedly spoke out against deterrent fees the possibility of
use fees is still regularly considered.

(3) Higher taxes or increased health care premiums.
(4) Increased spending for health care at the expense of other publicly

funded programs such as education, housing or environmental control.
(5) Combinations of any of the above.

Increased taxes seem unlikely in the short term. The system will attempt to
reduce costs by providing increases that are less than the rate of inflation, thus
effectively reducing expenditures. New programs which have implications for
higher costs (and most do initially) will be rejected unless they can be justified
by reducing or terminating existing programs. With 90 cents of every health care
dollar going to pay service costs, trade offs will be difficult if not impossible.
Virtually no new hospital beds will be built and whenever possible politically,
existing beds will be closed.

Pressure will be exerted to reduce the numbers of health professional gradu-
ates. Immigration of physicians has been stopped-except in those provinces
which depend on foreign graduates to maintain present ratios. More and more
government involvement in the control and management of health programs can
be expected, if only be budgetary reductions. To date the budgetary limitations
have been applied mainly to the institutional sector, but tighter negotiation of
fee schedules has also slowed the rate of growth of physicians' incomes in recent
years. There Is now support in some provinces to replace fee for service payment
to physicians by salary or capitation on an experimental basis.

The Lalonde Report, "A New Perspective on the Health of Canadians" adds
yet another dimension to cost containment. Part of the genesis of that Report
was what was perceived as an unacceptable increase in health care costs. The
Report identified the major causes of early and premature mortality as accidents,
lschemic heart diseases, lung cancer and suicide. It then described "The Health
Field Concept", whereby health problems were separated Into four components:
Human Biology, Environment, JUfestyle and Health Care Organization. The prin-
cipal underlying factors in the causes of early death were identified as self
imposed risks or lifestyle and the environment, factors which could not be
attacked by the medical model.

By questioning the "medical solution" for many health care problems, the
Lalonde Report demonstrated an understanding that expenditures for personal
health services contribute only small and decreasing marginal benefits to health.
The Report is particularly important because in it the Federal government has
gone on record to say that it understands that more doctors, more nurses, more
hospitals and more dollars will, by themselves, have little or no effect on health
status or health outcomes. Thus, there appears to be little justification for In-
creased health care expenditures if they will not improve the health status of
the Canadian population.

The concept of greater individual responsibility has great appeal but as yet,
unproven benefit. It also runs the risk of penalizing the victim. As well. many
of the major problems (environmental and occupational) can only be solved on
a collective basis despite the Report's exhortation that they be confronted by
individuals.

Bill C-37 and the Lalonde Report are Federal Initiatives. At the provincial
level cost containment has been achieved with budgetary constraints, reduced
hospital construction and tightly negotiated fee schedules. The open-ended nature
of fee for service payment has been balanced by physicians service profiles. moni.
toring, limitations on numbers of services which a physician can bill for and
greater legal and Investigative authority for regulatory bodies (the provincial
Colleges of Physicians and Surgeons).

As well, the provinces have begun to employ organizational alternatives such
as: (1) Decentralization, primarily through Teglonalization, and (2) co-
ordination and integration of related health and social services.
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Decen tralization
Virtually all the provinces and territories are divided into administrative

regions by their respective health ministries. Services such as public health,
mental health and many other community health and social services are delivered
on a regional basis by provincial government branch offices. Control of public
health has often been turned over to large municipalities, while the province
retains responsibility for the administration of services in regions outside these
municipalities. Several provinces are now actively attempting the decentraliza.
tion of health planning and the control of delivery of personal health care serv-
ices on a regional basis. The concept of a regionalized health system in the
Canadian provinces is not new, but regionalization is being increasingly viewed as
the vehicle to rationalize health care delivery. Health policy makers who support
regionalization approaches argue that crucial decisions regarding the delivery
of care should be made at the regional or community level, with emphasis on
meeting the needs of geographic areas containing 100,000 or more people. With
cost containment redirecting services away from high cost institutions, "hard"
decisions like the closing of a hospital or reduced resource allocation are more
credibly attributed to a local community based board than to a more distant
bureaucratic agency.

As a result, a number of provinces are currently attempting or considering
regionalization schemes. Quebec, Ontario, Manitoba and Saskatchewan have
established regional planning bodies, generally local boards consisting of con-
sumer and provider representatives. Only Quebec has boards established for the
entire province. Despite all the legislation, reports and administrative decisions,
no province has yet relinquished to these local boards any significant fiscal con-
trol or executive authority over a region. However, proposals have been made
in Manitoba and Saskatchewan to allow boards to control regional global budgets
or major delivery programs in the funture.

In 1971, Quebec established twelve regional councils for its ten health.social
service regions (Montreal is one region with three councils). The councils have
planning responsibilities for health and social services and are charged with
eliminating duplication, promoting the amalgamation of common support services
such as hospital laundries and recommending to the Minister of Social Affairs
the preferred allocation of dollars among health and social services within their
region.

Ontario has opted for a wzore evolutionary approach to regional planning. This
province has established District Health Councils (DHC), each serving popula-
tions of 100,000 or more. A district is encouraged by the Ministry of Health
to form a steering committee of local citizens. The steering committee, using
general terms of reference and after consultation with providers and the public,
recommends to the Ministry of Health whether or not a DHC should be formed
and who the members should be. (No more than 50 percent can be health profes-
sionals.) The districts have boundaries which coincide with regional or county
governments or combinations of local government units. Of the 31 potential re-
gions in Ontario, 21 now have DHCs. Ontario DHCs are advisory to the Ministry
of Health on matters of budgetary control; as yet they have no fiscal responsi-
bility.

Manitoba is divided into eight health districts, now referred to as District
Systems. They should soon be responsible for public health, personal health care
delivery and eventually social services, housing, education and recreation needs.
Most programs are administered at the District level by the branch offices of
the provincial Department of Health and Social Development. Programs in-
cluded are community services (public health nursing, home care, services to the
aged), community mental health, mental retardation and many social service
programs. In each District System a local board will be established to be re-
sponsible for and co-ordinate the public services with medical, hospital and
nursing home services. Ultimate fiscal control Is contemplated, but not yet im-
plemented. Since 1974, all -personal care homes (nursing homes) built in rural
communities have been linked physically and administratively to their existing
hospitals.

Saskatchewan's regional system of community boards which dates back to
the 1940s is now being revitalized. The system is predicated on a two-tiered
arrangement in which each of the province's ten health regions is subdivided
into districts. Each municipality in a district is represented on that district's
Health Council and an allotted number of representatives from each district
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council are elected to the Regional Board of Health. Present legislation
authorizes these Regional Boards of Health to undertake responsibility for a
wide range of curative services; however, the Boards have not exercised this
responsibility. Saskatchewan is currently reviewing the entire question of de-
centralization and public participation In health care. Although the exact role
of the Regional Boards in the future has not been decided, the concept of public
participation in general is likely to be strengthened.

A study of one Saskatchewan Region has recommended that the District
Health Boards be composed of lay people who assume major responsibility for
the administration of health programs, eventually including hospitals -:d nurs-
ing homes. The Regional Board would then serve largely in a supper. "*pacity
to the district boards. The implications for eventual budgetary control by the
Districts are apparent. Arrangements in this Region have been discussed as a
possible model for a province wide system.

In general, regionalization In Canada is at an early stage. No single orga-
nizational structure has yet demonstrated Its effectiveness in accomplishing
regional objectives. Those provinces that have begun regionalization have done
so on a trial and error basis without federal aid. As yet no cost control has
resulted, although greater public concern has been generated.

In the United. States regionalization is also not new. On a national scale, an
early attempt was the Regional Medical Program in 1965. More recently, overall
co-ordination has been attempted by establishing Health Systems Agencies
(HSAs) across the country under Public Law 93-641. Although such U.S. efforts
are firmly grounded in national legislation, and well funded by Congress, Canada
does have some natural regionalization advantages. First, its health care system
is already significantly decentralized and tailored to 'regional' needs because
essentially it consists of 10 separate provincial plans. Second, districts are being
defined within existing health regions or other existing political subdivisions.
Although the problems of regionalization in Canada should not be minimized,
it is probably easier to use these political subdivisions than to define new
boundaries as has been the pattern in the U.S. Third, and most significant, there
is government control of all health funding.
Coordination and integration

Besides decentralization, a major factor accounting for the interest in re-
glonalized health boards has been the possibility of better co-ordination of local
health services. Co-ordination of services occurs at a variety of levels. For
decades, hospitals in many provinces have worked through local hospital planning
councils to avoid duplication by sharing common support services such as
laundries or laboratories. On occasion, hospitals lmve co-ordinated their activities
with local nursing homes or community clinics. Government provided services,
such as public health nursing or voluntary services like home care, delivered by
the Victorian Order of Nurses, may also be co-ordinated with hospitals or
nursing homes.

Alberta, Manitoba, Quebec and the federal government have combined health
and social services under single government departments. Such integration has
also been proposed at the district level-under single boards or councils. The
concept has already been implemented in Quebec with its Regional Councils and
has been recommended as the final stage of development for district councils
in Manitoba, Saskatchewan and Ontario. Alberta has been experimenting with
two integrated regional service boards with combined responsibilities for per-
sonal health, public health and social services programs. Bill C-37 may also play
a role in integration, because it frees financing to fund planning and implementa-
tion of all programs.

On the service delivery level, Canada's limited experience with community
health centres encourages similar integration. Provincial government supported
centres are being operated in British Columbia, Saskatchewan, Manitoba. Ontario
and Quebec. Multi-disciplinary teams deliver a variety of services in these
centres. However, with the exception of the integrated local community service
centres of Quebec (C0,SO) most of these efforts by the provinces are small in
size and number and mainly experimental.
Program epanrion

Cost containment pressures are not necessarily negative. They can also be
credited with encouraging program expansion In some areas. Provinces are In-
creasing the number and scope of programs that provide lower cost alternatives
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to high cost acute institutional care. Long term care, especially home care, is
being expanded In virtually all provinces. Saskatchewan is gradually implement-
ing home care on a province-wide basis. The community health centres, where
they are being supported, deliver care through integrated teams which also
stress health promotion and maintenance and disease prevention. In addition
many provinces have launched major programs that concentrate on health
promotion and maintenance and disease prevention for the entire population.
These programs and others such as the "preventive social services" program in
Alberta are an attempt to identify and prevent or alleviate health and social
problems at an early stage, to take pressure off the crisis care system. While
Bill C-fT fiscal arrangements will, It is hoped, encourage this trend by allowing
federal dollars to support these alternative programs, many provinces had al.
ready begun prior to the new fiscal arrangements.

Cost containment potential, however important, is not the only factor govern-
ing health care program expansion bv the provinces. Consumer pressure, political
popularity and positive social objectives are other causes. Many provinces have
recently implemented or are planning expansion of universal programs by in.
creasing categorical benefits, often entirely at provincial expense. For instance,
Saskatchewan and Ma,.itoba, without cost sharing, introduced universal prescrip-
tion drug programs and universal dental care for children.

Saskatchewan has also established a variety of categorical programs for
the handicapped (hearing aids, wheelchairs, etc.), cancer patients, alcoholics
and mental health promotion. Planning Is now underway to provide additional
provincial programs in areas such as vision care, chiropody, ambulance services,
dentures and more services for the physically and mentally handicapped. These
services are being covered despite the fact the Saskatchewan has been over
budget in recent years and has had to rely on surplus revenues from previous
years to finance some of its new programs.

While Saskatchewan and Manitoba may be considered the leaders in the ex-
pansion of new universal programs, they are not unique. Since 1975, virtually
all provinces have insured prescription drugs for senior citizens, with the
province bearing the entire cost of the program. Nova Scotia and Quebec have
recently established province wide children's dental plans and New Brunswick
provides such services in underserviced areas. Provinces other than Saskatchewan
are also increasing categorical benefits, particularly for the physically and
mentally handicapped. There is considerable satisfaction with government funded
programs and a demand for further expansion of benefits.

Obviously the picture is far from bleak. Many of the constraints are long
overdue. Annual per-capita expenditures of $500 or more are probably sufficient.
Planning is possible only when resources are fixed and limited. In all likelihood,
insured benefits will be maintained and any spending constraints will not ad-
versely affect the health of the Canadian people. On balance, universal health
insurance in Canada has been a good thing. It Is obviously here to stay. If we
had to do it again, we'd still do it, although we might do it differently. As the
Ontario Economic Council said in 1976, "In retrospect, it is apparent that a
major error in the development of Ontario's health care ,system was the failure
to rationalize--or even attempt to rationalze-the health care delivery system
before public health insurance was introduced; at a minimum, it should have
been concurrent with Its introduction."

The implications of universal insurance could not have been anticipated by
those who enacted it. The program is funded by government which must raise
the funds. Under Bill C-37, the Federal role will be decreased and greater re-
sponsibility shifted to the provinces. The same government that taxes will have
the authority to control costs. Public expectations may have to be reduced and
professional perogatives confronted and limited. Without universal health in-
surance, Canada wouldn't have known what the problems were; the government
would have had neither the authority nor the impetus to dealth with the prob-
lems. There are dangers inherent in health care decisions which are predicated
solely on financial considerations. On the other hand, governments now not only
kow what the total health care bill is, they also have to pay that bill and deal
with the issues.

Perhaps, In Canada, universal insurance may yet prove to be the mechanism
to rationalize the system. The stakes are high-no country has yet funda-
mentally changed its health care system after adopting universal health in-

-
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surance. However, the economic realities of the 19706 coupled with a growing
awareness of the limitations of uncontrolled increases in medical care may yet
make rationalization possible In Canada.

Senator KpNNmmY. We have the limited services in drugs, home
health care is 100 days. Nursing home is 100 days. Mental health is
45 inpatient days and 20 outpatient visits. It is probably the most
extensive program, but there are limitations in the amount of benefits
provided.

One of the most important and essential parts of our particular pro-
grams is the relationship between premiums and income. We use a
wage related premium and a mandated premium as the chairman of
the committee would understand.

There are three different aspects of the income premium formule.
One would be the relationship between the employer and the employee.
We set that figure at 7.5 percent of which the employee could be re-
quired to pay up to 35 percent. Generally according to the Chamber of
Commerce for most industries 5 percent of payroll is spent on health
care We make it 7.5 percent of which 35 percent could be paid by
employees.

Second, you have the self-employed. They pay half of the rate
of 7.5 percent or 3.75 percent, up to the amount of the value of their
particular benefit program: $800 for an individual, $1,600 for a
married couple, and $1,950 for a family.

The third is unearned income. If an individual has their total income
or part of it from unearned income, you don't count the first $2,000,
which basically eliminates the unearned income from most middle
income and low middle income people, and then apply the 3.75 percent
rate to the remainder but only up to the value of the benefit package.

That is the way the resources are collected. But all Americans are
automatically covered. If a patient comes in -with his card the doctor is
going to treat him. The patient is going to know he is going to be cov-
ered and the doctor is going to be compensated.

We collect the resources through that mechanism. The other two
elements are the SSI and the AFDC. The SSI, the Federal Govern-
ment effectively assumes the financial responsibility for the SSI indi-
vidual for the actual amounts of sickness. illness or treatment of the
individual. The States pay for those on AFDC.

The amount that any State would pay would not exceed what is paid
today as a part of State contributions through the AFDC or the SSI.
They are effectively held harmless. They would pay no more than they
are paying at the present time. The reimbursement would be for the
amount of actual cost.

All contributions are paid to one of four consortiums made up of the
Blues, the private insurance companies, HMO's, and IPA's. Effectively
the consortiums are administrative agents for those particular orga-
nizations. From an administrative viewpoint this is not a very complex
mechanism although it might sound so.

We have it now under the Federal employees health plans. Fed-
eral employees pay one premium whether you live in Washinaton or in
Phoenix, Ariz. Because it costs more to treat a person here in Wash-
ington than it does in Phoenix, there is an internal mechanism for
adjustment.

Individuals themselves make the choice of which of the four con-
sortia they want to deal with. They have a complete option about
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which different group or which different individual company they
want to deal with. There will be open enrollment. We might have
the whole range of 800 different insurance companies in the program.
Some companies may get more, and some may get less, of the high-
risks patients. There is an internal accounting mechanism to provide
extra funds to those particular companies that may need it based upon
the nature of the risks of the population that signed up with them.

At the present time you have experience rating not community rat-
ing. That is where you have the competition. We retain competition but
now we do it on the basis of the risk for the particular company. If a
particular company has high risk individuals, it will receive the re-
sources for what it would cost to provide for those individuals.

This is the important point. Now the company itself says, we are
covering "o" number of people. We know we are going to need IV
amount of money in order to treat those people. This is the same kind
of mechanisms we have at the present time inhealth maintenance orga-
nizations which Dr. Enthoven talked about. The same kind of thing
Dr. Enthoven talked about with Kaiser.

You know at the beginning of the year what your population is and
what your resources are going to be. This is where you get the
competition.

If the individual company can through administrative efficiency or
customer service or by working out innovative or creative ways of try-
ing to make contracts with younger doctors in a particular group prac-
tice or by using different hospitals, individuals could receive a dividend
of say $150 because it would cost less to provide the mandated
benefit package. Or, they could expand their benefit package. They
could then market their program by saying we will provide addi-
tional benefits or we will provide additional dividends to you.

Thus we begin to get the internal kinds of competition which vir-
tually do not exist within the system today. You begin to bring the
downward pressures with dividends, the exp ansion of the benefit pack-
age or better customer service. That does not exist and it cannot exist in
any of the other NH programs.

Again, everyone is eligible for the choice of an HMO or other
insurer. There is a two month open enrollment period available each
year. An efficient insurer could provide additional benefits or a cash
rebate for the enrollees.

One other item which is of interest obviously to the insurance com-
panies is the fact that you get the resources for funding this program
early in the quarter so that the insurance companies themselves can
actually invest the resources. That has an attraction to the companies
themselves because all of the money is being built with the private
sector.

We have tried to get the competition among the insurers and the
providers through the various incentives to enrollees to join HMO's.

How do we do the budgeting? Basically in the area of budgeting
we set a national cap on what is going to be allocated for the payment
of our health budget. In the beginning, it would be set at least at the
level we were at when the program started. We would start in 1983.

All the States have to do in developing their particular programs
within the State is to conform with the overall national ceiling. If it
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is 9 percent or 10 percent, the States obviously have to conform within
that particular ceiling.

Once the States conform within that particular ceiling, the negoti-
ation between the providers and the others would not be a Federal
negotiation, not of State negotiation, but rather a private negotiation.
Employers, employees, the insurers, the providers would all be sitting
around a table negotiating budgets for hospitals and fees for doctors.

States can do whatever they want as long as they fall within the
overall ceiling. They may compensate certain doctors for certain kind
of procedures in one State at "X" leve and at another level in another
State. You leave that completely wit the overall framework of a
particular State.

All the State has to do is conform wi h the national limitations. The
negotiations which take place are n by the State and the doctors.
It is not by the Federal Government a d the doctors, which now takes
place in about every other industrial n tion of the world, but between
the suppliers and the providers in th area. This is for fee schedules
and the hospital budget. You have th4 exclusion of unproven or non-
essential services like cosmetic surgery

The budget allocations addresses the maldistribution of resources.
We have a resource development fund of $500 million to try and help
the development of new and imaginative ways for the delivery of care
and for the maldistribution which exists. We expand the PSRO pro-
gram to cover all aspects of the health care program.

We can come back to any of these particular charts. Mr. Chairman.
Finally it is my very strong sense that unless we are going to have some
really effective cost controls and unless we are going tohave the kind
of system changes that Alain Enthoven brilliantly spoke about which
built into the system alternative delivery system, then I think what-
ever benefits we provide are going to disappear as we have seen in
medicare and medicaid.

That is the prinicpal concern for those that are representatives in
this coalition. Particularly senior citizens and others who would im-
mediately benefit from any kind of legislation which would extend
benefits.

Chairman LoNe. Senator, you have had some experiences in presid-
ing over hearings. You have some very distinguished witnesses here.
We will hear them as you wish. I suspect it would be best to hear
from them before we start asking questions. Otherwise what tends to
happen is when you get throu.h responding to questions, most of the
Senators and most of the audience will leave and some of your dis-
tinguished witnesses will not have the audience you had to speak to.

How would you like to do business, SenatorI
Senator KENEDY. They could speak very briefly representing the

different groups about their concerns and then answer questions.
Chairman Lowo. Mr. William R. Hutton, executive director of the

National Council of Senior Citizens.

STATEMENT OF WILLIAM R, HUTTON, EXECUTIVE DIRECTOR,
NATIONAL COUNCIL OF SENIOR CITIZENS

Mr. H TrroN. I am here to present the views of my organization
which is an organization of some 8,800 older peoples' clubs across
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America with a combined membership in those clubs of some three
and a half million elderly people.

Only his absence from the city today prevents my friend, Cy Brick-
field, the executive director of the American Association of Retired
Persons and National Retired Teachers Association and that is an
organization of 12 million older people from sitting along side of me
and supporting with all his strength the bill which has just been pre-
sented to you by Senator Kennedy.

Mr. Chairman, we earnestly believe in the National Council of
Senior Citizens that the tragic legislative compromises which took
place in connection with the enactment of medicare were penny-wise
and pound-foolish and they have carried with them if you like, the in-
flationary seeds of medicare's erosion.

Today, medicare covers on average only 38 percent of the health
care costs of the elderly. It is widely understood by most members of
the public that the program while providing modest gains for the
elderly at an enormous price.has largely been a tremendous boon for
doctors, hospitals, and other sick care providers.

The legacy of this frustration has made us realize the folly of too
many compromises. We realize we have to make some, Mr. Chairman.

Frankly, I was one of the two public members that pointed to
HIBAC in the early days, the Health Insurance Benefits Advisory
Council. The two public members were outnumbered 16 to 2 and we
did not have much influence within HIBAC. I can tell you although
we raised our voices it was really tragic to realize the things which
were being recommended and particularly some of the provisions of
medicare and I can think of one, the fact that older people who really
need home health care could not get that home health care without
first having to go to a hospital for 3 days and being sent there by their
doctors.

Over the past decade we have poured billions of dollars down the
drain on that one provision alone.

It does seem to me when we have some 5 million elderly couples who
have got an income of approximately $5,000 a year, they spend about
80 percent of their income on food, housing, and health care and that
means they have $1,000 a year left and out of that $1,000, it would cost
them almost $100 a month for energy and the rest is spent on trans-
portation, clothing, and personal items. It is very tough to keep body
and soul together.

These people really cannot afford the high fees of catastrophic
health insurance. They do not have it and particularly the ones who
are between the ages of 55 and 65 who do not have medicare either.

We believe the Kennedy bill faces the cost controls firmly and force-
ably and will adequately protect consumers from financial catastro-
phy. Unless these controls are in, we are not ever going to be able to
benefit. We will never be able to catch up with some of the 60 nations
across the world which long ago decided to introduce some form of
national health security for their people and we believe this Nation
belongs up there with the others.

The CHAMMAN. Thank you, sir. We will hear from Ms. Althea
Simmons from the National Association for the Advancement of
Colored People. We are happy to have you here, Ms. Simmons.
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STATEMENT OF ALTHEA IMMONS, WASHINGTON BUREAU
DIRECTOR, NAACP

Ms. SiMMows. Thank you so much for letting me appear before you,
Mr. Chairman.

The NAACP through its 1,800 branches and youth units in all 50
States and the District of Columbia favors comprehensive health care
of equal quality and quantity for all Americans without regard to race,
income or status in life.

We believe that many Americans without regard to color express
concern these days regarding a need for a system of health care which
will insure free dom from fear of serious illness and costs. The need
for adequate health care is so widespread, as a matter of fact, there
is not a need, we do not believe, to try to educate the Nation's populace.
Even if there were a need to try and educate persons on the need for
adequate health care, we do know whenever national priorities, defense,
scientific, or social change revealed that the educational process in
any given time must be redirected to serve the Nation's need but our
Federal Government has always enacted legislation.

I think the most dramatic example of that was when Sputnick was
launched some years ago and we sparked an all out effort to get
engineers and technologically trained personnel because that became a
national priority.

We believe health care and the well-being of our most precious
human resource, our national resource, our citizenry, also must become
a national priorit because Americans deserve comprehensive health
care. They need that kind of plan and they should not have to wait
until it is considered to be economically feasible.

Blacks and other minorities are people who are constantly short-
changed. They just released a report of the Bureau of the Census on
the social and economic status o the black population in the United
States from 1790 to 1978 and it points out that the mortality rate for
blacks is still significantly higher than that of whites. Forty-six per-
cent of all black deaths are caused by malignant cancer and diseases
of the heart.

A number of other studies show that blacks, other minorities, and
the poor and the elderly lack adequate health care due in part to health
care providers, and poverty, and racially isolated neighborhoods and
also because of the escalating health care costs.

Our national health committee states that 75 percent more dollars
have been spent for white recipients when compared with minority
recipients. With medicare, they state 60 percent more is spent for phy-
sician services and 20 percent more for inpatient care for whites as
compared with nonwhites.

We believe this points out the need to have an universal plan that
will assure that low-income persons, the elderly, minorities, and, as a
matter of fact, all Americans, can be healthy productive citizens be-
cause there is an affordable health care regardless of their status in
society.

We urge the committee to resist a fragment or piecemeal approach
to health care because we believe that will increase already high
frustration rates of a large segment of our Nation's citizens and will
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do very little to improve the quality of life for persons, blacks, other
minorities, and everyone.

We urge the committee to take the bold decisive step of coming to
grips with a problem to provide national health care for. all of its
citizens now.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you very much, Ms. Simmons. We will now

hear from Mr. Kenneth Young, director of the department of legis-
lation of the AFL-CIO.

STATEMENT OF KENNETH YOUNG, DIRECTOR, DEPARTMENT OF
LEGISLATION, AFL-CIO

Mr. YoUNG. Thank you, Mr. Chairman.
Mr. Chairman, the AFL-CIO is convinced that America must

develop a comprehensive national health insurance program if its
people are to be relieved of the burden of ever higher costs for medical
care.

We recognize there are no quick and easy fixes for this long-standing
problem. We have spent untold hours month after month and year
after year seeking workable solutions.

It is a matter of record that the AFL-CIO and the CIO separately
supported the Murray-Wagner-Dingell bill in 1947 and since the
merger of the AFL and the CIO in 1955, we have called for the enact-
ment of a comprehensive and universal national health insurance pro-
gram at every convention.

Given this long background of interest and study, we are deeply
disappointed that this committee apparently has decided not to hold
full hearing that could air and explorer the host of complex issues and
options available to the committee and, of course, to the Nation.

We in the AFL-CIO have studied and worked on this issue for more
than two decades. It is no secret that we are fully supportive of Sena-
tor Kennedy's proposal, the Health Care for All Americans Act.

We do want to take this brief opportunity to make it clear that the
AFL-CIO does not consider a catastrophic insurance proposal to be a
viable legislative compromise for a comprehensive program. We be-
lieve that catastrophic insurance would greatly accelerate the already
unacceptable high inflation in health care costs.

Health care in our country is notably weak in the areas of preven-
tive care and routine medical treatment for common place illness. Be-
cause catastrophic insurance is aimed at the more dramatic areas of
medicine such as open health surgery and organ transplantation, it
would lead to an even greater disproportion of specializing physicians.

In addition catastrophic insurance would underwrite the expansion
and proliferation of high cost medical technology. While this tech-
nology does save lives, the inappropriate use and the lack of any as-
sessment of the diagnostic or therapeutic value of this technology
greatly increases cost.

By contrast, the AFL-CIO supports a comprehensive program be-
cause it gives physicians lower cost alternatives to expensive hospital-
ization, provides effective cost controls, permits alternative delivery
systems, and is, therefore, less expensive in the long run.
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The AFL-CIO supports the universal program because we believe
access to health care should be the right for all citizens regardless of
race, sex, color, or creed and the AFL-CIO supports a comprehensive
and universal program because in the long run it will be far less expen-
sive than the multiplicity of separate programs for various population
groups.

Thank you, Mr. Chairman.
The ClIAMn N. Thank you. We will now hear from Mr. Howard

Pastor, director of the office of legislation of the United Automobile
Workers.

STATEMENT OF HOWARD PAST 7 DIRECTOR, OFFICE OP
LEGISLATION, UAW

Mr. PAST. Thank you very much, Mr. Chairman and members
of the Finance Committee.

On behalf of our president, Douglas Frazier, and the 1.6 million
members of the UAW, I want to stress our total support for the
Health Care for All Americans Act proposed by Senator Kennedy and
several other Senators from both sides of the aisle.

For many years the UAW has been in the forefront of those advo-
cating an universal comprehensive national health insurance program.
Mr. Frazier chairs the Committee for National Health Insurance as
did his predecessors at the UAW, Mr. Cock and Mr. Ruther.

It is with a long history of involvement with this issue and adherence
to the underlying principles of a fair and workable health insurance
program that we strongly endorse the position taken by Senator Ken-
nedy and others in the Senate..

The comprehensive approach set out in the Health Care for All
Americans Act would control costs, but not-as alternative plans do-
by laying a greater burden on the victims of illness. We do not pro-
pose copayment requirements or substantial deductibles which price
health care out of the reach of many Americans. We seek to control
the soaring cost of medical care from the outset through prospective
budgeting of health care costs.

We believe there is no alternative that will hold down costs more
effectively than the Kennedy proposal, and among the reasons we ob-
ject to various catastrophic health insurance bills is the very fact that
they will only drive costs up even faster.

In approaching this complex issue it is important to emphasize that
catastrophic health insurance is not a partial step toward comprehen-
sive health insurance. This is a key factor we believe in the committee's
consideration of these issues.

Those of us favoring comprehensive national health insurance do
not regard the various catastrophic bills as potential compromises be-
tween our position and the position of those who want no action. Com-
prehensive health insurance and catastrophic health insurance are
fundamentally different. The latter is not a half or even a quarter
loaf of the former. Very simply fo those of us committed to compre-
hensive health insurance, catastrophic plans are not something that
can be brought around to acceptability. They are a direct challenge
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to our goals and thus we will oppose enactment of catastrophic health
insurance.

I call the committee's attention to the fact that the Health Care
for All Americans Act represents a market change from earlier health
insurance bills which we supported. The proposal maintains the essen-
tial principles of universal and comprehensive coverage with quality
and cost controls, and needed system changes. But it also creates a
major continuing role for private insurers and thus departs signifi-
cantly from our earlier financing proposals.

We have listened to the concerns raised by Members of the Senate
and others and have brought forth revised legislation that answers
a number of these concerns.

We recognize the magnitude of the issues facing the Finance Coin-
mittee. In many respects national health insurance is a more signifi-
cant step than even the Medicare Act of 1965 on which the chairman
who was the sponsor of that bill will recall the Finance Committee
held I believe 11 days of hearings.

For organizations such as the UAW, which have invested many,
many years and a great deal of rcsources, in the drive for national
health insurance the Kennedy bill represents a chance to realize our
long-sought goals, while all the other proposals we have seen miss
the mark.

Thank you, Mr. Chairman.
The CITAMAN. Thank you, Mr. Paster. We will now hear from

Mr. Robert Barrie, representative of the health care task force of
the Interreligious Staff Council.

STATEMENT OF ROBERT BARRIE, REPRESENTATIVE, HEALTH
CARE TASK FORCE OF THE INTERRELGIOUS STAFF COUNCIL

Mr. BAmx. Thank you, Mr. Chairman and members of the
committee.

In addition to representing the Washington Interreligious Staff
Council, an organization representing Roman Catholic, Jewish, and
Protestant organizations, I also represent my own denomination, the
United Presbyterian Church in the U.S.A. I am presenting testimony
today on the policies of the general assembly of our demoninations
and would like to have made a part of the record a policy statement
which our general assembly adopted nearly 8 years ago as well as
policy statements of the health care task force of the Interreligious
Staff Councl.

Mr. Chairman, my appearance here today on behalf of my own de-
nomination and my religious colleagues is based on the concern of re-
ligious organizations everywhere for the wholeness of persons as chil-
dren of God and about their physical and mental health.

I believe by being here and they believe by allowing me to represent
them that by my presence here thWs morhing I am responding to God's
command to care for and to act on behalf of his children.

Our denominations' policy leads me to say to you that the essential
and basic principle which should underly any decisions you make on
national health should be this; all persons within the United States of
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America are entitled to adequate health care and the Federal Govern-
ment should guarantee that entitlement because the Federal Govern-
ment is the only agency that can act for all the people.

That statement is illuminated not only by Judaic and Christian
understanding of history, but also by the history of our Nation and its
constant striving to adhere to the democratic principles inherent and
explicit in the Constitution.

Mr. Chairman, I share your concern that the Nation is in a large
and steadily worsening health care crisis. This is especially true with
respect to the most frequently mentioned part of that crisis, the rapidly
rising health care costs and the growing struggle of thousands to pay
for it.

The question is whether or not the Nation can afford a comprehen-
sive health care policy and that is in our opinion no longer a valid
question. Our national experience has long since answered it. A mass
of data signifies we can no longer afford not to develop and implement
a comprehensive policy.

In singling out rising costs for special mention, we underscore the
utter futility of dealing with that problem in isolation. It can be
successfully dealt with only in conjunction with other components of
the health care crisis. First, the inadequate and maldistributed re-
sources for delivering health care services. Second, the poorly
organized and grossly inefficient system for delivery of health care
services which results in unequal access to health care. Third, the
inadequate controls of cost and quality without appropriate account-
ability to the Government and to the consumers to insure adequate
quality and reasonable costs.

In evaluating legislation designed to deal with national policy on
personal health care services, we support features which assure a co-
ordinated and comprehensive approach. We reject those which focus
only or primarily on a single aspect of the health care crisis.

Catastrophic national health insurance is an example of a limited
approach. When we evaluate proposals for catastrophic national health
insurance we find they will not achieve the basic goals we have men-
tioned. Catastrophic national health insurance proposals do not guar-
antee adequate health care to all persons in the United States. They
do not hold the Federal Government accountable for that guarantee.

Adequate legislation to deal with the health care crisis must have
at least the following basic commitments. One a commitment to uni-
versal coverage. Two, a commitment to comprehensive benefits. Three,
a commitment to emphasis on the encouragement of alternate delivery
and financing systems such as health maintennace organizations. Four,
assurance of full public accountability and insistence upon consumer
participation in the development and administration of any proposed
plans.

Inherent in all of the above commitments is our concern that what-
ever system of national health care is approved, it should deal effec-
tively and equitably with the needs of the poor and the disadvantaged
of all ages.

We abhor a two-class system in which there are separate approaches
for those able to pay for this care and those unable to do so. We par-
ticularly abhor the use of any means test in determining eligibility to
receive health care services.
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As you are well aware the Congress has before it or soon will have a
variety of proposals dealing with national health care policies. We in-
clude in this grouping obviously the Health Care for All Americans
Act but also President Carter's proposal soon to be introduced and we
also think that the congressional debate on national health care policy
should include the health security bill reintroduced by Congressman
Corman in the House of Representatives and the national health serv-
ices bill introduced by Representative Badham. All of these measures
have much in common of great merit.

We believe that the country as a whole will benefit by a vigorous and
extended national debate of all of them. Only in that way can the best
possible final decision be made. Early action on the very limited range
of catastrophic national health insurance proposals would do a great
disservice to the Nation as a whole.

In summary, at the very least we urge delay on any decision on a
narrowly conceived piece of legislation dealing primarily or solely with
the catastrophic national heah insurance approach. We urge instead
prompt consideration of all the major health insurance proposals be-
fore the Senate and the House of Representatives. That kind of na-
tional debate is certain to result in much sounder decisions than the
hasty actions within a very limited scope of concern.

I thank you for the opportunity to present this testimony and urge
your diligent attention to the basic policy statements which I have pre-
sented as part of it. I point out to you that our basic statement has been
in effect for 8 years and we believe it is even more pertinent to the
needs of the Nation now than when it was first adopted.

Thank you very much.
[The prepared statement and attachments follow:]

STATEMENT OF ROBERT BARRME REPRESENTATIVE, HEALTH CARE TASK FORCE OF
THE INTERRELIGIOUS STAFF COUNCIL

My name Is Robert Barrie. I am Associate Director of the Washington Office
of the United Presbyterian Church in the United States of America, and a
member of the Health Care Task Force of the Washington Interreligious Staff
Council. The Washington Interreligious Staff Council (WISC) is an ecumenical
organization composed of representatives of Roman Catholic, Jewish and Pro-
testant Organizations having staffs in Washington.

In presenting testimony, however, I speak for the policies of my own govern-
ing body, the General Assembly of the United Presbyterian Church in the United
States of America. Nevertheless, in preparing this testimony I have been also
guided by a policy statement of the Interreligious Coalition on Health Care
which includes representatives of Roman Catholic, Jewish and Protestant Orga-
nizations. A copy of that document entitled, 'The Need For A New Health Care
Policy In the United States," is attached and I ask that it be made a part of the
record.

Also attached to my written statement are two policy statements of the United
Presbyterian Church in the United States of America. I ask that these, also, be
made a part of the record:

1. "Toward A National Public Policy For the Organization And Delivery
of Health Services" (A statement of the 183rd General Assembly (1971)
of the United Presbyterian Church).

2. "Health Ministries and the Church" (a policy statement adopted by
the Program Agency of the United Presbyterian Church in the United States
of America and received by the General Assembly of the Church).

My appearance here today is based on the concern of religious organizations
for the wholeness of persons as children of God, and therefore about their phys-
ical and mental health. I believe that, by being here, I am responding to God's
command to care for and to act on behalf of his children.

47-296 0 - 79 - 25
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Our denomination's policy leads me to say to you that the essential and basic
principle which should underlie your decisions on national health care should be:

All persons within the U.S.A. are entitled to adequate health care and the
federal government should guarantee that entitlement. The federal government
is the only agency which can act for all the people.

That statement is illuminated not only by Judeo-Christian understanding of
history, but also by the history of our nation and its constant striving to adhere
to the democratic principles inherent and explicit in the Constitution.

Mr. Chairman, we share your concern that the nation is in a large and steadily
worsening health care crisis. This is especially true with respect to the most
frequently mentioned part of that crisis-rapidly rising health care costs and
the growing struggle of thousands to pay for them. The question as to whether
or not the nation can afford a comprehensive health care policy Is, in our opinion,
no longer valid. Our national experience has long since answered that. A mass
of data signifies we can no longer afford not to develop and implement a com-
prehensive policy.

In singling out rising costs for special mention, we underscore the utter futility
of dealing with that problem in isolation. It can be successfully dealt with only in
conjunction with other components of the health care crisis:

1. Inadequate, mal-distributed resources for delivering health care services.
2. A poorly organized and grossly inefficient system for delivery of health

care services which results in unequal access to health care.
8. Inadequate controls without appropriate accountability to the govern-

ment and consumers to assure quality of health care.
In evaluating legislation' designed to deal with national policy on personal

health care services we, therefore, support features which assure a coordinated
and comprehensive approach; we reject those which focus only, or primarily, on
a single aspect of the health care crisis. Catastrophic national health Insurance
is an example of limited approach. When we evaluate proposals for catastrophic
national health insurance we find that they will not achieve the basic goals we
have mentioned. Catastrophic national health insurance proposals do not guar-
antee adequate health care to all persons within the U.S.A. They do not hold the
federal government accountable for that guarantee.

Adequate legislation to deal with the current health care crisis must have at
least the following basic commitments:

1. A commitment to universal coverage.
2. A commitment to comprehensive benefits.
8. A commitment to an emphasis on the encouragement of alternate de-

livery and financing systems such as health maintenance organizations.
4. Assurance of full public accountability and insistence on consumer

participation in the development and administration of any proposed plan.
Inherent In all of the above commitments is our concern that whatever system

of national health care is approved it should deal effectively and equitably with
the reeds of the poor and the disadvantaged of all ages. We abhor a two class
system, In which there are separate approaches for those able to pay for their
care and those unable to do so. We particularly abhor the use of any means test
in determining eligibility to receive health care services.

As you are well aware the Congress has before It (or soon will have) a variety
of proposals dealing with national health care policy. We include in this group-
ing, not only the Health Care for All Americans Act, soon to be introduced by
Senator Kennedy, but President Carter's proposal, also soon to be introduced. We
think that congressional debate on national health care policy should Include the
Health Security Bill, re-introduced by Congressman Corman In the House of
Representatives, and the National Health Service Bill, introduced by Representa-
tive Deliums.

All of these measures have much in common of great merit. We believe that
the country as a whole will benefit by a vigorous and extended national debate
on all of them. Only In that way can the best possible final decisions be made.
Early action on the very limited range of catastrophic national health insurance
proposals would do a great disservice to the nation as a whole. More specifically,
in addition to lacking the total comprehensive Insurance approach, which we re-
gard to be essential, we believe that catastrophic national health insurance will
be Inflationary because of its built-in incentive to "spend up" to the level at which
catastrophic national health insurance will take over; or indeed to "spend down"
to the level at which catastrophic national health insurance will take over for
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the poor and the near poor. We believe that these Incentives to "spend up" and
"spend down" will be costly and Inflationary, and by their very nature will con-
tribute to poor quality of care and the unnecessary risks always Involved in
unnecessary medical care procedureS.

In summary, we urge at the very least, delay on any decision on a narrowly
conceived piece of legislation dealing primarily, or solely, with the catastrophic
national health insurance approach. We urge instead, prompt consideration of all
the major national insurance and national health service proposals before both
the Senate and the House of Representatives. That kind of national debate is
certain to result In much sounder decisions than a hasty action within a very
limited scope of concern.

I thank you for the opportunity of presenting this testimony and urge your
diligent attention to the basic policy statements which I have presented as part
of this testimony. I point out to you that our basic statement has been in effect
for eight yeirs and we believe it iR even more pertinent to the needs of the nation
now than when it was first adopted.
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FOREWORD

In June 1971 a group of staff people responsible for services and social
action in the area of health and welfare from several religious groups
was convened by the National Council of Churches to discuss mutual
concerns about health care in the United States.

At that time each organization was at some stage in the process of de-
veloping or implementing a policy statement on health care in the
United States. Religious organizations are concerned about the whole-
ness of persons as children of God and therefore about their physical and
mental health. For this reason the emergence of health care as an ur-
gent national concern confronted religious groups with an imperative to
care and to act.

Without losing sight of the crucial importance of human problems af-
fecting health-such as pollution, hunger, poverty, and war, and of
ethical issues arising out of new biomedical technology-this statement
will be directed to the provision of personal health care. This choice is
made because of the imminence of federal legislation dealing with this
subject.

Our regular meeting served to keep us informed about the content
and process of policy development in our respective organizations and
steps being taken to implement policies.

In order to test the extent of agreement among us, Edward Krill of the
U.S. Catholic Conference very generously agreed to formulate a com-
posite statement based on positions already adopted by our organiza-
tions. While we expected general agreement on the nature and extent of
the problem, we were encouraged to find that there was also substantial
agreement on the goals toward which efforts at solution should be
directed.

It seemed feasible, therefore, to attempt to prepare a document which
would represent the best judgment of members of the Task Force. While
this document draws heavily on policy statements of several organiza-
tions, it does not speak for our respective organizations. Rather, its pur-
pose is to speak to members of our organizations, particularly to those
who influence decision-making in churches, synagogues, health and wel-
fare agencies, and in communities. Members of the Task Force are com-
mitted generally to the point of view expressed here and we believe that
it is consistent with policies of religious organizations which have
adopted policy positions on health care.
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A RELIGIOUS PERSPECTIVE
Our vision, illuminated by the Judeo-Christian understanding of his-

tory, sees that God's holy purpose is for mankind to be of worth and to
be well, to be healthy and to nurture health for one another. The vision of
faith sees the present reality in the light of what might be. Pain that is
unavoidable can be accepted but ill-health that we have the knowledge
and resources to avoid is intolerable. We acknowledge a commitment
under God, to exercise public compassion and justice for all people of
our land and to increase the well-being of all.

The pivotal issue, underlying discussions of all proposals for national
health programs, deals with an emerging social philosophy regarding
health care. This philosophy affirms that the availability of good health
care is a right, to be enjoyed by all citizens-rather than a privilege to be
limited by considerations of race, religion, political belief, or economic
or social conditions. Therefore, our goal is that each person receive suf-

* ficient health care of good quality as a right and as a recognition of the
dignity of man.

In an affluent society the provision of adequate health care is feasible.
Therefore, unimpeded access to it should be a legal right of all citizens, a
corollary to the right to life itself. The responsibility. for fulfilling this
right rests with both the individual and society.

We recognize that we are each involved in self-health care, in mutual
health care in our primary social groups and in supporting health care
services at home and abroad. What happens to our neighbors' health
happens to us. An epidemic knows no political or economic or social
boundaries. Residents of Keokuk or Chicago suffer ravages of Hong
Kong flu just as residents of Asian cities and hamlets.

The development and preservation of good health requires a national
commitment with well defined purposes and explicit goals. We believe
that health care in the United States, though now substantially an en-
deavor of private and independent sectors, cannot be left to private re-
sources and private initiatives alone. We believe the general public has
direct responsibilities for designing and developing a comprehensive,
publicly-oriented national health policy, which will make real the rights
of individuals and the responsibilities of society.

The development of a comprehensive, morally defensible health care
policy in the United States is not solely the responsibility of health care
providers, whose knowledge and skill and art make superior health care
possible for many. Our whole society gives priority to the production
and consumption of goods, to profit-making and the defense of wealth,
neglecting basic human needs. Therefore, all members of this society
share responsibility for determining what objectives and priorities
should be in health care.
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Health Care Crisis
President Nixon, in July of 1969, said, "We face a massive crisis in this

area (of health care) and unless action is taken, both administratively
and legislatively, to meet that crisis . . . we will have a breakdown in
our medical care system which could have consequences affecting
millions of people throughout this country."

In 1971 the report of the Citizens Board of Inquiry into Health Ser-
vices for Americans stated (inter alia):

"Americans are angry and frustrated about health services. . . . The
anger is intense. It springs from frustration with efforts to obtain health
services from doctors, hospitals, health departments and a host of pro-
grams and agencies that are involved with the delivery of health care.
Anger also comes from exasperation that conspicuous deficiencies are
met by a succession of studies and, at best, ineffectual efforts at reform.
Let there be no mistake. The anger is well-founded. The deficiencies are
real."'

Dr. Herman E. Hilleboe, in the 11th Bronfman Lecture to the Amer-
ican Public Health Association attributes to the late Walter Reuther
speaking in 1968 the following: ". . . thirty million Americans live in
poverty even though we have a Gross National Product of one thousand
billion dollars. Let's face it; the poor are shut out of affluent society. Few
other aspects of American life than health display a greater gap between
promise and performance-reason enough for a high priority for health.
The American consumers are subsidizing a non-system that fails to deal
with basic health needs at a cost of two-and-one-half times the general
price level. No amount of mental or moral gymnastics or clever Madison
Avenue public relations can hide the ugly facts about the failure of our
health system." 2

Although the United States spends a larger percentage of its Gross
National Product and more money per person on health care than any
other nation, we are slipping in our ranking among the nations on key
health indexes. Since 1950 we have gone from first to seventh in mater-
nal mortality, from seventh to fourteenth in infant mortality, and pres-
ently rank eighteenth in male life expectancy. In 1970 white infant
mortality declined, while non-white infant mortality, nearly twice that of
whites, rose significantly. Non-white mothers die four to five times as
often in childbirth. A poor person is four times as likely to die by age 35.
Clearly, Americans are not getting the health care they have a right to
expect.

Specific Problems
1. Shortages, misuse, and maldistribution of personnel and facilities

There is inequitable distribution of health care resources, severe short-
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ages of some kinds of health care personnel, and lack of medical facil-
ities in many communities. Important sectors of the community are not
able to obtain adequate health services; these groups include the poor,
people in rural areas, and in recent years they increasingly include
middle-income families. There are severe manpower shortages in the
health service fields: primary care physicians, nurses, technicians and
supportive services. The number of physicians providing primary patient
care has decreased from 103 per 100,000 population in 1950 to 90 in
1971, although there is an increase in the number of physicians in all
forms of service and the total number per 100,000. Moreover, health pro-
fessionals are not equitably distributed geographically. In California
there is a practicing physician for every 625 persons, twice as many as
in seven other states. There are over 100 counties in the United States
with no physician. Urban ghettos have lost most access to personal
physician care.

Inadequacies in health care are not entirely due to a shortage of facil-
ities and professional personnel. There is inefficient utilization of per-
sonnel and facilities that do exist.

2. Costs and financing
a) Spiraling costs have placed adequate medical care beyond the

grasp not only of 45 million persons below or near the poverty line but
also of many middle-income families. The cost of health care has been
rising much more rapidly than other items in the consumer price index.
In terms of 1967 dollars, for example, food that cost $74.50 in 1950 cost
$119.20 in 1971. The total bill for personal health care for Americans
(combining private and public payments) rose from $12.1 billion in
1950 to $26.4 billion in 1960 to $75 billion in 1971.1

One factor in inflating costs is lack of coordination and planning in
acquisition of expensive equipment. One study4 showed that almost one-
third of those hospitals with expensive open-heart surgery facilities had
not used them in a year. Unless there are adequate mechanisms to con-
trol the factors producing higher costs, larger and larger segments of our
population will not be able to afford medical care.

b) Financing-There is no comprehensive system for financing health
care in the United States, one which equitably distributes costs. There
are many governmental and private systems, each reaching a segment
of the population with varying degrees of effectiveness. During the dec-
ade of the 1960's approximately one-third of consumer health expendi-
tures were met by health insurance.5 One program, Medicaid, designed
to provide care to the medically indigent failed to do so to a substantial
extent. An HEW Task Force on Medicaid and Related Programs in 1970
reported: "only about one-third of the 30 to 40 million indigent and
medically indigent who could potentially be covered (by Medicaid) will
in fact receive services . . .", "the cost of covering less than one third has
exceeded earlier estimates of the cost'of covering the whole medically
deprived population.'"
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Especially vulnerable in the under age 65 population are 13% not
covered by hospitalization insurance, 20% without surgical insurance,
and 57% who have no insurance to cover visits to doctor's offices or home
calls by physicians. Insurance policies are designed with the company's
rather than the consumer's interest in mind. In 1969, 17 cents out of
every dollar paid to an insurance company in health insurance pre-
miums were retained for operating expenses, additions to reserves and
profits. The comparable figure for Blue Cross-Blue Shield plans was 4
cents.' The cost of administration of public programs from fiscal 1968-
1971 was 2.6% of total expenditures.9

Policy-holders in private insurance companies, including Blue Cross
and Blue Shield, are unprotected or under-protected when they most
need help: when they face extraordinary medical expenses or when they
seek preventive care to avoid future expenses. This distorts priorities of
care and interferes with effective functioning of the health care system.

3. Inadequacies in the delivery system
.Health services are fragmented, with wide gaps in service, failing to

provide continuity of care. This is particularly true when the patient may
require attention by his family physician, one or more specialists includ-
ing surgeons, convalescent care, and post-hospital follow-up care. Even
a person with substantial resources now has trouble making effective
use of a fragmented system. A low-income person finds it well-nigh im-
possible.

The current emphasis in medical care is on treatment of crisis ill-
nesses, with relatively limited attention to "health maintenance" which
would include prevention, early detection, and treatment during the
initial phase of the illness.

Many factors contribute to denials of health care: inability to pay,
distance from resources, discrimination based on race or ethnicity,
place of residence, and ignorance regarding rights. Treatment of disease
for a fee has all too often preoccupied providers to the neglect of health
promotion and prevention of illness.

4. Lack of controls for assuring quality care
There are substantial variations in the quality of medical care. One is

impelled to conclude that existing mechanisms are inadequate to assure
quality control at reasonable cost, particularly for health services given
outside a medical institution. Hospitals have medical reviews by peer
groups, supervision by chiefs of staff, or other internal controls. The ef-
fectiveness of these controls varies widely and in many cases is seriously
deficient.

For patients outside a hospital, controls tend to be limited to consulta-
tion or malpractice suits. There is no unified control system, but rather
an agglomeration of relatively independent, self-regulating and diverse
enterprisers and enterprises. The accreditation of hospitals, for example,
is carried out by the Joint Commission on Accreditation of Hospitals,
which is mainly supported by and controlled by The American College
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of Physicians, American College of Surgeons, the American Hospital
Association, and the American Medical Association. All four are orga-
nizations of providers. The Joint Commission itself has no effective voice
of consumers in its policy-making and standard-setting decisions. Blue
Cross Associations, which are supported by its subscribers, are governed
by Boards of Directors consisting mostly of health service providers or
their representatives.

0 * 0

These problems are individually identifiable but interrelated. They
reflect the fact that there is no national health policy that provides for
the development, organization and delivery of comprehensive health
care. In the absence of such a policy, unified goals and coordinated plans
for meeting the nation's health needs do not exist. What is needed first
is a national policy, which is based on the interrelatedness of relevant
factors and which in turn furnishes the basis for a comprehensive health-
care plan.

The following principles and recommendations are presented in an at-
tempt to indicate some bases for such a plan.
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PRINCIPLES AND IMPLEMENTING
RECOMMENDATIONS

I. The World Health Organization has stated:
Enjoyment of the highest attainable standard of health
is one of the fundamental rights of every human being
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without distinction of race, religion, political belief, or
economic and social conditions.

Programs in the United States for financing and delivering health care
should meet this standard.

Ii. Since health care systems vitally affect everybody, rich and poor,
they must be accountable therefore to the general public at all levels of
policy formulation and administration. Consumers (i.e. non-providers) of
health care must have a primary role in defining goals and establishing
guiding policies of the system.

1. Local communities should be empowered, under a national health
policy, to define goals and to obtain services they need. Responsi-
bility should be vested in a community health care policy-making
body which will be composed in such a way that the dominant
voice in decision-making shall be that of consumer representatives.
These representatives should be accountable to organizations of
people who do not derive any part of their income from provision
of health care or the health industry.

2. Professional judgments and responsibility of physicians for diag-
nosis and treatment of individual patients should be assured.

3. Patients' right of choice among alternative providers and treat-
ment plans should be protected.

4. There should be systematic efforts to develop an informed public
that has increasing competence to make wise decisions and to cre-
ate systems conducive to personal and corporate health.

5. The national health care system should provide for flexibility and
pluralism in policy-making organizations to allow for regional dif-
ferences and local self-determination of health priorities, for
changing consumer demands and provider services.

III. The Health Care System should be comprehensive with respect to
services and facilities provided and to participation of all relevant
groups in planning and Administration.

1. The following personal health services are essential and should be
made available to all people in the United States:

a) ready access to primary health care and ready referral for pre-
ventive and curative services, without exclusion.

b) Emergency care.
c) Hospital inpatient and outpatient services, clinic service for

diagnosis and acute short-term care for both physical and
mental illness.

d) Long-term hospitalization or other extended care in facilities
which provide nursing, therapeutic and rehabilitative services
for both physical and mental illness.

e) Dental care.
f) Prescribed drugs.
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g) lome health services, outreach and intake service, including
transportation, nutrition consultation, personal and family
health education, medical social services, physical therapy.

h) Family planning services. (It is to be understood that such ser-
vices sho Ild protect the voluntariness of parents and that abor-
tion is not considered a method of birth control. Moreover, the
rights of health care personnel to refuse cooperation in family
planning efforts should be respected.)

2. Tlere should he comprehensive, coordinated planning and admin-
istration of health care, with publicly disciplined participation of
practitioners and support personnel (such as health technicians,
paraprofessionals, volunteers, etc.) to provide for maximum appro-
priate utilization of neighborhood ambulatory care units, general
hospitals, medical research and teaching centers, and other spe-
cialized formal and folk resources, and to achieve functional co-
hesion.

3. Provision should be made for continuity in keeping and using med-
ical and social records.

4. There should be appropriate community action to stimulate and
develop competence for self-care and mutual primary group care.

5. New incentives should be developed to increase the availability
and integration of health practitioners with diversified competence
and for local comprehensive community care programs.

6. Physical and mental health programs should be integrated.
7. Provision should be made for regional health structures providing

and appropriately relating essential research, training, specialized
services, priniary ambulatory care, hospitalization, preventive and
health promotion programs.

8. Isolated persons and sinall communities should be provided all
needed regular services through local health care units with trans-
portation furnished to enable persons to have services of special-
ists and specialized facilities when they are needed. Such coin-
mnitmies should have effective voice inl deciding how.' the full range
of ser\sices should be made available to them.

9. The quality of services should be controlled through organized and
objectively administered constinler and professional medical eval-
uations. These miechanisms should include an effective form of
peer group review, with adequate input from consumers and other
non-pro fessionals.

IV. Funds to support the health care system should be secured through
neans that are fair and equitable. Social insurance principles which
spread the risk among a large population should be operative. Funding
devices which discourage good personal health practices essential to
health maintenance and preventive care should be avoided.

L A National H health Fund should be established and maintained at
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the optimum level by taxes levied according to ability to pay.
2. Direct payment to providers for health services at the time care is

given should not be required of the individual patient or his fam-
ily, except as there is ability and desire to secure services beyond
the comprehensive quality care available to all people covered by
the National Health Fund. If it is deemed necessary to provide for
deductibles (i.e. payment by patient of a stated sum toward each
service utilization) in the years of transition to a national health
insurance system, the amount should be reasonable and consistent
with ability to pay.

V. The health care delivery system should be designed to implement the
principle that health care is a right to which every person is entitled.

1. There should be state, regional, or community health authorities,
each serving a population large enough to require all the facilities
and personnel for comprehensive health care, but small enough to
enable communities through individuals and representative groups
to design and control their delivery system.

2. Each state or regional health agency must arrange for the provi-
sion of essential personal health care to all people in its jurisdic-
tion, using whatever agencies for service delivery and methods of
payment will most effectively meet these needs. Federal guide-
lines shall provide incentives to support programs of prevention
and early diagnosis and to assure essential services to isolated in-
dividuals and small communities.

3. The national health authority shall require that mechanisms and
procedures shall be established in each state or region to assurt-
that both quality of care shall be maintained and the circui-
stances of delivery shall be acceptable to the people served

4. In selection of staff and in provision of services all forms of di.,
crimination shall be eliminated: of race, creed, ethnic backgrcotnd
sex and age. Staff able to speak the language of consumers ot tht-
service should be provided.

VI. All necessary components for the provision of health care shill be
planned for and adequately supported.

1. Manpower. There shall be effective utilization of all t pes .t
health manpower: professional, paraprofessional and nori-pr,,tt-,
sional. In areas where some types are in short supply, pro\i-at.
should be made for professional education, technical train, u,,
additional persons, or relocation of an existing surplus frot ekv
where by providing appropriate incentives and career opportunii
ties. This will involve:

a) Making an inventory of existing health manpower as to number
types of competences, and location;

b) Identifying shortages and surpluses, maldistribution and inet.
ficient use of manpower;
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c) Improving and making better use of educational resources al-
ready available and, when necessary, creating new educational
programs to fill shortages in health personnel;

d) Eliminating shortages caused by limited access to professional
education;

e) Utilizing health personnel from other countries with due con-
cern for the health needs of the countries from which they come.

2. Research. A certain proportion of the National Health Fund
should be earmarked for research into causes and cures for dis-
eases threatening the health of Americans and for studies to ex-
plore more effective methods of delivering health care. The na-
tional health agency should contract with national, state, or local
agencies or institutions for stipulated research projects, accord-
ing to a national plan based on information from all regions of the
country, from all professional health disciplines, and from con-
surners representing all economic and ethnic groups.

3. Facilities. The development of facilities for provision of health
services should reflect community-determined needs for services.
This will call for health planning agencies (cf. II above) at local,
regional, and national levels which are given responsibility and
authority to do the following:

i, re%,iess service programs of all health providers in their areas;
h, determine needs for service independently of existing service

patterns,
rutk, public the information about differences between needs
aiceI st*% Ii C,

r4)rluilare d plan for facilities and services which will function-
,ilk ,torrelate facilities, services, and needs.

.or rsr churchess and Synagogues
, .' th- ITask Force believe that churches and synagogues,

A!$ 1 w . h e% are religious organizations, have a responsibil-
i, 11 ,. tht+ great national debate on changes in the health

.. . ~,, lildin rights and the dignity of persons are ill-
theu present health establishment. This is a violation

1_ -. ui-' .,,d d alk for thoughtful and determined action on the
4 I~ t ,.i~t ti\t"

irit',ar titth are founded on convictions about man as
I i, u ut G od These convictions must be made relevant
t pr.tgraim of legislation which will make possible the

. iud! health of the people of the United States, and by
.. r lrl, ahies ing the same goal for all people.

A.
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HEALTH POLICY

A Statement of the 183rd General Auembly 119711 of the
United Presbyterlan Church

TOWARD A NATIONAL PUBLIC POLICY FOR THE ORGANIZATION
AND DELIVERY OF HEALTH SERVICES

Introduction

"I have come that men may have life, and may have ilt in all its fullness."
John 10:10 (NEB).

A. Our vision, illuminated by the Judaeo-Christian understanding ol" history, sees that
God's holy purpose is for mankind to be of worth and be well, and tk. be in health
and nurturing health for one another, in institutions and with the whole world. In
faith our vision sees both the promise and the present realities and faces up to ill
health and its causes, because it knows a well-being, a life in which we share despite
disabilities and illness. We acknowledge a commitment under God, to exercise
public compassion and justice for all ci, zens of our land, and therefore, to increase
the public well-being.

We know health is a mutual enterprise, "everybody's business." We recognize that
as Presbyterians we are each involved in self health care, in mutual health care in
our primary social groups and in supporting health care services at home and abroad
among and for our neighbors. What happens to our neighbors' health happens to us.
We are all involved directly and indirectly in meeting health care needs, just as
significantly as we are each consumers of health care. By the same participation,
we are each both shapers of societal and governmental policies concerning health
care and recipients of the fruits of those policies.

In the face of those mutual responsibilities, we confess mutual culpability for the
fractured and ailing condition of health care delivery in our nation, today, and for
the shortsightedness of our nation in failing to participate appropriately in the
development of effective health care for all the peoples of the earth.

We dorejoice in the care and 'devotion, the art and skill of a growing company of
health care providers, as we rejoice in the explosion of medical science and
technology, and in the innovative institutional and systemic efforts that lead toward
a more effective delivery of health care.

B. We find that our society is giving highest priority to the production and
consumption of goods and to profit-making and to tho defense of wealth to the
neglect of basic human needs including health.

President Nixon, in July of 1969, said, "We face a massive crisis in this area (of
health care) and unless action is taken, both administratively and legislatively, to
meet that crisis within the next two to three years, we will have a breakdown in
our medical care system which could have consequences affecting millions of
people throughout this country."
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Fortune, in January, 1970, described the crisis: "American medicine, the pride of
the nation for many years, stands now on the brink of chaos."

The worsening health care crisis is characterized by the continuing lack of a com-
prehensive national health policy and program reflected in inequitable distribution
of health care resources, severe shortages of health care personnel, lack of medical
facilities, spiraling unbearable costs for services, and an inadequate definition of
health care for our time.

National Priorities and Health Policy

A. We believe that good health is one of the nation's most valuable resources, impor-
tant not only to the well-being of individuals but also to the nation. The develop-
ment and preservation of good health requires a national commitment with well
defined purposes and explicit goals. We believe that health care, though now pre-
dominantly an endeavor of private and independent sectors, cannot be left to
private resources and private initiatives alone. We believe the general public has
direct responsibilities in redesigning and developing a comprehensive, publicly-
oriented national health policy.

B. We find that there is no national health policy that provides for the development
of the organization and delivery of comprehensive health care. In the absence of
such a policy, unified goals and coordinated plans for meeting our nation's health
needs do not exist. The confusion over goals is the major obstacle to an effective
system of organization and delivery of quality health care. It is crucial, therefore,
that there be a national policy to guide the restructuring of responsibility and
accountability within the health care enterprise.

C. Therefore, we recommend that:

1. There be developed a national policy leading to a comprehensive system
of health care which shall"
a. Be accountable to the general public;
b. Make all services and benefits available to all persons in the United

States;
c. Be administered by a single national health agency with power to

enforce standards to provide the highest quality health care
possible.

2. The purview of the national health agency include, within the full range
of public, private and voluntary health facilities, service and agencies:
a. Health promotion, health maintenance, prevention of illness, di-

agnosis and treatment of disease, and rehabilitation;
b. Research and planning:
c. Manpower development and deployment;
d. Financing;
e. Evaluation and assessment of needs and services, and recommenda-

tions for improvement and their implementation;
f. Optimum development of each phase of daily activities, such as

school and place of work, as the setting for health care.
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etc., neighborhood ambulatory care units, general hospitals, medical re-
search and teaching centers, and other specialized, formal and folk re-
sources to maximize the appropriate utilization of each and to achieVe
functional cohesion;

3. There be appropriate community action to stimulate and develop compe-
tence for self-care and mutual primary group health care;

4. New incentives be developed to further the availability or group practice
by health practitioners with diversified competencies for local community
comprehensive care;

5. State laws prohibiting group practice be repealed;
6. Group practice units be linked with hospitals and other back-up units to

offer prepaid, health promotion-oriented care on a per capita basis;
7. Physical and mental health programs be integrated;
8. Regionalization of the system be established with each region providing

and appropriately relating essential research, training, specialized back-up
services, primary ambulatory care, hospitalization, preventive and health
promotion programs;

.9. Health care units be established as needed to serve isolated persons as well
as local communities with provision for community self-determination of
priorities and full care guaranteed all community residents;

10. Appropriate programs be instituted to stimulate optimum local commu-
nity development of health care.

Personnel Resources for Health Care

A. We believe that the recruitment, preparation, and utilization of health manpower
deserve high priority. Responsible management and efficient delivery of quality
health care requires competent health professionals and allied personnel, well-distri-
buted, and optimally utilized. Health careers should assure opportunity to exercise
humanitarian and social responsibility, and provide both lateral and vertical career
mobility. Opportunities must be open equally to all regardless of age, race, sex, or
ethnic origin.

Practitioners must be able and encouraged to keep abreast of new knowledge,
technology, and delivery systems. They must participate in continuing research and
improvement of their professions, and must be adequately remunerated with due
regard to their usefulness and personal need. And they must be accountable to the
general public and the consumer community they serve.

B. We find that there is a serious shortage of health personnel and no rational system
to develop and employ adequate manpower, nor to assure maximum utilization
and appropriate development. The U.S. Public Health Service estimates that we
face current shortages totalling 481,000 including 48,000 doctors, 17,000 dentists,
150,000 nurses, 105,000 environmental health specialists, and 161,000 other health
professionals. By 1980, this personnel shortage will probably climb to an estimated
775,000, yet approximately 15,000 applicants are annually rejected from medical
schools, primarily by lack of space. We import 8,000 doctors a year, mostly from
underdeveloped countries, who need them even more than we do; and still there
are 11,000 hospital residencies unfilled. Because of migration of doctors to the
suburbs, doctor shortages are most acute in the areas of greatest need--the central
cities and remote rural areas.
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While extraordinary efforts must be made to significantly increase the number of
doctors, the increased use of allied professionals and paraprofessionals (many al-
ready trained in the military, peace corps, etc.,) offers a means of improving and
expanding health care more rapidly and more adequately than by increasing the
number of doctors alone.

Intelligent planning and action is needed now not only because of the present
shortage of manpower but, also, because of the expanding number of health occu-
pations, problems of accreditation, deficiencies in educational programs, and the
requirements of future programs to provide essential health care.

C. Therefore, we recommend that:

There be a national health agency to formulate and administer public policy such
as to:
1. Determine how the medical personnel resources of the nation might best

bm Apportioned and related to develop programs to assure the just distribu-
tion of such personnel through voluntary choice;

2. Establish guidelines for expanding, organizing, and utilizing the supply of
health manpower, including all levels of needed knowledge and skill;

3. Foster the creation of new health careers and new training resources for
assistants and aids;

4. Provide functional, national licensure criteria for all health occupations:
a. Facilitating unrestricted opportunities for career enlargement and

advancement;
b. Facilitating geograpnical mobility within the nation;
c. Fostering optimal use of time in preparatory education and facili-

tating early placement.
5. Develop criteria and establish programs to encourage educational institu-

tions to:
a. Extend their capability to develop qualified health personnel for all

categories of need in sufficient number to meet current and future
demands;

b. Increase enrollment and training in health professions and occupa-
tions;

c. provide continuing education and training for health personnel and
opportunities for career mobility;

d. Stimulate through incentives and other means the recruitment for
health professions and occupations from sections of the population
that have been excluded because of economic or racial barriers or
because of masculine or feminine discrimination.

6. Develop new educational institutions in areas where they can be of most
service to people needing health care.

Financing Health Services

A. We believe each citizen should be eligible for comprehensive and continuous health
services regardless of his ability to pay. Such universal coverage implies universal
participation in the financing of that care. We believe that the public should get full
value for the investments made in health care. We believe the economic arrange-
ments should favor promotion of health and prevention of illness. We believe that
the economic rewards in the health care system should be so distributed as to com-
pensate all workers equitably, to promote equitable distribution of health resources
among the population, and to cause optimum collaboration among health agencies.
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B. We find that there are formidable and sometimes insuperable financial barriers to
adequate medical services and health care for large numbers of people in the United
States. Spiraling costs of such services, which continue to skyrocket at a rate of
increase approximately two and one-half times faster than the general price index,
threaten to exclude even larger numbers.

Money alone cannot be the answer, particularly if it is used to support the present
fragmented nonsystem of delivering health care services. The present arrangement
of financing is not adequate to achieve the objective of establishing a unified, co-
ordinated system capable of increasing availability and continuity of care and en-
hancing its quality, promoting health and preventive medicine as well as the treat-
ment of illness, improving the utilization and effectiveness of all services, and
strengthening personnel and financial controls to restrain the escalating costs while
providing fair compensation for those providing-the knowledge, service, goods,and
facilities.

The creation of a viable system and improved financing must take place simultane-

ously and in parallel.

C. Therefore, we recommend that:

1. There be such public investment in financing health care services that every
person may be assured quality comprehensive health care, independently
of an ability to pay, and without discrimination because of economic
status, color, sex, religion, or political affiliation;

2. Public financing be utilized simultaneously both to facilitate access of
every person to essential health care and to create a rational, well organ-
ized, economical, and balanced health care system designed to service all
persons adequately;

3. A national health agency be empowered to-provide leadership in develop-
ing and progressively refining objectives, standards, and methods of fi-
nancing health care, and to regulate the financial operations of the health
care system, so that appropriate economics may be realized and account-
ability to the consumer communities assured.

Enabling Health Services

In the face of the current health crisis, our Lord's concern for the health of all
persons confronts us with an immediate urgency. His was a spirit that reached
out alike to the leper and the centurion's son, that they might recover wholeness.

A new level of commitment and involvement is required of the Christian com-
munity today if we are to be faithful to the example of our Lord's healing
ministry.

The varied legislative proposals, which are now before the Congress, dealing
with the crisis in health suggest new health care opportunities for many persons.
But the wide divergency of possible application demands a greater level of public
determination in order to assure a system of comprehensive health care that
serves God's purpose for all persons.
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The Delivery of Health Services

A. We believe that the value of persons requires that each person have full access to
essential services without regard to ability to pay and on terms that enhance the
dignity of individuals. We believe that the needs of the whole person must be
addressed in the context of his whole milieu. We understand such care to include
attention to physical and dental, mental, social and environmental needs. We be-
lieve that only with a continuity of personal relationships in a health providing
community and a continuity of access through comprehensive health services will
adequate care be achieved. We believe that an understanding of what a person can
do individually and in his primary social group to promote and protect his own
health has high priority for developmental assistance. We believe that personaland
local self-determination of health priorities is necessary for the proper correlation of
needs and resources.

B. We find our medical system to be preoccupied with disease and crisis care, which is
costly in lives, social relationships, and money. A recent study showed that almost
one-third of those hospitals with expensive open heart surgery facilities had not
used these in a year. We find that although the United States spends a larger per-
centage of its Gross National Product and more money per person on health care
than any other nation, we are slipping in our ranking among the nations on key
health indexes. Since 1950we have gone from first toseventh in maternal mortality,
from seventh to fourteenth in infant mortality, and presently rank eighteenth in
male life expectancy. An inequality exists and is growing in our country. Last year
white infant mortality declined, while non-white infant mortality, nearly twice
that of whites, rose significantly. Non-white mothers die four to five times as
often in childbirth. A poor person is four times as likely to die by age 35. And the
National Urban Coalition, supported by data from the Social Security Administra-
tion, states that spiraling medical costs have placed adequate medical care beyond
the grasp of at least 45 million persons below ocnear the Census Bureau's poverty
line.

We find that people are not receiving the care they need. Specialized practitioners
and specialized facilities have focused on isolated conditions with services that
leave unattended the other commonplace acute and chronic individual and family
disorders, much less their causes. Inability to pay, distance from resources, discrim.
ination regarding race and ethnicity, place of residence, and ignorance regarding
rights have all contributed toward denying health care that is a rightful human
heritage. Treatment of disease for a fee has all too often preoccupied the providers
to the neglect of health promotion and prevention of illness. We also find that
available services are fragmented and uncoordinated, and often perilously concen
trated in some locals.

C. Therefore, we recommend that:

1. Comprehensive health care for all persons include at least these elements:
aid in growth and development, nutrition, prevention of illness, periodic
diagnostic evaluation, treatment of disease, extended and home nursing
care, rehabilitation, long term care for chronic disorders, and the appropri-

-ate social and economic provisions to make these feasible in the life of a
person and his household;

2. There be comprehensive, coordinated planning and administration of
health care with publicly disciplined participation of practitioners, support
personnel such as health aid technicians, paraprofessionals, volunteers,
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Process of Accountability in the Health Care System

A. We believe that health care is everybody business, a mutual enterprise. Health
care must be accountable to and under the control of the general public with
decentralization of authority to make it responsive to the needs and desires of
local communities and effective in providing consumer care.

Of paramount importance in the development and implementation of public health
policies is the involvement of the consumer community. The involvements of the
consumer stems not only from his self-interest in sharing the benefits of health
sciences, technology and skills, but also from a concern for the right of all men to
adequate health care based on need rather than on the ability to pay as the present
system requires.

New frontiers in health care should develop a system that will achieve participation
of all segments of society in defining objectives and priorities, guiding change and
development in health care resources and services, and in surveillance of the per-
formance and responsiveness of the health care system.

B. We find no unified control system, but rather an agglomeration of relatively inde-
pendent, self-regulating and diverse enterprisers and enterprises. Some are harm-
fully competitive, and almost none is effectively accountable to the general public
and consumers of health services. There are current vested interest groups that
resist redefining purposes and goals. The consumer must help redirect policies and
procedures. Therefore, the empowerment of consumer groups as a distinct element
in policy-making and program development is essential. Otherwise, the current
arrangements for delivering health care will continue to be dysfunctional. We will
continue to have a shortage and improper utilization and maldistribution of health
personnel and facilities, and we will continue to have costs spiraling beyond the
reach of the vast majority of people.

C. Therefore, we recommend that:

1. The complex issue of health and health care be redefined as a public
issue, affecting rich and poor alike, rather than a professional and manage-
ment problemto be solved by a few, whether in public or private capacities;

2. The organization and delivery of medical and other health services be
directly accountable to thegeneral publicat all levels of policy formulation,
determination, and administration;

3. Local consumer groups be empowered, under a national health policy, to
define goals and obtain what they need, as well as to check and balance
the providers of health care services;

4. There by systematic efforts to develop an informed public that has in-
creasing competence to make wise decisions and to create systems con-
ducive to personal and corporate health;

5. Quality control of services delivered be established through organized and
objectively administered consumer and professional medical evaluation;

6. There be flexibility and pluralism in the policy-making organization of the
system to allow for regional differences and changing definitions of con-
sumer demands and provider services;

7. There be established national guarantees and mechanisms for the execution
of policy to protect the right of the patient and physician to make free
decisions about medical treatment.
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Therefore, the 183rd General Assembly 11971):

1. Calls upon all boards, agencies, judicatories, and members of the United Presbyterian
Church to initiate and vigorously support actions affirming the recommendations
of this statement.

2. Requests the appropriate agencies of the church to provide resources that will help
United Presbyterians to deal knowledgeably and constructively with problems of
health care and medical services.

3. Urges federal, state, and local governments to take prompt action to affirm, through
appropriate legislative and administrative action, the right of all persons to full
access to comprehensive health care without regard to ability to pay, and on terms
specifically accountable to the public.

United Presbyterian Church
Church and Society Program Area

475 Riverside Dr., Rm. 1244K
New York, N.Y. 10024
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Preface

The Presbyterian Church has a long and memorable
history in medical missions. Responding to the biblical
injunction to heal the sick, the early mission boards found
an acceptance of medical mission in many countries
otherwise closed to Western missionaries. The names
and deeds of famous medical personnel and hospitals in
Asia, Africa, and Latin America are a permanent part of
our early history in spreading the Gospel to lands
previously unreached.

As the world and human societies have changed
through the past 150 years of mission involvement, so
has our mission strategy in health ministries. Govern-
ments have assumed a primary responsibility for medical
education and for determination of hospital standards.
At the same time there has developed an increasing
awareness of the limitation of the specialized hospital in
providing for basic health needs of poor rural areas of
the world. A growing concern to help people meet their
own basic sanitation, food, and primary health needs has
brought health mission into closer contact with com-
munity development efforts.

As a result, the Program Agency, acting for the
UPCUSA in mission, established a task force from many
areas of health care to help it restudy the strategy of
health missions during the next ten to twenty years. After
eighteen months of study and discussion, the following
report evolved and was adopted by the Board of the
Program Agency as its guideline for the future in health
mission at its regular meeting in October 1977.

C. William Metcalf, M. D. 1)
President, Program Agency, UPCUSA

3
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Recommendation and Conclusions

The Board of the Program Agency approved the recommendation
that emphasis and priority in the health ministries of the church be
given to:

A. Basic health services reaching to communities, supported
by community organization, involving new types of
health personnel linked to supporting capabilities in the
health care system.

1. The development and improvement of basic health services ac-
cessible to all is an immediate priority.

2. Programs of community organization and education, primarily
developing out of the community, are needed to begin, strengthen
and sustain basic health services.

3. New types of health personnel and new roles for them in training
workers and providing services should be strongly emphasized.

4. New and expanded responsibilities for hospitals in providing
outreach and support services for community health programs
should be encouraged.

B. The development of the unique capabilities of the church
in restoring and maintaining health, in the broadest sense,
of individuals, families and communities.

1. Church congregations need to recognize and develop their unique
ministry in health.

2. The church in all its structures should continue and increase its
role as advocate in health matters with a concern for equity,
justice, and the preservation of human values.

3. The church needs to continue and advance its involvement where
human value questions exist and arise.

4. The church should continue and increase its ecumenical approach
in health ministry, and also continue consultations with health
organizations in the public sector from the community to the
world level.

4
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Introduction

The changes that are occurring in the health field are seen to have
significant bearing upon the health mission of the church. In fact, the
extent and character of these changes compel thoughtful considera-
tion of how best to proceed in health mission. While the changes
occurring clearly impose mounting difficulties in continuing health
ministry in ways which have served in the past, they also create new
and greater need for the church's witness and influence in the health
care of people in this and other nations. Not only does this pose new
challenge to the church, it presents significant opportunity for re-
newal and revitalization of the church's health mission. This calls
for the development of new and innovative dimensions in health
ministry involving the unique potential of the church as a support-
ing community, reinforcing individuals in the attainment, mainte-
nance and restoration of health. It calls for health program strategies
which are sensitive to the culture and developmental status of local
areas and which increasingly utilize local resources, with emphasis
on developing the capabilities and self-determination of the areas
served. In short, effective health mission in the changing world, both
at home and abroad, entails new and modified approaches, adjust-
ments in orientation and style, and redirection of priorities and
resources.

5
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The Theol Ii'ictil ',a id ite t'r AfliistryIn Hea'lth

The church's involvement in health care and services is its re-
sponse to a mandate of the Gospel. God's will, as revealed in Jesus
Christ, is clearly for the wholeness and health of the Children of
God both in this life and the life to come. That is what the biblical
concept of salvation clearly implies.

The Bible knows nothing of a truncated salvation in which peo-
ple's souls can be saved and their bodies neglected. Human beings
are regarded as unitary beings whose souls and bodies are one. For
this reason, the Christian faith focuses not on the immortality of
the soul, but on the resurrection of the body. For this reason also,
Jesus' ministry of healing was not merely a "spiritual" exercise. The
lame were to walk, the blind to see, and the poor were to hear good
news. Jesus' ministry was directed toward the good health of hu-
mankind not only in a hoped for hereafter, but here and now. This
also is the ministry of the church.

It is quite possible to view life differently. If being human is only
a biological existence, the control of genetic structures is open to all
kinds of arbitrary experimentation, simply on the basis of biological
interest. If a person is only an economic animal, the focus on this
center in one's life will jeopardize existence the moment one loses
the promise of productivity. If a person is only a political animal,
the interests of state have an absolute right to define the boundaries
of one's existence.

We have not so learned Christ. People are living souls. God has
breathed into them the breath of life. They are born and they die to
celebrate the mystery of that miracle. Procreation which neglects the
possibility and centrality of that celebration, and simply sanctions
all breeding, has lost sight of the center.

Health care in the biblical mandate means the positive support of
the promise of iife. Health care is a theological matter involving
spiritual, physical, and social factors because the biblical vision sees
not only healthy individuals but a celebrating and healing commu-
nity in the preseitt and coming kingdom. In fact, the healthy indi-
vidual is the person whose life is significant and meaningful insofar
as it becomes a contribution to the ultimate fulfillment of life in
God's Kingdom. Life lived to the glory of God is life lived for the
coming of that kingdom-hence the care of life means concern for
and participation in the promise for a full life for all-the care and
healing of society. Individual life and death finds its meaning in
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that total vision-a theo-centric and not ego-centric vision.
The implications of this basic insight are clear. It is not enough

for the church to be concerned that individual bodies are protected
and their life span extended, it is not enough that individuals find
wholeness and meaning for themselves. It is the calling of the church
to minister to "life together," to promote the communion of human-
kind to the glory of God. Such social concern is signified in the cen-
tral sacrament of the Christian community-the Lord's Supper.

Health care has to do therefore with the nurture of individuals
and society of which they are a part from promise to fulfillment by
pursuing the biblical vision of the fullness of life of the God who
created us. The church is called to something more than the amelio- -

ration of suffering in times of crisis (though that too is its task). It
is called to the promotion of health and well-being in the broadest -

possible scale, for the love of life, and not the fear of death, is the
church's primary and empowering motive.

Trends in Health Problems and
Opportunities for the Church

Health, sickness, and death are matters of constant concern to the
human race. Throughout the world there are debilitating diseases of
many forms, infections, malnutrition (even in affluent countries),
accidents, degenerative diseases and conditions, mental illness and
a variety of causes of unnecessary afflictions and death at all ages.

There are a number of ways by which societies have responded to
the threats to health. There-seems to have always been a family or
folk medicine which frequently has a religious aspect. Societies have
greatly conditioned people's conduct, eating habits, travel, and have
developed various instrumentalities and patterns of dealing with
health needs. Health professions have emerged, hospitals and other
institutions have been established, knowledge and technology have
been advanced through research, and special educational systems for
health workers have been developed. The interventions that can be
made in disease patterns by inoculations, drug therapies, operations,
and other capabilities of modern medicine are widely known and
increasingly used in most areas of the world.
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However, there are many problems involved in the system which
society has developed to provide for health needs, and an adequate
response to human illness is restricted in many ways. In broad per-
spective, the basic one is ineffectiveness in dealing with the root
causes of health problems because of lack of understanding and
many other factors. Poverty, inadequate living conditions, infested
or contaminated environments, large and poorly spaced families,
ignorance of the needs of sanitation, poor and insufficient food,
unhealthy life styles, and personal values or socially determined be-
haviors, all with inherently unhealthy factors, are some of the root
causes of illness, suffering, and death that are neglected as priorities
of the health enterprise here and abroad. In addition, the effective-
ness of health care systems in meeting human need is hampered
severely by other inadequacies. Limited resources in money, per-
sonnel, and facilities frustrate health services; commonly there is
maldistribution of resources which adds further to inability to serve
needs effectively and equitably; inefficiencies in planning and or-
ganization, in educating, monitoring and evaluating lead to inade-
quate performance; and there is resistance to needed change and to
correction of deficiencies where powerful vested interest is advan-
taged by the status-quo-all these contribute to health systems in
both rich and poor nations that are lacking in sensitivity, respon-
siveness, efficiency, and ability to accomplish the purposes which
they exist to serve.

Around the world human suffering is immense. The great ma-
jority of people in the world have no access to modern health care;
simple diseases untreated lead to chronic sickness and an early death
for large numbers of people; malnutrition reaps an extensive har-
vest of human lives; unhealthy environments, life styles, working
conditions, and cultural attitudes and responses to health problems
contribute continually to suffering, depression, and death.

The greatest hope in fundamental widespread reduction of this
problem with its overwhelming dimensions is seen to lie in the new
awareness of causal factors related to sickness and health. There is
now a growing understanding world-wide of the importance of plac-
ing greater attention and emphasis on the root causes of health prob-
lems. New knowledge and skills have been developed that lead to
reduction of disease and its toll. The place of social and family plan-
ning is increasingly accepted. There has been a heightened aware-
ness of the need for balance between medical care in its hospital-
based, disease-oriented form and other forms of health care in which
the individual, the family, and the community have the major and
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essential role in attacking environmental, social, and behavioral
causes of sickness and death.

This new awareness leads to the importance of developing health
services that reach to and are based in communities. Implied in this
are new types of community-based health workers who are able to
educate people and provide care in simple matters of health care and
prevention, who are competent in basic maternal and child care, who
can recognize and advise regarding environmental hazards and nu-
tritional deficiencies, who can enlist the support of the community
through community organization and education, and who are linked
to a support system beyond the community both for guidance and
referral. These basic health workers need the acceptance of the com-
munity, an awareness of the community culture, an ability to inte-
grate modern medicine and traditional folk medicine in simple
forms, and skills at making needed change.

New roles for health personnel are also needed beyond the com-
munity level. Community programs need effective supporting ser-
vices which can be provided by personnel based at health centers
and hospitals. There must also be regional managers, planners and
practitioners who, in effect, do for the region what a basic health
care worker does for the community. Hospitals and hospital-based
staff can be a source of leadership for area-wide programs, of ser-
vices upon referral of complex illness, and of training and super-
vision for a wide range of health personnel.

New relationships among various types of health personnel at all
levels and of health personnel with the public are implied in these
new directions. Instead of health workers functioning indepen-
dently, there is a possibility of teams providing care. In place of a
traditional separation between providers and consumers and uni-
lateral responsibilities, there are implied factors of mutual respon-
sibilities of providers and individuals, families and community, of
coordination among community, regional, and national levels in
collaborative planning, of ecumenical relations in the broad sense
between churches and public and private agencies, and multina-
tional approaches as being necessary for world health.

For the church committed to meeting spiritual and physical needs
of people there have been many factors that already have brought
changes in the patterns of ministry which traditionally were hos-
pital-based, doctor-oriented service functioning in isolation and
independently from other churches and governments. Rising costs
of care and difficulties in recruiting trained personnel have been
factors in change. But also there have been political and social de-
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velopments in the independence of nations, the importance placed
on self-determination, and, in many areas, nationalization of health
personnel and services, all of which necessitate changes in the
church's role and approach in health ministries. In addition, the
church has been accumulating experience in new modes of provid-
ing health care and has become aware of the importance of the role
of the congregation in support and healing and also of the place of
the church in helping to deal with social, ethical, and theological
issues in the changing conditions and technical capabilities of
health care.

There is then a challenge to the church to become more fully in-
volved in the new problems related to health care in a suffering
world. There is the need for the church to respond to problems and
trends, assess the resources it has available, identify the style and
place for effective engagement, know the allies with whom it can
work, and with enthusiasm and vigor to present its witness.

In the premises and direction seen for health ministry, this report
does not differentiate specially between the health ministry in more
developed and less developed countries. The problems in a broad
sense are remarkably similar perhaps because the needs of humanity
are consistent. Nor does this report in its recommendations seek to
become specific either with regard to health care institutions or the
specific responsibilities of local and regional or ecumenical church
bodies. There will be urgent local specific matters that will vary from
town to town and country to country. Leprosy or clean water may
be the focus and concern and action in one area, in another it may
be drug use, teenage pregnancies, or environmental contamination.
At various places and times the national and regional church may
be involved in studies and support of national health insurance or
of the problems of poverty or international engagements; other
church groupings might be assisting in a broadly based educational
program on nutrition, child care, agricultural development, family
planning or the education and supervision of basic health workers.

But while the report and its recommendations are spelled out in
broad terms, applicability to these specifics and numerous others is
implied. It is expected that the church in its various groupings will
respond to its mandate of the Gospel and identify the tasks most
suitable for its place and its capabilities.
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Reconinendation for the Church's Health Ministry!

In light of the preceding sections on the theological mandate and
the discussion of health-related problems and opportunities, the
Health Advisory Committee recommends that emphasis and priority
in the health ministry of the church at home and abroad be given to:

A. Basic health services reaching to communities, supported
by community organization, involving new types of
health personnel linked to supporting capabilities in the
health care system.

1. Basic health services.

Proposition: Despite all the advances in medical knowledge and
medical technology, unmet health needs remain and people in all
parts of the world have yet to be reached. Especially is this true
among the poor. New systems of health care which include basic
health services can make a great contribution to the well-being of
people if the appropriate plans for health care are made, education
in preventive health measures developed, and easy access to fre-
quently needed health care provided. A number of models which
demonstrate these facts are in existence that could, with adaptation,
be useful in guiding developments in other settings.

Substantiation: It is estimated that, in developing countries, 80
percent of the people do not have access to modern health care.
Traditional wisdom and traditional medicine are there; but many
of the simple facts of sanitation, nutrition, and reproduction are not
known. Increasing population creates its own tragedy in a vicious
cycle of famine and death. Those who survive are often the victims
of continuous poverty and chronic disease and seek to produce more
children so that at least one will live to maturity and be some sup-
port for the parents later. "The absolute poor are severely deprived
human beings struggling to survive in a set of squalid and degraded
circumstances almost beyond the power of our sophisticated imagi-
nation and privileged circumstances to conceive." . . . "Malnutrition
saps their energy, stunts their bodies and shortens their lives. Illit-
eracy darkens their minds and forecloses their futures. Simple pre-
ventable diseases maim and kill their children. -Squalor and ugliness
pollute and poison their surroundings." (McNamara, R. S., Address
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to the Board of Governors, World Bank, Washington, D. C., 1976,
pp. 5, 35)

The World Health Organization (WHO) has just initiated a spe-
cial program of research into several tropical diseases. The magni-
tude of these and other problems almost defeats the imagination;
diarrhea kills between five and eighteen million children a year; one
billion people live in areas where malaria is endemic; sleeping sick-
ness is a permanent risk to thirty-five million people south of the
Sahara; Chagas' disease affects ten million people in Latin America;
two hundred and ninety million people are affected by filariasis.

The knowledge of how to bring great relief to the masses of the
world's poor is available. The main need is to bring the knowledge
to where the diseases are. During the last few years, new ways of
doing this have been tried in pilot settings with success. A number
of church organizations and others have been involved in village
health care employing new types of basic health workers, who are
generally resident in the community, chosen by the community,
and specially trained for a few weeks or months for their roles. Some
of these have been reported in Health by the People by K. W. Newell
(W.H.O. 1975). Additional descriptions of such health services have
been published in Contact (Christian Medical Commission) and also
in Here's How: Health Education by Extension by Ronald and
Edith Seaton.

Such basic health workers provide the point of access to the
health care system. Basic health workers, involved as they are in
community life and activity, can work directly with the root causes
of disease.

Since they are often part-time and may be volunteers, they con-
stitute a limited economic burden to the health care effort. The
problems of poverty, infested or contaminated environments, large
and poorly-spaced families, ignorance of sanitation, poor and in-
sufficient food, unhealthy life styles and unhealthy socially deter-
mined activities are matters which the basic health workers can
present to the community for action and assist in the education
which is needed for individual and community understanding. Basic
health workers provide preventive, curative, and rehabilitative care
but also a link to supporting health care services for referral of more
difficult problems.

Conclusion: THE DEVELOPMENT AND IMPROVEMENT OF BASIC HEALTH

SERVICES ACCESSIBLE TO ALL IS AN IMMEDIATE PRIORITY.
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2. Community organization and education.
Proposition: In conjunction with the first priority of providing

basic health services, another immediate need is to promote good
health practices and to educate people with regard to adequate nutri-
tion, sanitation, and family planning. Integral to all this is the need
to assist in community organization and the economic and social
development of the poor in rural or urban situations. Even in more
developed and affluent communities the importance of education in
relation to the diseases of the time must be emphasized. Education
and social development for rich and poor imply a change of life style
by which disease is prevented.

Substantiation: Where the new types of basic health care services
have been introduced most successfully, community organization
and education have been conducted simultaneously.

One of the key factors in a reduction of the infant death rate is
the adequate feeding of both the mother and child. In a rural setting
this means a knowledge of nutrition and an adequate food supply
produced by local agriculture to provide a nutritious diet. This in
turn implies the introduction of improved farming methods, often
using new types of seeds or crops and adequate water. Skills, new
knowledge of social involvement, and appropriate community action
are needed. In urban settings the needs differ but the problems are
similar.

Also, in all countries there are social, cultural, economic, and
ecological factors which are determinants in the health or sickness
of the people of that country or region. Community involvement,
education, awareness, and action are necessary for change in order
to deal with the root causes of disease.

Conclusion: PROGRAMS OF COMMUNITY ORGANIZATION AND EDUCA-

TION, PRIMARILY DEVELOPING OUT OF THE COMMUNITY, ARE NEEDED TO

BEGIN, STRENGTHEN, AND SUSTAIN BASIC HEALTH SERVICES.

3. Health personnel.

Proposition: With the growing recognition of the many types of
service that are needed for effectiveness of health care systems, the
need of new types of health personnel is great particularly for those
personnel who are engaged in basic health services.

13
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Substantiation: The place of doctors and nurses in the hospital
setting is well known. The churches are well experienced in training
and deploying professionals to provide health service. However,
more and more the responsibility for the training function is being
taken up by the governments of countries in their health services.
Less well known is the way to select, train and maintain people in
the structures of community health programs. Governments are also
seeking ways to educate and maintain such health workers upon
whom rest the tasks of day to day education of the public for pre-
vention as well as caring for basic health needs. In various coun-
tries councils of churches have become involved in assisting gov-
ernment programs that are in beginning stages, in encouraging
groups in the public sector to develop such programs, or in support-
ing demonstration programs on their own. In all these cases, the
selection of health leaders who can identify directly with the people
they seek to serve, their adequate training for the specific tasks they
are given, and the provision of necessary supplies and support sys-
tems are of great importance.

Conclusion: NEW TYPES OF HEALTH PERSONNEL AND NEW ROLES FOR

THEM IN TRAINING WORKERS AND IN PROVIDING SERVICES SHOULD BE

STRONGLY EMPHASIZED.

4. Responsibilities for hospitals.
Proposition: Established hospitals can serve as a base for the de-

velopment of community health programs in their district or neigh-
borhood. While hospitals are involved with the inpatient care of seri-
ous illness, they can serve in a broader role through operation or
linkage with other types of health care such as outlying clinics,
which are oriented to providing primary care, in order to meet
health needs not requiring hospitalization, to provide emphasis on
prevention, continuity and accessibility, and to support basic health
workers with back-up services.

Substantiation: Hospitals form an important part of any health
system. They are required for care of difficult cases of illness. In a
rational health care system, services of a simple nature are per-
formed at the community level, more complex cases may be sent to
a health center, and cases that are not able to be treated adequately
there are sent to the hospital. The hospital has a dual role in pro-
viding medical care: namely, to provide primary care in its immedi-
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ate vicinity and to provide referral care in support of basic services
in a broader area. In further support of basic health services, the
hospital accepts or shares responsibility for the staffing of health
centers and community-based programs for the training and super-
vision of community health care workers.

Hospitals and related schools for the education of doctors and
nurses have been moving towards a community orientation at vari-
ous centers around the world. A number of hospitals which are
supported by the missionary work of the United Presbyterian
Church are doing so.

An important aspect of this emphasis is concerned with the de-
velopment of basic health workers and the orientation of other
health personnel-physicians, nurses, paramedical, and auxiliary
personnel-toward development and support of community-based
programs. This is where the need for health personnel is the great-
est. This is where the greatest gap exists between the health needs
of people and the health system. T.ere is need for health personnel
to train people who will work as rural or urban community workers
to promote and provide health knowledge and services in theit
communities. One of the main tasks for present health personnel
is to provide education and support for these new types of health
workers.

Conclusion: NEW AND EXPANDED RESPONSIBILITIES FOR HOSPITALS IN
PROVIDING OUTREACH AND SUPPORT SERVICES FOR COMMUNITY HEALTH

PROGRAMS SHOULD BE STRONGLY ENCOURAGED.

B. The development of the unique capabilities of the church
in restoring and maintaining health, in the broadest sense,
of individuals, families and communities.

1. The congregation's ministry in health.
Proposition: The congregation is the place where the people of

faith gather and receive their communion together. In a very mean-
ingful way, this is also the place where "wholeness" is received,
shared, and understood. The renewal of the congregation as an
agency in the ministry of health is of immediate importance.
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Substantiation: The congregation has been described as having
a central place in the health ministry of the church because it is a
fellowship of love, a fellowship of worship, a fellowship of recon-
ciliation, and a fellowship of prayer. These four elements of the
congregation's life-love, worship, reconciliation and prayer-are
profound forces for reinforcement and restoration of the health and
the well being of the person.

In the spiritual vacuum of the present world and of our own
society, the church has powerful, spiritual gifts that provide a sup-
portive community to the lonely, reinforcement to individuals and
families in anxiety, tension, and need, education to persons concern-
ing their well being, and a perspective on life and death that gives
direction, comfort, and support to people of all ages. The congrega-
tion can extend its healing influence beyond its own members.

Conclusion: CHURCH CONGREGATIONS NEED TO RECOGNIZE AND DE-

VELOP THEIR UNIQUE MINISTRY IN HEALTH.

2. The church as advocate in health policy.

Proposition: There is continuing need for advocacy in areas deal-
ing with social and public health policy and human needs. This ad-
vocacy, in its appropriate form, should be a normal part of the life
of congregations, presbyteries, synods, the General Assembly, and
its agencies.

Substantiation: Major problems including the right to health care,
access to the health care system, adequate and appropriate care
within the system, the equitable distribution of health care resources
and services, the balance of human and technical values, the educa-
tion and placement of health personnel, the financing of health care,
and the responsibility of government in assuring that needs are met
are a continuing concern.

The 183rd General Assembly in its "Health Policy" statement
entitled "Toward a National Public Policy for the Organization and
Delivery of Services" set policy guidelines with regard to health
care services which continue to need implementation.

The General Assembly and its agencies, synods, presbyteries, and
congregations need to identify these problems as they appear in their
own context of responsibilities and develop strategies in conjunc-
tion with other church bodies and public and private agencies to deal
with them. International, national, regional, state, and local strate-
gies are required so that this advocacy be effective and pursued
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even when it encounters opposition in society or within the church
itself.

Conclusion: THE CHURCH IN ALL ITS STRUCTURES SHOULD CONTINUE

AND INCREASE ITS ROLE AS ADVOCATE IN HEALTH MATTERS WITH A CON-
CERN FOR EQUITY, JUSTICE, AND THE PRESERVATION OF HUMAN VALUES.

3. Human value concerns in health.
Proposition: In the rapidly changing scene of medical knowledge,

technology and their application in health services, human values
need to be asserted constantly. Knowledge is not necessarily applied
humanely and new information continually raises problems affect-
ing human rights and dignity.

Substantiation: The development of new knowledge through re-
search and the application of this knowledge is constantly opening
up new areas which are of great importance to the health and well-
being of people and communities. With each advance new human
problems arise which need an equal degree of interest, vigilance,
understanding, and action as is applied to the development of those
advances.

The problems of genetic manipulation and genetic counseling are
immediate. Complex problems related to the use and misuse of drugs
for behavior control are now constantly present. The prolongation
of life by artificial means is regularly reported. Questions related to
abortion, euthanasia, and the control of human experimentation are
in the arena of public debate. Life and death decisions with regard
to the abnormal newborn, accident victims totally disabled, and per-
sons afflicted with gross senility have to be made daily by health
personnel. Problems of allocation of health resources so as to reach
the poor and neglected are matters of recurrent concern.

In all of these types of matters the church and church people
need to be informed and involved both for their own ability to
respond as they may personally be affected and so that the influence
of Christian concern may be brought to bear on social policy.

Conclusion: THE CHURCH NEEDS TO CONTINUE AND ADVANCE ITS IN-
VOLVEMENT WHERE HUMAN VALUE QUESTIONS EXIST AND ARISE.

4. The ecumenical approach in health ministry.
Proposition: The involvement of the church in health and whole-

ness in the changing world is too large and complex a task to be
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undertaken by one denomination. Moreover, this task calls for the
continued engagement in study, consultation, planning, and action
of the churches in as broad collaborations as possible including ecu-
menical, governmental, and intergovernmental agencies.

Substantiation: The United Presbyterian Church has been strongly
involved in the support of the Christian Medical Commission of the
World Council of Churches since its beginning. This broad ecu-
menical base has been a most suitable context for the development
of new understandings, plannings and strategies in the health field.
National and regional bodies are now functioning ecumenically in
the development of health programs. New types of health service
have been begun, especially in the area of basic health services, as
demonstration models which have informed and guided both church
and government planning. A similar broad ecumenical context has
proved to be most valuable in work with health professional educa-
tion in this country through the United Ministries in Higher Edu-
cation's Society for Health and Human Values and in other health
care projects that are regional or local in scope. A significant aspect
of all these ecumenical endeavors in health care has been the inclu-
sion of representatives of health planners and policy makers having
local, national and world involvement. This has resulted in an ex-
change of ideas and development of programs that have been mutu-
ally beneficial. It is also recognized that while there has been con-
siderable exchange of ideas there is a great need for much more
extensive cooperation between church bodies in health concerns.

Conclusion: THE CHURCH SHOULD CONTINUE AND INCREASE ITS ECU-

MENICAL APPROACH IN HEALTH MINISTRY AND ALSO CONTINUE CONSULTA-
TIONS WITH HEALTH ORGANIZATIONS IN THE PUBLIC SECTOR FROM THE

COMMUNITY TO THE WORLD LEVEL.

18



426

Health Ministries Advisory Comnittee

Howard L. Bost, Ph.D.
(chairperson)

Assistant Vice President
University of Kentucky
Lexington, Kentucky

Alonzo C. Atencio, Ph.D.
Asst. Dean, Student Affairs
School of Medicine
University of New Mexico
Albuquerque, New Mexico

Charlotte Brown, M.D.
Physician
New Canaan, Connecticut

John Bryant, M.D.
Director, School of Public Health
Columbia University
New York, New York

Sagar C. Jain, Ph.D.
Department of Public Health

Administration
University of North Carolina
Chapel Hill, North Carolina

Helen Johnston
Retired, Formerly Director
Migrant Health Program
U.S. Public Health Service
Bethesda, Maryland

John Karefa-Smart, M.D.
Director of Health Services
Roxbury Comprehensive Com-

munity Health Center, Inc.
Roxbury, Massachusetts

C. S. Lewis, M.D.
President
Medical Mission Fund
Tulsa, Oklahoma

Wan Ngo Lim, M.D.
Department of Special Surgery
Cornell Medical Center
New York, New York

Linda Mashburn, R.N.
Director, Allied Health Program
Mars Hill College
Mars Hill, North Carolina

William Metcalf, M.D.
Physician
President, Program Agency Board
Freeport, Illinois

E. Mansell Pattison, M.D.
Deputy Director
Training, Consultation and

Education
University of California
Irvine, California

H. Raymond Primas, D.D.S.
International Health Consultant
Scottsdale, Arizona

Elmer L. Struening, Ph.D.
School of Public Health
Columbia University
New York, New York

Marshall Welles, M.D.
Medical Missionary, Retired
Pasadena, California

19



427

Reference List

Books and Articles
1. Berg, A., The Nutrition Factor, The Brookings Institute, Washington,

D.C., 1973
2. Bryant, John, M.D., Health and the Developing World, Cornell Uni-

versity Press, Ithaca and London, 1969
3. The Ciba Foundation, Human Rights in Health, Elsevier North Hol-

land, Amsterdam, London, New York, 1974
4. Elliott, C., Patterns of Poverty in the Third World, Praeger, N.Y., 1975
5. Illich, I., Medical Nemesis, the Expropriation of Health, Calder/Boyers,

London, 1975
6. Jequier, N. (Ed.), Appropriate Technology: Problems and Promises,

OECD, Paris, 1976
7. Navarro, V., Medicine Under Capitalism, Prodist, New York, 1976
8. Newell, K., Health by the People, World Health Organization, Geneva,

1975

9. Seaton, Ronald S. and Edith B., Here's How: Health Education by
Extension, William Carey Library, South Pasadena, California, 1976

10. United Presbyterian Church in the U.S.A., Toward a National Public
Policy for the Organization and Delivery of Health Services: A state-
ment of the 183rd General Assembly (1971)

11. World Bank, Health Sector Policy Paper, World Bank, Washington,
D.C., 1975

12. World Council of Churches, The Healing Church, WCC Studies No.
3, Geneva, Switzerland, 1965

Journals
1. Contact, Christian Medical Commission, World Council of Churches,

150 Route de Ferney, Geneva

2. New Internationalists, New World Coalition, 419 Boylston Street,
Boston, Mass. 02116

3. Tropical Doctor, Royal Society of Medicine, 1 Wimpole Street, London

4. World Health Chronicle, World Health Organization, Geneva

20



428

The CHIAMItMAi. Thank you.
Now, let's hear from Professor Rashi Fein, Center for Community

Health and Medical Care, Harvard University.

STATEMENT OF RASHI FEIN, CENTER FOR COMMUNITY HEALTH
AND MEDICAL CARE, HARVARD UNIVERSITY

ir. FEIN. Mr. Chairman and members of the committee, I want to
thank you for the opportunity to appear before you. Perhaps I ought
to begin by noting that I, of course, do not represent the center, which
is a part of Harvard University. It would be inappropriate to attempt
to speak for a part of the university.

I can only represent myself and my family, which is large, not all
of them residing in Massachusetts, I might point out.

I am an economist and I would like to touch base on a few matters
that I think fall within the range of economics, particularly in-
efficiency, inequity, or distribution criteria. I think I may begin by
reminding ourselves that the vast bulk that are already being spent,
the vast bulk of the dollars involved in any new program, already
are being spent. 'We are not talking about a youth sector that needs
economic development. We have a rich and thriving medical care
system.

The question, then, is are those dollars being spent efficiently, and
are they being spent and raised equitably?

Under efficiency, three things. The efficiency of administration of
any program. Some of you may have read recently a column on the
"Outlook" page of the New York Times by Anthony Lewis where hie
recounts his difficulties in dealing with the hospital that, had treated
his son who was over 18 but a full-time student and therefore, unlike
others over 18, was covered.

The efficiency of administration depends heavily on the number of
categories, the number of classifications, the number of slots that indi-
viduals can fit into.

It would be a pity, indeed, a tragedy, if we spent our time as citizens
having to deal in t'he future as we have had to deal in the past, with
multiple categories and an inefficient system, a system in which on a
bill that was $12 last year for services rendered for my daughter, I
ended up paying-and the physician-a total of $1.80 in postage
stamps alone. How many transactions there were between the physi-
cian and Blue Cross-Blue Sield. Almost 10 percent in postage stamps
alone.

So we deal, one with the efficiency of administration, heavily de-
pendent on the number of categories; second, the efficiency of the sys-
tem. The medical care system will respond to the flow of dollars. It will
produce what we are willing and interested in paying for. It will tip
the system-if we develop a catastrophic plan only-it will tip the
system in the directions that we can already see in a recent article in
the New England Journal of Medicine by researcher Steve Schroeder
out of the University of California and San Francisco on catastrophic
expenditures.

Almost 50 percent of the individuals involved were there incurring
catastrophic expenditures because of chronic care in very high-priced
institutions.
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If that is what we want to cover, then we ought to recognize the
system will respond. It will respond by allocating resources in that
direction, sway from preventive care, early diagnosis, early treatment,
and other things that are at the fundamental base of medical care.

The thiid, on efficiency-a question on inflation.
We now have inflation in the health care system, in the health care

sector. The costs are rising. Unless we do something-and by "some-
thing" I do not mean "anything"-unless we do something to control
resources, to cap with budgets, not to talk about resources are scarce,
but behaving as if they are not scarce, not to call upon people to con-
serve when, in fact, there is no economic motivation to do so, unless
we do something to control those costs, we will have the continued
inflation ever getting worse.

There is a technical matter, as an economist. Because we tend to be
interested in efficiency that we talk about, there is a second branch of
economics, and that is equity. I would like to say a word in that arena.

Where we move in terms of comprehensive care, in terms of com-
prehensive insurance, in terms of system reform and in terms of infla-
tion control depends in part on the kind of vision of America that we
have. My vision and that of others, I would hope, is that equity re-
quires that we not ration medical care in relation to income, that pain
,and suffering not be visited only upon, or primarily upon, those who
cannot afford to get the medical care that might relieve that, pain and
suffering.

The premiums for such kind of care be related to income, that we
not build further regressivity into the system.

I conclude then, by stressing that the program to be adopted has to
meet efficiency and equity criteria, and that, to me, answers the ques-
tion that is implicit in the phrase "can we afford it?"

"Can we afford it?" means that there is doubt, and that means that
if we say we cannot. afford it, we are, perforce, saying that we want
to continue to ration medical care in relation to income and we want
to operate without cost controls, thus insuring that the problem will
get worse.

In my view, and in that of others, I am sure we are a voung country,
we ought to be willing to undertake new programs that continue to
advance the general welfare.

I want to thank you. Mr. Chairman.
The CHAIR 1A-,. Thank you very much, Professor Fein, for your

testimony.
Now ve have Mr. Max Fine, spelled F-i-n-e, executive director of

the Committee for National Health Insurance.
Mr. Fine?

STATEMENT OF MAX FINE, EXECUTIVE DIRECTOR, COMMITTEE
FOR NATIONAL HEALTH INSURANCE

Mr. FIF. Thank you very much, Mr. Chairman.
The Committee for" Nalional Health Insurance originally appeared

before you about 8 years ago, after our technical committee had com-
pleted what became the, original Kennedy-Corman bill.

We supported that for many years.

47-296 0 - 79 - 28
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About 18 months ago, the administration suggested that we try to
develop another bill, one that would have an important role for the
private insurance companies and one that would minimize budgetary
impacts.

The technical committee, augmented with people who have since
emerged as high technical and qualified, worked for many months on
this new approach, along with Senator Kennedy and his staff, and
only now have we completed this plan.

It is called the Health Care for All Americans Act. I am here to
urge that the type of hearing that you are giving to this plan be con-
tinued in full,'because there are many other groups of experts who
would like to be heard on the plan.

I might say that the chairman of our technical committee, Prof.
I. S. Falk, formerly of Yale, would have liked to have been here today,
but he is recovering from an illness.

Senator Mfathias recently said it is easier to get a heart surgeon in
my State of faryland to do a coronary bypass than it is to get
a doctor to treat your strewn throat to prevent the heart condition in
the first place, and I think that is true.

Our concern about catastrophic health insurance is that it Would
create a whole additional incentive for the medical schools and for
individuals in medicine to choose heart surgery and other high-tech-
nolo ry medical care, shifting the funds away from the preventive
care that we think ought to be entering the system in a large way.

If you are going to mandate catastronhic health insurance on -people
who do not have health insurance today-and we are talking about
the fellow who works in the pizza parlor, the lady who cleans and
presses your suit, the shoemaker, the waitress-these are the people
who have no health insurance today. and there are millions of people
like that. If you are going to say bv mandate you must par 25 percent
of the premium for a private health insurance policy, that does not
even cover any of your costs until you also have expended $2,000 or
$3.000 or $4.000. then you are not doing those people any favors.

I think it is very important that the committee take the full time
necessary to examine the impact that catastrophic health insurance
would have on health care delivery systems as well as the Health Care
for All Americans Act.

Thank you, fr. Chairman.
The CAIEfM-.A. Thank you very much.
Now, we will her from Miss "Mildred Jeffrey, national chair,

National Women's Political Caucus.

STATEMENT OF MILDRED JEFFREY, NATIONAL CHAIR, NATIONAL
WOMEN'S POLITICAL CAUCUS

fs. JEFFRnEY. Thank you. Senator. and members of the committee,
and thank you for the opportunity of being heard today.

The National Women's Political Caucus is a multinartisan group-
we have both Democratic and Republican arms-with local chapters
in 200 towns and cities across the country. For some time. and cer-
tainly this year. one of our top legislative priorities is the enactment
of comprehensive health insurance that meets the specific health needs
of this country's 84 million women.
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We thank you, Senator, for holding these hearings on the cata-
strophic health bills, because we believe it is vital for the committee,
and all the Members of the Senate, to know that these health insurance
bills will not solve the problems that women face in obtaining adequate
health insurance coverage.

They will, in fact, be a disaster for women, because they do not
cover the preventive and routine care that are a substantial part of
women's health needs. The nub of the problem for women is that our
present system of health insurance in which private carriers deter-
mine who is covered, and for what illnesses and conditions, flagrantly
discriminates against women.

First, of the 18 million women in this Nation who have no health
insurance at all, the vast majority are the widowed, the divorced, and
the abandoned women living on fixed incomes or meager salaries.
Ineligible for medicare or medicaid, no longer dependents and lack-
ing insurance, these women fall between the cracks in the system.

The catastrophic bill will offer no aid or relief to these women, who
cannot even afford a routine checkup or the cost of minor surgery.

Seond, although the enactment of the pregnancy disability bill ended
the longstanding practice of allowing insurance companies to exclude
or offer minimal coverage for maternity care, gender-based discrimi-
natory practices still abound. Higher rates are often charged to women,
and working women aloe often not entitled to the same benefits as the
spouses of working men.

Private carriers consider women poor risks and hence offer them
less coverage at higher rates than men. Women feel ripped off by the
current system that permits these discriminatory practices to be
commonplace.

So, we believe Senator, and the committee, that the catastrophic
insurance bill in no way addresses the basic problem of fix disclimina-
tion in insurance. We believe that only a comprehensive national health
insurance that outlaws current unfair practices and offers total care
to all women, regardless of employment or marital status, will benefit
women.

We hope that you will continue your studies and hearings, and we
will be happy to testify at greater length on some of the problems
which women face in what we believe is an inequitable system.

Thank you.
The CRAIMAN-. Thank you very much.
Now, I am going to ask, in the first round of questions, that each

Senator be limited to 5 minutes. After that, we will see how much
further we want to go, on the 5-minute rule or the 10-minute rule.

Senator Kn,'rr. Mr. Chairman, if I could make one additional
comment.

In your various packages. there is a sheet on the issue of costs that
might come up. When I was speaking earlier. I meant to mention it.

If the. members could open their envelopes. there is a single sheet
that addresses the quest ions of cost. This was the part of the appendix
that was a part of HEW's estimate and I would just like to comment
on it.

The CITATRMtA,. Does it have the numeral "11" on it?
Senator K.,-nW. Yes. that is right. This is a copy of the page

provided by HEW. HEW's estimate of the cost of our program.



432

[The material referred to follows:]

APPENDIX: COMPARISON OF THE COSTS OF PRESIDENT CARTER'S NATIONAL HEALTH
PLAN LEGISLATION (PHASE I) WITH THE HEALTH CARE FOR ALL AMERICANS
ACT

The Administration's legislative proposal and the proposal announced several
weeks ago present their costs in two difference ways. In order to understand the
differences between the two proposals it is helpful to compare them both ways.
This is done below assuming 1980 dollars and 1980 population counts.

(When the Health Care For All Americans Act was announced it was costed
in 1980 dollars using estimated 1983 population counts. By using 1980 population
counts, the estimates below reduce the costs of the Health Care For All Anmeri-
cans Act slightly.)

The Administration's approach looks primarily at net Federal budget and
employer costs because taxpayers and employers are the ones being asked to
shoulder the cost of new benefits. The costs to employers are especially vital in
determining the employment and inflation effects of National Health Plan pro-
posals. When viewed this way, the net costs of the two proposals are as follows:

(In billions of dollars

Health Care for
Phase I All Americans Act

Federal --------------------------------------------------------------- +18.2 +30.7
Employer ------------------------------------------------------------- +6. I +33.1

Cost ............................................................. +24.3 +63.8

The approach taken by the advocates of the Health Care For All Americans
Act Is to look at these and other costs now borne by individuals and state and
local governments as well in order to determine the effect of National Health
Plan proposals on total health system costs.

(in billions of dollars

Health Care for
All Americans

Phase I Act

Federal -------------------------------------------------------------------- +, 2 +30.7
Employer ---------------------------------------------------------------- +6.1 +33. 1
Individuals --------------------------------------------------------- ---- ±4,0 -25.4
State/local -------------------------------------------------------------- --- 2. 0 -2.7

Cost ................................................................. +18.3 +35.7

Note: Includes reduced out-of-pocket and premium costs

Senator KCEN-NXEDY. What I am directing your attention to was in-
cluded in some of the presentations that were made by the administra-
tion. You can note that the administration's phase I would be $24.3
billion and ours would be $63.8 billion. This represents additional
Federal and employer costs.

I refer you to the next line, which identifies the employee and the re-
lief of the indivirisals and the State and local costs. The sum of all
these elements gives the total cost of our program. The cost of the
Health Care for All Americans Act, as determined by the administra-
tion, is $35.7 billion if fully implemented.

Part of the increase is on the Federal budget, which is approxi-
mately $30 billion. That provides for the upgrading of the medicare
program. It also provides some supplement for offsetting the addi-
tional hardships of some employers.

We effectively, however, have relieved the American taxpayer of
the present sickness tax in the form of out-of-pocket payments. I call



433

that relief of the sickness tax. That means a reduction of $25.4 billion
of individuals. It also means a reduction of $2.7 billion out of the State
and local government expenditures. All of these costs are in 1980
dollars.

These projections are close to our own estimates of $40 billion.
As far as I am concerned, this is a judgment question of whether

you provide that amount of relief to individuals, or that amount of
burden in terms of the employers.

We have information on' insurance payments paid by employers for
health benefits. These data are provided by the chamber of commerce.
You will find variation by different industries. but all industries now
pay an average of 5 percent. Manufacturing firms, for example, con-
tribute 6 percent. Other firms are in between, but we are basically
talking about adding 2.5 percent more to employer contributions. That
amount could be reduced up to 35 percent as the employer passing
on part of the premium to an employee. It is important to note there
are no out-of-pocket expenses by an individual.

The point that I want to mke, just in putting this in some kind of
perspective, is that the administration's projections of our total pro-
gram is $35.7 billion, and our own estimate would be $40 billion. These
projections are for the fully implemented plan.

The final point I would just mention, as I mentioned at the outset,
is that we do not object to phasing the program. Our program would
bo phased in over a period of years.

If you look, for example, at the first concurrent resolution, the esti-
mates are a surplus of $500 million in 1981. With a tax cut of $55
billion in 1982, we are to have $700 million. With a tax cut in 1983
of $75 billion, we are supposed to have a surplus of $44 billion. These
estimates are under the concurrent resolution of the Senate Budget
Committee report.

We are talking about beginning to phase our program in. We could
take some of that surplus. or the judurment of the Concress in terms
of the tax cut, and modify that surplus to some degree. We are not
talking about increased taxes for the payment of national health
insurance.

The other feature we are talking about is the crossover point which
the administration does not have. With the cost controls and benefits
fully implemented, you have a crossover at the end of a 4-year period.
Therefore, total health insurance costs would be less in 4 years than
our current policy. All of these costs should be scrutinized from an
actuarial point of' view. But I do believe the assumptions of the Budget
Committee are reasonable assumptions.

The CHAIMfAN. Let me ask that the table about which the Senator
spoke, appear in the record at this point.

[The material referred to follows:]
SENATE BUDGET COMMITTEE REPORT, FIRST CONCURRENT RESOLUTION FOR 1980

COMMITTEE RECOMMENDATION

[In billions ol dollars]

Fiscal year Tax cut Surplus

1981 ----------------------------------------------------------------------------------------- $0. 5
1982 -----------------------------.--------------------------------------------------- 55.0 .1
1983 -------------------------------------------------------------------------------- 75.0 44.7
1984 -------------------------------------------------------------------- -------------- 1 00.0 86.2
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Asumptions
1. Achieve balanced budget In fiscal year 1981.
2. Real growth in defense spending.
3. Expansion in certain other high priority budget functions such as commu-

nity development and welfare reform.
4. Reductions in most other programs to reduce outlays to 17.5 percent of GNP

in fiscal year 1984, compared to 21.1 percent of GNP in fiscal year 1980.
5. No restraint in tax expenditures.

Interpretation
Under the Budget Committee's 5-year projection through 1984, the Federal

budget will begin accumulating large surpluses (rising from $0.7 billion in fiscal
year 1982 to $44 billion in fiscal year 1983 to $86 billion in fiscal year 1584).
These surpluses will exist after major tax reductions In those years of $55, $75,
and $100 billion, respectively.

The CHAIR MA. You are using an additional table, other than the
one to which you are referring?

Senator KiENNDY. I am using this one here, which we distributed,
the others which I had asked to be made part of the record as chamber
of commerce estimate of the insurance payments for health benefits,
which gives the different industries.

That, I would like to include, and the Senate budget resolution
with the spelled-out figures going into the period of the 1980's that
show the surplus.

[The material referred to follows:]

Insurance payments for health beneft8, 1977

Average payment
for health insur-ance benefits as

industry group percent of payment
Total, all industries ---------------------------------------------- 5.0
Total, all manufacturing --------------------------------------------- 6. 0
Manufacture of:

Food, beverages and tobacco -------------------------------------- 4. 8
Textile products and apparel ------------------------------------- 4.5
Pulp, paper, lumber and furniture -------------------------------- 5. 9
Printing and publishing ------------------------------------------ 4.3
Chemicals and allied products ------------------------------------ 6.3
Petroleum industry ---------------------------------------------- 3. 7
Rubber, leather and plastic products ------------------------------ 7. 7
Stone, clay and glass products ------------------------------------ 6.0
Primary metal industries ---------------------------------------- 8. 5
Fabricated metal products (excluding machinery and transportation

equipment) ------------------------------------------------- 6.0
Machinery (excluding electrical) ---------------------------------- 7.1
Electrical machinery, equipment and supplies ---------------------- 5. 5
Transportation equipment ---------------------------------------- 6. 6
Instruments and micellaneous manufacturing industries ------------ 5. 1

Total, all nonmanufacturing ----------------------------------------- 3.7
Public utilities (electric, gas, water, telephone, etc.) ---------------- 4.1
Department stores ----------------------------------------------- 3. 5
Trade (wholesale and other retail) ------------------------------- 3. 5
Banks, finance and trust companies ------------------------------ 3.8
Insurance companies --------------------------------------------- 3. 1
Hospitals ------------------------------------------------------ 3.5
Miscellaneous nonmanufacturing industries (research, engineering,

construction, transportation, mining, hotels, etc.) ----------------- 3.6

Senator KEXNEDY. And we believe, ver., clearly, that our program
could be phased in, given the estimates in the cost of it, without any
additional tax increase.
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Finally, we are prepared to having the phasing in conditioned on
the fulfillment of the requirements of the first phase. What we do
object to is stting of the conditions for the implementation of the
second, third, or fourth phase that are unrelated to the administration
of health policy.

There may be a basic philosophic difference on that.
We would condition, and we would work out language on that.
That was the only other point that I would make.
The CIMVRMAN. Now, I will ask that those charts and the exhibits

from which the Senator spoke be included in the record.
[The material referred to follows:]

STATEMENT OF SENATOR EDWARD M. KENNEDY AT A PRESS CONFERENCE INTRODUCING
THE "HEALTH CARE FOp. ALL AMERICANS ACT"

I am proud to stand here today with Congressman Henry Waxman and so
many colleagues and friends to announce that the fight for comprehensive, uni-
versal national health insurance, with strict cost controls, begins anew this morn-
Ing with the announcement of the Health Care for All Americans Act.

For the past ten years the Coalition for National Health Insurance has sought
to make quality health care a matter of right for all Americans. The five basic
principles of this coalition have always been, and remain today:

(1) comprehensive benefits,
(2) universal coverage,
(3) the strongest possible cost controls,
(4) system reforms to encourage preventive medicine and prepaid group

practice,
(5) quality controls.

The Health Care for All Americans Act meo'ts each of these principles. In ad-
dition, it gives a meaningful role to the private insurance sector. It limits federal
expenditures primarily to payments for the poor, the elderly and the unemployed.
In fact, no comprehensive plan meeting these principles will cost less.

Finally, this plan minimizes the requirements for a new administrative bu-
reaucracy. No plan will have a simpler federal administrative structure than this
one.

There are those who believe that comprehensive national health insurance,
however desirable, is inconsistent with today's budgetary politics. They believe
a piecemeal approach which enacts the lowest common denominator will relieve
the political pressure from the constituents and defer the tough, central issues
of cost controls and systems reforms for another day.

They are wrong on both counts. The plain truth is that another day may be
too late. The American health care system is now strained to the breaking point
by runaway costs. The issue of cost controls must be faced now, and it can only
be faced as part of a comprehensive system. The Health Care for All Americans
Act represents the best chance to avoid national bankruptcy and ot bring spiral-
ling health costs under control. In fact, within four years of passage, the nation
would bpgin to spend less on 'health care under this plan than If no bill is passed.

The tens of millions of Americans represented by the groups in this room are
the constituency for national health insurance. They are the working men and
women of this land, the senior citizens, the minority groups, the religious com-
munity, the nurses, the young physiclans-to name just a few. This constituency
is not and never will be satisfied by the lowest common denominator. Where is
the constituency for catastrophic health insurance? Where is the constituency for
a limited approach without comprehensive system reforms and cost controls? It's
no wonder the Health Insurance Asseintion of Awerica supports piereneal
reform. It's no wonder the American Medical Association supports the lowest
common denominator. But where are the citizens' groups that support it?

The Health Care for All Americans Act sets the standard against which any
other legislative proposal will be measured.

It is not a standard set for Ideology's sake.
It is not a standard set for political reasons.
It Is a standard set to show what must be donp to make the health care system

work for all Americans at a cost the nation can afford to pay.
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I don't minimize the uphill road to enactment that lies ahead. But the diffi-
culties we will face do not call for lowering of the standard; they do not call for
abandonment of the principles; they do not call for accepting the lowest com-
mon denominator. They call for leadership that holds up the standard and
moves the political process to it. That is what this coalition is about. That is
what we intend to do. And we call on President Carter to join with us to make
quality health care a right for all our people.

HEALTH CARE FOR ALL AMERICANS AcT OF 1979-IN BRiar

Universal coverage.-Every resident of the United States will be covered for
mandated health insurance plans, with federal financing of coverage for the poor
and the aged.

Comprehensive beefts.-There will be full coverage of inpatient hospital serv-
ices, physicians' services in and out of hospital, home health services, X-rays,
and lab tests. Costs of catastrophic illness will be covered since there will be no
arbitrary non-medical limits on number of hospital days or physician visits.
Medicare will be upgraded for the elderly and will also cover prescription drugs.

Cost control.-Prospective bugdeting of hospital and negotiated fee schedules
physician will become the principal method of cost control.

Budgeting co8ts.-HospitaIs and doctors will be paid on the basis of pre-
negotiated amounts. They will not be permitted to charge patients more than the
insurance )lan pays. National, aiea-wide and state budgets for health services
will be set and any increases will be tightly controlled.

Administration.-The program will be administered by a National Health In-
surance Board whose members will be appointed by the President, subject to Sen-
ate confirmation. A majority will be consumer representatives.

Static role.-The Board will contract with each state and territory to help ad-
minister the national health insurance program.

Insurance plans and HMO consortia.-Most Americans will be insured by an
insurer of health maintenance organization which is certified and regulated by
the federal government. The insurer must be a member of a consortium of (1)
insurance companies, (2) Blue Cross/Blue Shield plans, (3) federally qualified
health maintenance organizations, or (4) Independent Practice Associations.
There will lie a special consortium of plans such as those providing direct or those
jointly administered by unions and employers.

Medicare.-The elderly and eligible disabled people will continue to be covered
by Medicare which will be upgraded. Physicianis will no longer bill Medicare
patients but will be paid directly by the insurance plan. Prescription drugs will
be covered for the elderly.

Medicaid.-The poor and near-poor will be covered by the national health in-
surance plan for all mandated benefits. Medicaid will cover only those services
such as long-term nursing home care which are not incorporated in the national
health insurance program. The states will contribute only what they are presently
spending for Medicaid, and no more.

Health insurance card.-Every resident of the United States will be issued a
health Insurance card. If a patient receives medical care without proof of insur-
ance coverage, the provider will bill the state agency which will pay the bill
and later determine the source of payment. With or without a card, every person
will have a right to receive treatment.

Federal regulations.-In order to be included in the program, an insurer will
require federal certification and will be subject to ongoing federal regulation.
The effect of certification and regulation will be to eliminate such long-standing
practices as "risk selection" and discriminatory pricing, and to bring existing
private insurance expenditures into conformity with public policy on cost con-
trols and equity of benefits and financing.

Financing.-Employers will pay a premium related to total wages. The pre-
mium will cover the full costs of the covered benefits. The wage-related amount
will mean that employers paying high wages will pay more for health Insurance
than employers paying low wages, although the rate will be the same. Unless
other arrangements are made, employees may pay up to 35 percent of premium
costs. This means, for example, that unions may negotiate for employers to pay
the entire costs.

Selfemployed.-The self-employed will be guaranteed comprehensive coverage
at income-related group rates not to exceed the value of the benefits covered.
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They will no longer have to purchase individual policies (if available) at high
risk-related premium rates.

Costs.-Total costs of health care will be less within a few years of the national
health insurance program than they would be under current programs because
of the immediate and long-range cost controls applied. New on-budget costs for
coverage of the poor and for improving Medicare, would be $28 billion in 1980
dollars.

Quality controls.-Quality controls will be strengthened and the states will be
required to implement these quality standards as a condition of participation in
the program.

Health maintenance organizationu.-HMO's and other non-traditional forms
of health care delivery, such as neighborhood health centers, will be fully sup-
ported and their development encouraged through incentives.

Competition.-Insurers and HMO's will compete for enrollees, but not by se-
lecting "risks." They will know what premium they will be entitled to receive for
each person or family covered. They will compete on the basis of administrative
efficiency and for supplemental coverages.

Equalization program.-To assure that no consortium member will be able to
profit by selecting "risks," there will be an equalization fund to counter-balance
member companies and consortia. The program will protect individual companies
or plans against unforeseen costly events.

Existing employer/empfoyee arrangements -An employer will be obligated to
maintain existing contractual or other arrangements for health benefits. If the
employer's present costs exceed mandated premiums, the excess will be applied
to other employee benefits, subject to negotiation with employee representatives.

Preventive medicine and health promotion.-Services for the prevention and
early detection of disease will be covered, including immunization and health
education.

Resource distribution.-A Resource Distribution Fund will he used to im-
prove services for underserved populations and to develop new services for the
full population's changing needs, in particular for home care of the elderly and
chronically ill.

Consumer and provider advisory oouncis-A National Health Insurance Ad-
visory Council and State Councils with consumer majorities will advise Federal
and State Public Authorities.

COALITION OF NATIONAL HEALTH INSURANCE ORGANIZATIONS PRESENT AT THE
PRESS CONFERENCE

1. Amalgamated Clothing and Textile Workers.
2. Amalgamated Meat Cutters.
3. American Association of Retired Persons.
4. American Council of the Blind.
5. American Federation of Labor-Congress of Industrial Organizations (AFL-

CIO).
6. American Federation of Teachers.
7. American Nurses Association.
8. American Phychological Association.
9. American Public Health Association.
10. Americans for Democratic Action.
11. Association of Federal, State, County and Municipal Employees (AFSCME).
12. Bakery and Confectioner Workers.
13. Baptist Joint Committee.
14. Bridge and Construction Workers.
15. Building and Construction Trades Department.
16. Center for Community Change.
17. Chemical Workers Union.
18. Citizens Against High Blood Pressure, Inc.
19. Coalition of American Public Employees
20. Coalition of Labor Union Women.
21. Consumer Federation of America.
22. Food and Beverage Trades.
23 Group Health Association of America.
24. International Association of MachiLists.
25. International Brotherhood of Electrical Workers.
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20. International Brotherhood of Teamsters.
27. International Ladies Garment Workers.
28. International Longshoremens Association.
29. International Printing and Graphics Communications Union.
30. International Union of Bricklayers and Allied Craftsmen.
31. International Union of Operating Engineers.
32. League of Women Voters.
33. Mexican-American Legal Defense Fund.
34. National Association for the Advancement of Colored People.
35. National Association of Counties.
36. National Association of Farmworker Organizations.
37. National Association of Neighborhood Health Centers.
38. National Association of Social Workers.
39. National Coalition for Children and Youth.
40. National Coalition of Hispanic Mental Health and Human Services

Organizations.
41. National Conference of Catholic Charities.
42. National Congress of American Indians.
43. National Consumers League.
44. National Council of Jewish Women.
45. National Council of Senior Citizens.
46. National Education Association.
47. National Farmers Union.
48. National Urban League.
49. National Women's Political Caucus.
50. Newspaper Guild.
51. O11, Chemical and Atomic Workers Union.
52. Physicians National Housestaff Association.
53. Pipefitters Union,
54. Population Resource Center.
55. Retail Clerks International Union.
56. Service Employees International Union.
57. United Auto Workers (UAW).
58. United Church of Christ.
59. United Methodist Church.
60. United Presbyterian Church.
01. United Steelworkers.
62. U.S. Catholic Conference.
63. Women's Lobby.
64. Workmen's Circle.

SUMMARY

This national health insurance plan is designed to assure every American
choices among the best health plans our Nation has to offer and free choice of
provider of health care at a cost that employers, individuals, and government
can afford to pay.
1. The plan preserves and builds on the best in private health in8urance and

health care
Private health insurance carriers and HMOs would be a mainstay of the

program. They would be called on to provide insurance plans which meet or
surpass Federal standards and to administer the insurance according to insur-
ing practices now in use. The benefit standards for the insurance program would
be modeled after the best private plans now available through employers and
labor unions, without deductibles and coinsurance. Under this plan insurers
and HMOs would be able to compete for business, both on the basis of their ef-
ficiency and service to customers and on the basis of the range of benefits they
offer above the standard benefits or the actual price of their program for the
employee or individual. Employers and unions would continue as at present to
negotiate with insurers and HMOs for the best possible plan and pay premiums
to these insurers. Individuals who are not employed, including those currently
on Medicaid programs, would also be provided choices among the same insurers.

The program depends on private doctors, hospitals, health centers, and other
health care practitioners to provide the chre it covers. In return for caring for
the program's beneficiaries, providers would be guaranteed fair payment from
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the participating private insurers, HMOs, or Medicare. Doctors, hospitals, and
other providers would be parties to negotiations to establish fair budgets and
fees in ever State or area. Negotiations would also relate to Improvement in
the accessibility, efficiency, and quality of care.
2. The plan preserts and strengthens the Medicare program for the elderly and

disablcd-and reforms Medicaid
Medicare vxould lie extended to all Americans over 65 or disabled and would

be improved to include the same broad coverages as the standard private in-
surance plan, with no deductibles and coinsurance. In addition. Medicare and
private insurance pluns would operate identically in how they pay doctors,
hospitals, and other providers, and how they administer their activities. Medi-
care eligibles would receive additional benefits beyond those covered for the
general population.

The private health insurance plan of their choice would be provided to people
formerly on Medicaid, Including all people who receive Supplemental Security
Income. No means test would have to be met any longer by any American to
receive these private insurance benefits. The .Medicaid program would be reduced
to residual State programs to provide service not covered by the private insur-
ance plan.
S. The plan assures freedom of choice

Employers, unions, and individuals would have the freedom to choose their
private insurer or H.MO, and to choose their physicians. Medicare eligibles also
would enjoy a broadened choice of HMOs or other health care arrangements.
Most Americans could choose the same insurer, lIMO, or physician they have
today, but would find other options open to them-if they want to change-as
the program develops.

Likewise, insurers and health care providers would be free to participate in
the program or not, and to choose their styles and place of practice or business.
Through four national consortia, insurers and tiMOs would regulate their own
affairs within broad Federal regulations. Through elected representatives, doc-
tors and hospitals would negotiate fees, budgets, and other provider concerns
under the plan.

The basic rules of the plan, such as requiring everyone not eligible for Medi-
care to choose insurance coverage, requiring payment of income-related pre-
miums, requiring participating physicians to accept plan fee payments as pay-
ment in full for all patients, and requiring open enrollment and community
rating by insurers, are necessary to assure that all Americans are provided full
insurance coverage and quality health care. Most restrictions in the plan, such
as those resulting from yearly limits on national, state, and area expenditures
for health care, maximum doctor fees and hospital budgets, and community
insurance rates would be based on good faith negotiations among providers,
insurers, employers/unions, consumer.z, and government aimed at assuring good
health care for all, at reasonable costs with fair payment to providers.
4. Every American could choose the best in private insurance or HMO plans,

privately or through Medicare in the case of the aged and disabled, regard.
lees of whether hc is employed, whether he is part-time or full-time, what
his health status inay be, or any other factor

All employers must contribute toward a plan meeting at least the Federal
standard for all of their employees. Self-employed and non-employed Individuals
would enroll in these same plans and pay a premium related to their incomes.
Individuals would enroll or change enrollment with the insurer or IIMO of their
choice during an annual open enrollment season. No one could be turned away
or charged more than the premium set by law. People who change jobs or are
unemployed might stay with their same insurer or elect a new one, but their
coverage would never stop.

Government agencies would help small employers and Individuals shop for
Insurance and enroll in the plan of their choice.

Finally, no one can ever be deprived of their right to insurance. Even If
individuals default on their premiums, the insurance continues, with bad debts
paid to Insurers by government and collected through the existing government
system for collecting amounts owed to it.
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5. All Amcricans would be guaranteed that their doctors or hospitals would be
paid in full by insurance for covered health services-from birth to death-
with no gaps between jobs or waiting periods

Under the plan, the government would guarantee doctors, hospitals, and other
providers that they would be paid at negotiated rates. For patients who have
forgotten to enroll, lost their health care, or do not know who their insurers
are, the doctor or hospital would bill a public agency, which would identify the
appropriate insurer or enroll the individual with an insurer and require that
the provider be paid.

Neither the doctor, hospital, nor insuring organization would neeo to know
whether the patient is rich or poor, employed or unemployed, self-sufficient or on
welfare. The health Insurance card Indicates only with whom they are enrolled-
and even without the card, payment is guaranteed.

HEALTH CARE FOR ALL AMEzICANs ACT

INTRODUCTION

This proposed new national law has been developed using the social Insurance
principles that were embodied in the Health Security Act and supported by a
broad coalition of institutions, including labor unions, health providers, reli-
gious organizations, social agencies, and others. The Health Care for All Ameri-
cans Act proposes to implement these social insurance principles through private
insurers, rather than government. This new act proposes, indeed, a progres-
sively financed comprehensive health insurance program for all Americans using
government-regulated private insurance.

Major features of this program include:
Income-related premiums.
Maximum on premium payments of individuals equal to the value of the

protection received (most individuals will pay considerably less).
Limits on the rise in health costs through budget controls and reimburse-

ment reforms.
Fair, negotiated, reimbursement rates.
Incentives to individuals, insurers, States, and providers to keep down

rates.
The redress, over time, of the maldistributlon of resources.
Reform of Medicaid, eliminating the means tests as a condition of eligi-

bility for covered benefits.
Retention and improvement of Medicare.

The Health Care for All Americans Act would rely heavily on private health
insurers, health care providers, employers, unions, and the American consumer.
Most of the costs of the improved insurance coverage and most of the adminis-
trative responsibility Is left with these private institutions and individuals, and
outside of government.

The government's role is to guarantee that every American is provided compre.
hensive health insurance coverage, and to assure that private institutions work
to make good health care available to every American at costs that the indl-
-vidual, employer, the taxpayer, and the Nation can afford to pay. The gov-
ernment performs these roles by presiding over negotiations on private insurance
premiums and doctor and hospital payments, by regulating private insurers
and setting budgetary limits on total health care costs, and by encouraging
competition. Finally. the Federal Government would operate an improved Med-
icare program covering all elderly and disabled Americans, and States would
operate a residual, reformed Medicaid program.

This proposed new law, in short, proposes to implement Health Security prin-
ciples by building on the best in both private institutions and government. The
new Federal costs for this broad program, with no deductibles and coinsurance,
would approximate $30 billion when Implemented in 1983.
6. All employers and inditidual. are assured they will pay a fair and affordable

premium for health insurance
Traditional Insurance premiums are set on the basis of an Individual or group

health care experience, and the same flat premium is charged to employers and
Individuals for everyone in the same group or with the same experience. Indi-
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viduals with low incomes and employers with less profitable businesses find it
hard to pay such a flat premium per person and usually buy minimal insurance
or none at all.

Under this new national health insurance plan, employers and employees pay
premiums related to wages-and individuals with non-wage income over $2,000
per year pay an income-related premium. The maximum paid by an individual
would be the negotiated community-rated premium, which would not exceed
the actual value to the individual of health insurance coverage.

This approach allows all employers and individuals to afford to buy the best
in health insurance or HIO coverage, paying a premium based on wages or
income, without regard to past health care experience or any other factor.
It also means that virtually every person with income makes a contribution
toward the cost of the plan-proportional to their income.

As is the case at present with the best insurance plans in the Nation, the em-
ployer would pay most of the total premium, with the employee sharing up to 35
percent, or less based on labor/management agreements. In order to be fair
to higher-income Individuals, a limit is set such that the employee or other
individual's premium share never exceeds the actual community insurance rate
for their insurance coverage.

In order to be fair to employers, if the premiums for this new insurance ex-
ceed their current premium as a percentage of wages by more than three per-
cent-and if their profits are adversely affected by it-the government will credit
their taxes for part of the excess.

The burden of health costs of people on welfare would not be placed on em-
ployers or individual premium payers. Instead, the premiums for Insurance for
people who are on welfare (including those receiving Supplemental Security
Income) would be paid by the State and Federal Government based on the actual
costs of health care provided to these individuals. The States' costs for these
premiums and residual Medicald would be limited to no more than would have
been the Medicaid cost in the absence of the plan. The States would, overall,
experience lower costs under the plan, especially if the costs of State-owned
facilities are taken into account.

All wage-related and income-related premiums are paid to the Insurers' con-
sortia. The premiums would then be allocated by the consortia to individual In-
surers on an experience-rated premium basis for each insurer's enrollees. In most
cases, the insurers would be the same ones people deal with now. The government
would guarantee that the wage-related and income-related premiums raise enough
revenue to pay for all health care covered by the plan except for those persons
eligible for Medicare, SSI, AFDC.

Financing for the separate and Improved Medicare program would be as now,
except that participation in the full program would be mandatory, and Medicare
taxes would apply to all wage earners.
7. All Amcricans ivould be assu red they can afford the health care they nced

The plan would cover everyone for a broad array of unlimited health services,
with provisions for developing expanded long-term care, home health care,
and other benefits over time. These services would be paid for by the insurer or
lIIO at no additional cost to the individual beyond the income-related premium.

Doctor. hospital, and other health care bills would lie sent directly to the
insurer based on the patient's health card, and the insurer would pay them
directly at negotiated rates. The patient would never have to pay the bill and
then be reimbursed-nor would there be any additional charge to the patient
over and above what the insurance pays. The payment system itself would be
easier and less costly for both providers and insurers.

These provisions virtually eliminate the fear of unaffordable health care costs
from Americans' lives.
8. The plan would work to make the beat in American health care more accessible

in every community
The plan aims, over time, at getting adeqpjate numbers of physicians, health

centers, and other needed services actually available in every community-while
discouraging still more services where there is already an excess. The plan would
encourage a redistribution of health services by slowing growth in hospital
budgets and total expenditures in oversupplied areas and encouraging more rapid
growth in shortage areas. Consistent with State plans for health care, health
care providers, employers, unions, and consumers would develop state and na-
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tional health budgets that allocate available resources to the communities where
need is greatest; and they would negotiate fee schedules and budgets for indi-
vidual physicians, hospitals, health centers, and other providers consistent with
these budgets.

The plan would also establish a Health Resources Distribution Fund to make
grants to start up needed services and would establish programs of data collec-
tion, research, and demonstration to identify problems and find ways to furnish
good health care to everyone in the country over time. Special studies would
focus early on the needs of special populations, such as the elderly, disabled,
migrant workers, American Indians, the poor, and women.
9. The plan would work to slow down the rise in costs of health care and in-

surance premiums in the Nation for employers, for government, and for
individuals

The plan aims at slowing rising costs through competition, through nego-
tiations, and through budgeted limits.

Competitive incentives for insurers and IIMOs.-Insurers and HMOs are given
competitive incentives to operate efficiently, to assure provider fee schedules and
budgets are complied with, and to offer health care in more cost-effective ways.
First, they are free to market their plans to everyone in the Nation, and the
more people who enroll because of the advantages of their plan, the more the
insurer stands to benefit. This creates an incentive to control costs in order to
offer broader benefits at the negotiated community rates, or the standard bene-
fits at a reduced rate. The plan allows insurers to do both by permitting "re-
bates" or "dividends" to be paid to enrollees when the plan's costs are lower than
the community rate.

Second, insurers and 1MOs would have to absorb any financial losses incurred
if their negotiated community rate fails to cover the costs of health care serv-
ices to their enrollees-i.e., they are "at risk." This creates further incentive for
efficiency and careful monitoring of claims, fee schedules and budgets.

Third, insurers and HMOs would be permitted to make special arrangements
with doctors, hospitals, or other providers to pay amounts less than the amounts
that would result from following the negotiated fee schedules or budgeted rates.
They would then offer such special arrangements to everyone who enrolls with
them, with any savings from the community-rated premiums converted into
more benefits or premium rebates.

Finally, incentives for insurers to compete by experience rating or risk selec-
tIon-which aggravate the overall costs of care problem by increasing costs to
the Ill-are eliminated by careful government regulation of open enrollment, how
plans are priced and advertised, and other marketing practices, and by the in-
surers and LIMOs self-regulating efforts within consortia.

Incentives for providers of health care and payment negotiation s.-Providers
of health care would be given incentives to assure fair billing and good medical
practice in order to keep health care costs to the levels they helped budget for the
State, and for which they negotiated fee schedules and budgets. This is accom-
plished by putting providers "at risk" for any cost overrun. That Is, doctors would
have to renegotiate or "pro rate" fees for the remainder of the year if, based on
reports to the government by the insurers, fee payments were being made at rates
that would exceed the budget (except for epidemics and other explainable
causes). Hospitals also would be required to absorb any such overruns. In addi-
tion, providers would be encouraged to form IMOs and would be free to make
desirable arrangements with insurers or IIMOs for new forms of care at payment
rates at or below the costs that would result from following the negotiated fee
schedules and budgets in order to compete for patients.

Negotiation of fee schedules, hospital and other provider budgets, and national
and state community-rated premiums are critical to the plan's approach to cost
control. Under the plan, providers of health care negotiate with those who ulti-
mately pay for health care-namely, employers, unions, individual consumers, and
government-to agree on what payment rates and budgets are fair and reason-
able. In turn, based on these fee schedules and budgets, the government negotiates
with insurers and lIMOs to establish fair and reasonable community-rated premi-
ums to cover services in every State, and to set national wage-related and income-
related premiums adequate to pay these community-rated premiums.

Incentives for employers, employees, and State gorcrnmcnts.-Enmployers,
unions, governments, and individuals are given incentives to negotiate to keel)
costs down by a provision that allows the actual wage-related premiums for a
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State to be reduced below the national rate if the State spends less on health
care than its budget limit allows. The State's premium for AFDC beneficiaries
would also be reduced by lower health costs.

All of the negotiations, both those with providers of care and those with
insurers, are based on a joint effort to plan needed services in each State, project
their realistic costs, and make ne' c-ssary choices under the budget limits set for
the Nation and each State by formulas in the law.

Budget linits.-The overall national and state budget limits in the plan are
designed to slow cost increases to the rate of overall increase in the rest of the
economy, and to encourage some services and areas of the country to increase
faster than others. They are not designed to stop increases in health care costs,
and are generous enough to allow improvements in the quality and accessibility
of care. These budget limits would be firm and stated specifically in the law. They
could not be exceeded by the wage-related or income-related premiums set tinder
the plan, or by the community rated premiums negotiated wiih insurers and
HMOs.

The combined effect of these incentives, negotiations, and budget limits would
result In providing more and better health care. which after just a few years
would be provided at lower costs than if our health system were left unchanged.
10. American. citizens would be assured that private insurance and health care

institutions would retain most of the rcspon.,ibility for this plan-and would
be required to ueet higher standards set by government to assure erery
Ancrican obtains the best in insurance and health care

Under this plan, government at the Federal and State levels would act as a
convenor of private institutions to plan, budget, and negotiate, and as a regulator
to assure all parties participate by agreed-upon rules desIgned to assure fairness,
competition, and individual and institutional rights. In addition, the elderly and
disabled would be served by a government-run Medic're program responsive to
their special needs-and as a standard for other insurance.

The plan would result in more responsibility being placed with Insurers and
providers than ever before in the history of the Nation. and would define a new
government role in health care, putting government at a considerable distance
from the actual day-to-day provision of health care.

HEALTH CARE FOR ALL AMERICANS

I. STATEMENT OF PURPOSES

A. 'Make comprehensive health services available to all Americans through the
application of social insurance principles to a system utilizing private health
insurance.

B. Provide the same comprehensive health benefits to everyone without con-
sideration of means.

C. Contain the total costs of health care at a rate of increase no faster than
the rise in tle GNP.

D. Distribute the cost of health care eqrltably.
E. Keep the costs of health care borne by the Federal Government, the States,

employers, and others at moderate levels.
F. Create improvements in the organization and methods of delivery of health

services.
G. Enhance the distribution and quality of care.
H. Encourage health protection and preventive medicine.
I. Provide protection and preventive medicine.
J. Provide reasonable compensation to those who provide health services.
K. Assure full public accountability of all aspects of the plan and its opera-

tions, as well as consumer participation in its development and administration.

I1. RIGHTS AND ELIGIBILITY PROVISIONS

A. The National Health Care for All Americans Program Statement of Rights
1. Rights of patients.
(a) Patients shall have the right to obtain the wide range of benefits covered

under the program from any approved provider of health care services they
choose, including the right to choose a provider from among all those who have
Joined the program (unless they have, by enrolling with certain insurers, agreed
to limit their choice of provider).
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(b) Patients have a right to expect that health and other information col-
lected about them shall be held confidential and used only for purposes abso-
lutely necessary to the effective management of the program.

(c) Patients shall have the right to prompt and accurate handling of all
decisions made about their status under the program.

(d) Patients shall have the opportunity to ue heard on grievances they may
have, related to their care or insurance related to that care.

(e) Patients, either individually or collectively, shall have the right to make
their views known (and have them considered) on all actions of the program
which affect them.

2. Rights of providers of health care service.
(a) Providers of health care services shall have the right to decide whether

or not to participate in the program.
(b) Providers of health care services shall have the right to receive prompt

and accurate payment for services rendered.
(c) Physicians shall have the right to choose their mode and place of practice.
(d) Providers of health care services, either individually or collectively, shall

have the right to make their views known (and have them considered) on all
actions of the program which affect them.

3. Rights of eligible insurers.
(a) Eligible insurers shall have the right to decide whether or not to partici-

pate in the program.
(b) Insurers shall have the right to carry on a health insurance business

covering health care services supplemental to the benefits covered under the
program.

(c) Eligible insurers, individually or collectively, shall have the right to make
their views known (and have them considered) on actions of the program which
affect them.
B. Universal eligibility

1. Every individual shall be eligible under the program who:
(a) Is a citizen of the U.S. or an alien admitted for permanent residence or

other alien permanently residing in the U.S. under color of law;
(b) Is a legally admitted alien who is not a permanent resident but is an

employee or family member of an employee of a foreign embassy or international
organization and is present for extended periods, and whose employer enters
into an agreement for participation in the program; or

(c) Is a foreign visitor legally admitted for a period of short duration, but
only under the terms of a treaty or other international agreement between the
U.S. and the nation of the visitor.

2. Eligibility would continue whether or not premiums are paid, or even
whether the individual enrolled.

3. All people eligible under 1. shall be entitled to the following:
(a) To have payments made on their behalf to meet in part or in full their

obligation to pay for covered health care services (described in III);
(b) The right to enroll with an approved insurer, including insurers which.

offer financial or benefit advantages for enrollment;
(c) The right to change their enrollment from one insurer to another, where

such a choice is available, during the national general enrollment period each
year; and

(d) A health insurance card (issued by the insurer with which they enroll)
identifying them as eligible under 1, (but which will not indicate the sources of
any funds paid to the program with respect to them.)
C. Enrollment

1. All employers shall, during the first general enrollment period under the
program (defined below), offer to each of their employees (other than those
eligible for medicare, including those eligible because they have end-stage renal
disease) in such period a choice of health insurance plan or plans, at least one
from the insurer members of the non-lIMO consortia and one from the members
of the HMO consortia which offer such a plan or pans for the areas in which
each of their employees works. With respect to lIMO plans, the employer shall
first offer any plan to any representative of the employees according to definitions
and procedures of Sec. 1310 of the P.I.S. Act regarding "Employces' Health
Benefits Plans." The employer may offer one or more supplemental benefits, but
any additional cost to the employee of electing the supplemental benefits shall
be made clear to the employee.
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2. Employees shall choose a plan from among those offered to them to cover
them and their dependents (defined below), which shall be in effect at least
until their next enrollment period.

3. In cases where an individual, including such individual's spouse, is offered
a choice of plans from more than one employer, the family unit may exercise
only one choice from among all choices.

4. Dependents would be spouse and children (under 22) as defined for per-
sonal income tax exemption purposes.

5. Members of the armed services and their dependents. The Defense Depart-
ment would act as both employer and consortium (defined in Part IV) for active
members of the armed services. Members of the armed forces may lie assessed
a premium within the limits applied to other wage workers. The Department
would retain as premiums funds appropriated for this group, finance such services
provided to the group as are covered under the Defense Department Plan, and
issue identification cards. Members and dependents of members of the armed
services would be offered such enrollment choices as the Defense Department
finds consistent with its policy of requiring use of Defense Department facilities.
The Defense Department would pay the costs of services covered under this Act
when furnished outside its facilities, and recover (as it determines appropriate)
from its enrollees any costs it pays for such services that are not reimbursable
under the Defense Department plan.

6. Medicare group enrollment. Every individual who has attained age 65 in a
month, or who is entitled to disability insurance benefits for a month, or who has
end-stage renal disease shall be entitled to benefits under both Part A and Part
B of the 'Medicare program as amended by this act. All insured status require-
inents for the agrd would be deleted.

7. All individuals not included above who are eligible for NIII benefits would
have the choice of enrolling under any certified insurer in their state or area.

(a) SSI enroll Wt.-Enrollnient as SSI eligibles (and residents of federal
institutions not otherwise covered): All SSI recipients under age 65 and not
eligible for medicare and residents of federal institutions not otherwise covered,
would receive enrollment information from social security district offices during
the first general enrollment period and would enroll directly with insurers.

(b) Enrollment of AFDC eligibles (and rcsidenta of state institutions not other-
wise covered).-States would be required to furnish enrollment information to
recipients of AFDC (and AFDC-U) and residents of state institutions not other-
wise covered during the first general enrollment, and subsequent enrollment
periods.

(c) Individual cnrollment.-It would be the responsibility of the State Board
to furnish enrollment information to all other individuals. For individuals who
did not enroll during the first general enrollment period, the State Agency would
get up a procedure under which the enrollment would take place when the in-
dividuals sought and received health care but did not have an identification care,
or at the point when they file an annual income tax return without shoring
health insurance enrollment. Providers of health care or insurers would notify
the State Agency of all unenrolled individuals who seek care.

8. Voluntary participation group. All foreign persons who do not meet the basic
eligibility provisions and reside in the United States for extended periods could
become eligible under the terms of treaties and other international agreements
between the United States and foreign governments and International
organizations.
D. Open enrollment period

1. There would be a first general enrollment period during June through
November of the year before the basic benefit plan became effective.

2. There would then be a general op-n enrollment period during the period
September through November of each year to be effective the January 1
following.

3. First enrollment (after the first general enrollment period) could occur
when an Individual reaches age 22 or enters the country and becomes eligible.
People would be disenrolled from private insurance when they become eligible
for Medicare.

4. Changes in enrollment would le allowed If an Individual or family changed
areas (or a new employer did not offer their current Insurance plan).

5. Upon en-ollment, the Insurer with which the individuals Pre enrolled would
Issue them NHI cards Identifying their choice (so the providers would know
whom to bill).

47-296 0 - 79 - 29
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V. Definitions of wage, employer, and employee
1. The definition of wages for purposes of the plan is identical to that used

for personal income tax withholding purposes.
2. The definitions of employer and employee, for purposes of the plan, are

Identical to those used for purposes of determining who must withhold personal
income tax payments, but would not include those eligible for Medicare.

III. HEALTH CARE SERVICES COVERED

A. Required benefits under both Mcdicare and Private Plans
1. Hospital services (as defined in Medicare except that the services of hos-

pital based physicians, as defined, would be incorporated in the definition) in-
cluding inpatient and outpatient services (as defined in Title XVIII) without
limit as to number of days or visits (subject to exclusions set out below, includ-
ing the requirement for medical necessity). (Medicare benefit would be made
the same.) Except that inpatient psychiatric services in a hospital shall be
li mited to 45 consecutive days of active treatment beginning with the first day of
hospitalization which begins more than 60 days after the most recent such
period. Physician services provided to in-patients of a psychiatric hospital by
physicians under contract with the hospital would be included without limit as
a hospital service in addition to services of physician consultants that may, as
determined appropriate, lie covered under 2.

2. Physician services, without limit and regardless of where performed (except
for services provided for a mental condition). Physician services in home, hos-
pital, or office for a mental condition would be limited to 20 visits, as defined by
the Board, per year. The term "physician" would remain as at present for Medi-
care and for other purposes would include doctors of medicine and osteopathy,
dentistry or dental and oral surgery, podiatry or surgical chiropody, and optom-
etry-all as defined in Medicare.

3. Home health services, as defined In Medicare for 100 visits in a year.
4. Skilled nursing facility services for 100 days per year following a hospitali-

zation of three days or more (as in Medicare).
5. Preventive services covered would include at least basic Immunization. nre-

and post-natal maternal care, and well-baby care. Physicians, as a part of their
medical practice, should maintain a special interest in and watch over workers
and other populations at high risk because of past exposure to environmental
and occupational hazards. The NHI Board, after receiving advice from a panel
of experts, would be authorized to add additional preventive services which it
determines, based on substantial evidence, would be cost effective and whose
cost would not in the first year exceed $500 million, adjusted in line with pro-
gram costs for the second and following years. In the event that the costs are
found to exceed the limit, appropriate reduction in the services covered would
be required. The Board would also lie authorized to establish the conditions
under which the services would be covered.

6. Medical and other health services would be the same as in Medicare, as
follows:

(a) Services and supplies Incidental to a physician's professional service In
his/her office;

(b) Hospital services incidental to physicians' services rendered to outpatients:
(c) Diagnostic services furnished in outpatient departments;
(d) Outpatient physical therapy services;
(c) Rural health clinic services. Services of other clinics would be covered,

provided the clinics met standards set by the Board;
(f) Diagnostic X-ray tests, laboratory tests, and other diagnostic tests;
(g) X-ray (and related) therapy;
(h) Surgical dressings and splints, casts, and other devices for treating

fractures;
(i) Durable medical equipment used outside an institution;
(j) Ambulance service;
(k) Prosthetic devices (other than dental) which replace an internal organ,

including lens after cataract surgery;
(i) Leg, arm, back, and neck braces, and artificial legs, arms, and eyes, includ-

ing necessary replacements.
7. Outpatient drug benefits for Medicare eligibles only for chronic Illness. The

Board would establish a list of diseases and conditions found to be chronic and
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the drugs which are covered with respect to each disease and condition listed.
(a) Only drugs which require a prescription (plus insulin) would be covered,

and only those listed in a formulary developed by the Board with the advice of
the appropriate advisory panel.

(b) Require generic prescriptions whenever generic equivalents are available.
(c) Reimburse dispensing pharmacies on the basis of the cost of the drug

supplied or the lowest cost generic equivalent generally available plus a profes-
sional's dispensing fee.

(d) HMOs (or other insurers) may use this formulary approved by the NHI
Board, but could also use their own formulary provided that: (1) The Board
approved it; (2) Members and potential members are informed that its formu-
lary differs from the national one, and what these differences mean to members.

(e) The Board would a!so have authority to set maximums and minimums for
the amount of a drug prescribed.

8. Mental health day care services-two days a year for each day of inpatient
psychiatric benefits not used. Electroshock therapy covered only in cases of
severe depression and only where prior approval has been obtained through
an arrangement established by the area PSRO.

9. Outpatient physical and speech therapy services as in Medicare, plus short-
term occupational therapy where the promise of improvement is substantial.

10. Audiological examinations and hearing aids limited to one examination a
year ar.d one hearing aid every three years. Paid on the bsis of cost of the
hearing aid plus professional fee. The cost of hearing aids would be covered only
up to amount of those on a list of those hearing aids whose costs are found
reasonable by the Board.

11. Outpatient services provided by a community mental health center, except
that the total amount payable during a year for a patient could not exceed the
estimated equivalent of the negotiated fee for a psychiatric visit for that year
times twenty, with the amount reimbursable under their budget for each out-
patient visit or service adjusted to reflect the type and salary level of personnel
lnvo'.ved. Where an individual receives outpatient services for a mental condition
fron'k two or more centers or from one or more noncenter physicians and one or
more centers, the maximum reimbursement on tbhalf of a patient shall be the
equivalent of a negotiated fee for a psychiatric visit times twenty.

B. Exclusion8
The following exclusions would be made to the basic set of benefits:
1. Services or items which. except for preventive services, are not reasonable

or necessary for the diagnosis or treatment of illness or injury or to improve
the functioning of a malformed body member.

2. Services or items which are not l.rovided within the United States ,except
under the conditions used in Medicare. related t,, th. cblsest convenient h,,spital
and travel between parts of the U.S., but only for .Medicare, "Ilite I States"
includes, in addition to the several States. only the listr t if C,,lutlba 6;uam.
the Commonwealth of Puerto Rico. the N ,rthern Mariatia I-Iarcjd. the \rgin
Islands, American Samoa. and the Trust Territ,,ry of the l'aci, IslautIs

3. Services or items which constitute i 'rsonal c, fort items.
4. Orthopedic shoes or other supportive devices f,)r the feet other than fr

Medicare eligibles).
5. Custodial care.
6. Cosmetic surgery except for prompt repair of trauma-.ndu el irjry or

improvement of the functioning of a malformed b dy inenmber
7. Items or services furnished ty immediate relatives or meuiters ,f tb hius*-

hold of the patient.
8. Treatment of flat foot conditions and the prescription of suppor' ng d.'.

therefore, treatment of subluxation of the fcmt or routine, fooc ar . .'i
the cutting or removal of corns or calluses, the trimlinc ,,f tiul- ula. ,-
routine hygienic care, unless prescritted icy a physician o:her that. f. "
podiatry or surgical chiroI'ody as seriously handicapping (or a daig* :.
health for a patient with a diagnosed case of diabetes n)wlitu!.

9. Services provided by practitioners who are excluded from Med ,'ar,.-,,aise
they have leen found to have abused the program or Lave feet. C,,tcvwctd -,f
crimes (under sections 1,62(d) and (e)).

C. 3cdicare changes
1. Remove limitations on days of coverage in section I 12,a1 I Retair spell

of illness provision for post hospital extended care services only
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2. Remove deductibles and coinsurance for inpatient hospital services and post
hospital extended care services in section 1813, including the three pint blood
deductible.

3. Remove section 1814(g) related to payment for services in a teaching setting
to a fund. This would be handled by normal budget reimbursement considerations
under hospital reimbursement.

4. To provide that all persons age 65 and over would be eligible for medicare,
section 1818 (dealing with people not otherwise eligible for Medicare) is
amended by striking out "to enroll in" in subsection (a) and inserting "under"
in lieu thereof and by repealing subsections (b), (c), (d), (e), and (f).

5. Modify section 1833 (Part B of Medicare) so as to remove the deductible
and 80 percent coinsurance (except for subsection (c) dealing with treatment
of mental conditions), and to remove the three pint blood deductible.

6. Modify sections 1836, 1838, and 1840 to make enrollment under Part B
mandatory. Where deduction from benefits Is authorized, it would be made
mandatory. The Federal government would pay the premium on behalf of those
eligible to receive SSI benefits. Where there is no Federal benefit payable to the
individual from which the premium can be deducted, he/she shall be subject
to a tax of 115 percent of the amount due, unless he/she pays the premium out
of pocket. All provisions for late enrollment in the future would be removed.

7. Repeal section 1843 related to State agreements for coverage under Medicare
of persons eligible for medical assistance.

8. Add drug benefit to Medicare covered services listed in 1861(s).
9. Amend section 226 of the Social Security Act so as to make Medicare entitle-

ment begin with the month for which an individual is entitled to disability in-
surance benefits, rather than 24 months after.

10. Repeal section 1867 (Health Insurance Benefits Advisory Council).
11. Remove all references to Secretary throughout Title XVIII and insert

National Health Board instead. Specifically, modify section 1874 so as to use
National Health Board.

D. Effective Dates
Basic benefit for the non-Medicare population would go into effect January 1

of the third year following the year of enactment.
E. Incentive payments

1. Any person who chooses a plan of an insurer (from any consortium) which
offers expanded benefits at the state or area community rate or a cash rebate
payment from this rate, would be eligible to receive the full amount of such
benefits or payment, except that, under rules promulgated by the National
Board, a portion of the rebate may be allocated to employers in return for serv-
ices in arranging for the availability of cost-effective insuring plan if the portion
is negotiated in accordance with the procedures of Sec. 1310 of the PHS Act,
regarding "Employers Health Benefit Plans" and the role of employers and em-
ployee representatives regarding IIMO arrangements. Insurers may limit the
services they cover to those offered by selected providers to offer coverage at
rates beneath the community rate for the State or area, but all NHI benefits
would have to be provided or covered.

2. As indicated, enrollment incentive payments could be in the form of in-
creased benefits (but if they are, the insurer must state the actuarial value of
such benefits) or in the form of cash payments (and such payments shall not be
taxable Income for income tax purposes, shall not offset welfare payments, and
shall not reduce any credits due under provisions establishing a maximum on
premiums.)

3. The full amount of such incentive payments shall be rebated to the enrollees.
except as described in E.1. above.

IV. ADMINISTRATION
A. Administrative Functions

1. The program would be administered primarily by certified private Insurers
and HMO's operating within regulations and negotiated agreements established
and administered by National Health and State Health Boards with the involve-
ment of state government, private health agencies, providers of care, employers,
and individuals.

2. Certified private insurers and HMOs would:
(a) Negotiate community rated premiums on a national, state and area level

with the National Board for insuring all services covered by this Act;
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(b) Participate in negotiations of the State Board with providers of care to
establish budgets and fee schedules;

(c) Market insurance or HMO programs to all eligible persons for all covered
services at the negotiated community rates, or for enhanced services at that rate,
or for that rate reduced by a rebate.

(d) Enroll and issue health care cards to all persons eligible for coverage
under this act who enroll with them during annual open seasons and at other
specified times;

(c) Underwrite the costs of insuring all services covered by this Act to their
enrollees in exchange for the community rated premium;

(f) Pay health care providrs for covered services under this Act at rates
equal to or less than those negotiated by the State Board. Payment may be less
than the negotiated level provided that these rates have been agreed to by the
provider and are consistent with the objectives of the program and contribute
to price competition;

(g) Establish national consortia which perform administrative and represen-
tative functions on their behalf, Including:

(1) Collecting wage related and other mandated premiums and payments
sufficient to pay the negotiated community rate for all enrollees;

(2) Paying individual insurers and HMOs community rated premiums on
behalf of their enrollees (see Part V, F, 5 for more details) ;

(3) Paying providers of care at negotiated rates and apportioning the
costs paid among member insurers in accordance with National and State
Board provisions for doing so;

(4) Representing insurers and HMOs in state and national planning, nego-
tiating, and other activities;

(5) Exceptions would be made in anti-trust statutes with respect to func-
tions which Insurers are required to perform under the plan.

3. The National Health Board would:
(a) Establish national policy guidelines and standards for the Implementa-

tion of all aspects of this Act, and oversee implementation of its provisions by
providers, insurers, employers, and other affected institutions and individuals;

(b) Establish national and state Annual NHI Budgets within the authority
for leeway provided by the legislation, negotiate with insurers and HMOs to
establish national and state premiums, assure payment of established income
related and other mandated premiums necessary to finance the community rated
premiums, establish one or more systems for apportioning among insurers the
costs of payment to providers reimbursed on a budget basis, and negotiate with
providers regarding policy and processes for establishment of provider budgets
and fee schedules and for payment mechanisms;

(c) Establish a national Health Resource Distribution Plan and administer
health resource development and health service programs as well as budget dis-
tributions by type of service and area to increase accessibility of covered serv-
ices where it Is inadequate:

(d) Certify insurers, HMOs and their consortia, and perform all other func-
tions required by the Act with respect to insurers, HMOs, and their consortia;

(e) Extend fiscal relief to impacted employers, as defined in Part V;
(f) Collect data required for the planning, budgeting, and monitoring activities

under this Act, and for evaluating its effects on health and health care in the
nation (See Part VI.D. for details) ;

(g) Be responsible for administering the Medicare program as amended by
this Act;

(h) Contract with the public corporations established by the states to perform
the functions described for the State Health Board.

4. The State Health Board would, under contract with the National Board:
(a) Submit State Annual NHI Budgets (within the overall budget allocated

to the State) to the National Board and implement Budgets as approved by the
National Board;

(b) Negotiate prospective budgets and fee schedules for the payment of pro-
viders within the approved budget and State Health Resource Distribution Plan;

(e) Select the system for apportioning-bugeted costs among insurers in the
event that the apportionment process developed by the National Board provides
such a choice;

(d) Administer grants from the states' allocations of the Health Resources
Distribution Fund in a manner consistent with the State Plan for Health
Resources Distribution approved by the governor;

47-296 0 - 79 - 30
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(e) Review State administration of its residual medicaid program for conform-
ance to federal standards as a condition of federal assumption of the administra-
tive costs of the program;

(M) Facilitate the enrollment process by employers and individuals, guarantee
payment to providers for covered services to persons without health cards, and
assure enrollment of all eligible persons;

(g) Certify providers of care under this Act (or oversee their certification by
private or state agencies approved by the National Board) and perform other
functions required by the Act with respect to providers of care;

(W) Perform such other functions as specifically delegated to it by the Na-
tional Board.

5. State Governments would:
(a) Nominate members of the State Board;
(b) Propose to the State Board, based on the health planning process described

in Title XV of the PHS Act, Five Year Plans for Health Resources Distribution
describing expansion, redistribution, or curtailments of health facilities, person-
nel, and other resources for review in the context of the proposed Annual NHI
Budget for the state;

(C) Implement certificates-of-need (and related provisions incorporated in
Sec. 1122 of the Social Security Act and Title XV of the Public Health Service
Act) or other such programs as exist in the state in a manner consistent with
the Annual NHI Budget for the state;

(d) Participate in negotiations of provider budgets ard fee schedules for the
state or area;

(e) Pay group rated premiums to insurers for non-employed AFDC eligibles
in the state;

(f) Be responsible for administering a "residual medicaid" program for the
State.

6. Private agencies:
(a) Professional Standards Review Organizations would be expanded to re-

view all covered health services by all providers, including the establishment of
norms and criteria for medical practice and perform all the other functions now
assigned to them under Title XI, Part B. of the Social Security Act :

(b) The JCAH (and comparable private agencies) would continue their
present 'Medicare role for certifying provider compliance with requirements
under this Act.

7. Providers of health care would be invited to offer services on a participating
basis in the program, and to send elected representatives to national and state
negotiations to establish budgeting procedures and fee schedules.

8. Employers would:
(a) Negotiate with insurers and HMOs and offer a choice of insurance and

HMO arrangements to their employees consistent with the definitions and pro-
cedures of Sec. 1310 of the PIS Act, regarding the role of employers and em.
ployee representatives regarding HIO arrangements:

(b) Facilitate enrollment of the employee and his/her dependents In the plan
of lis/her choice;

(c) Make wage related premium payments. including any employee share with-
held (based on labor-management negotiations in organized companies), on
behalf of the employee;

(d) Issue a statement to the employee at year end of employee premiums
paid;

(c) Apply to the National Board for financial relief from excessive economic
impact of mandated premiums, if any;

(f) Participate, through representatives, in the negotiation of provider
budgets and fee schedules for their state or area :

(g) Participate through representatives as members of the State Board.
9. People (except those who are members of the armed forces, Medicare

eligibles, or in Federal or state institutions) would:
(a) Choose from among and enroll themselves and their dependents in one

of the insurance or HMO plans available to them through their employer, or if
they are self-employed or non-employed, any of the plans available to residents
of their state;

(b) If an employee, pays a wage related premium (subject to labor-manage-
ment negotiations) through their employer or an income-related premium to
their IM3O or insurer if not employed (or If employed with substantial non-wage
income) ;
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(c) Present their Health Card to all providers of care for covered services;
(d) Participate, through representative groups, in the negotiation of provider

budgets and fee schedules for their state or area;
(e) Participate, through representative groups, as members of the State Board.

B. Certified insurers and HMO'8
1. Any insurer or HMO may be certified (and recertified) to insure services

covered by this Act if it-
(a) Meets any applicable legal standards required by the states) in which

it operates;
(b) Makes available a program of insurance or benefits covering all services

covered by this Act at the negotiated community rate;
(c) Accepts, within the resource capacity of the HMO or similar arrangement

and consistent with requirements of cost-effective administration with limits
appropriate for plans negotiated or arranged between employers and employees
that are self-insured, for enrollment in the required program of insurance all
employee groups or eligible individuals at the negotiated late.

(d) Provides the same added benefit to the required program of insurance,
or the same premium rebate, to all enrollees, except that a portion of this rebate
may be allocated to employers in return for services in arranging for the availa-
bility of a cost-effective insuring plan if the portion is negotiated in accordance
with the procedures of Sec. 1310 of the PIS Act regarding the role of employers
and employee representatives regarding lIMO arrangements.

(c) Complies with all regulations of the Nati(n 1 Board regarding advertis-
ing, customer service, standard claims forms and procedures, rights of privacy
of enrollees and providers, and other are,!s authorized by this Act ;

() Is a member of a consortium and complies with all rules and procedures
of the consortium considered reasonable by the Nationil Board;

(g) Makes no departure from those methods of marketing. organizing, or pay-
ing for health services which the National Board recognizes as consistent with
the objectives of this Act without special approval from the National Board.
which may issue such approval only upon convincing demonstration that such
departure will not damage the objectives of this Act.

2. The National Board would certify four national corporations, called
"consortia" in this Act, with state and area subsidiaries, one formed from Blue
Cross and Blue Shield Plans, one formed from commercial insurance carriers.
one formed from Prepaid Group Practice lIMOs, and one formed from Inde-
pendent Practice Association liMOs, to receive and distribute public and private
funds as insurance premiums, dispense funds to providers (if care, urid to perform
certain functions on behalf of insurance and lIMO plans which are certified under
this Act. Each consortium would:

(a) Rcpres nt its member plans in activities of the National Board in prep-
aration of National and State NtII Budgets and in negotiations of community
rated premiums on a national, state, and area basis, to finance services covered
under this Act. and in negotiations related to methods of apportioning provider
budgets and costs among insurers;

(b) Represent its members on a negotiating committee (see Part VII) estab-
lished by the State Board to negotiate all budgets, fee schedules. capitation
rates, salaries, or fee for time rates, or other rates I as well as definitions or
conditions of payment for services or other matters which may require negotia-
tion under this Act) for the reimbursement of participating providers to the end
of paying for needed services to their enrollees within the budgets approved for
the state or area and the revenues anticipated by the insurers and HMOs for
that state or area through the negotiated community rated premiums to be paid
them by the national consortia;

(c) Collect and place in a fund all premiums which the National Board advises
it are due from employers, individuals, and state and federal governments, on
a monthly, quarterly, or "annual round up" basis on behalf of all enrollees of
a member insurer;

(d) Notify the National Board of employers or individuals who are In default
on premium payments for payment by the Board and collection as a federal
debt as described in Part V.

(c) Pay community rated premiums from the consortium fund to the member
plans on behalf of each plan's enrollees on such schedule and bases. and adjusted
to reflect such risk and/or area cost of services factors, as Is mutually agree-
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able to the member plans and is approved by the National Board as appropriate
to eliminate any financial incentive to member plans to practice risk selection
or experience rating or otherwise to prevent attainment of the objectives of this
Act;

(f) Acting in concert, and with the approval of the National Board, establish
an arrangement for transferring mandated premiums and other payments among
consortia on a schedule and basis mutually agreeable to assure each consortia's
receipts reflect the size of its members' enrollments and such risk and/or area
cost of services factors as they consider warranted;

(g) Make payments to all participating providers of care on behalf of their
member plans according to the costs of the negotiated budgets apportioned to
their members, fee schedules, capitation rates, salary or fee for time rates, or
other payment rates, or at lesser rates when special agreements have been nego.
tiated by member plans;

(h) Monitor payments to providers of care, notify the State Board if rates
of expenditure exceed projected expenditures in the Annual NHI Budget for
the state or area, and participate in discussions or negotiations to reduce or
pro rate payments to remain within the budget;

(i) Conduct such programs of claims review, and collect such data as is re-
quired by the National Board;

(j) Facilitate smooth transfer of enrollment and premium collection in the
same or different geographic areas, or between consortia, during open enrollment
seasons or between seasons under circumstances prescribed by the Board.

3. Conditions for certification of consortia:
(a) The consortium of Blue Cross and Blue Shield plans and the consortium

of commercial insurers must have member plans in all states and major areas
sufficient, in the judgment of the National Board, to cover the population.

(b) The consortia must accept into membership any insurance or HMO plan
certified by the National Board applying for membership.

(o) The consortia must possess resources and present a plan of operations
to the National Board which demonstrates intent and capacity to carry out
all consortia functions specified in this Act.
C. Structure of the National Health Board

1. An independent agency of the Federal government reporting directly to the
President.

2. Managed by a five member, full time National Health Board (herein called
the National Board) appointed by the President and confirmed by the Senate:

(a) Chairman to be appointed by President.
(b) Members to have staggered five year terms.
(c) No more than three members from the same political party.

3. The National Board would:
(a) Approve all policies under the Act and oversee the activities of the chief

administrator and staff:
(b) Establish staff offices to the board for an Ombudsman and Advocate and

appoint directors ;
(c) Appoint a chief administrator at the Executive III level;

(d) Organize bureaus and other staff and operating units within the Board
and appoint such staff as required to implement this Act.

4. The Board's jurisdiction would include the current Health Care Financing
Administration and other DHEW programs or elements of other current DHEW
agencies which are:

(a) Developing or distributing health care resources through grants or con-
tracts that are fundable from the Health Resources Distribution fund and will
provide health services a significant portion of which are covered services under
this Act;

(b) Providing direct services, a significant portion of which are covered serv-
ices under this Act:

(C) Collecting data conducting health services research, or evaluating new
technologies relevant to the objectives of this Act.

5. The Board would administer the Health Resources Distribution Fund (de-
scribed in Part VI).

6. The Board would include a Bureau of Appeals to which prov-ders. insurers.
individuals, or others may make final administrative appeal and obtain a hearing
upon grounds established by the Board after opportunities for appeal at the State
Board or, as appropriate, the consortium level have been exhausted.
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7. The National Board would be served directly by staff offices of the Ombuds-
man, the Advocate, and the Inspecter General.

(a) The Ombudsman and staff would investigate and report to the Board on
complaints about the operation of the program in the light of its objectives,
and recommend changes in regulations or practices.

(b) The Advocate would assist consumers in defining, protecting, and assert-
ing their rights under this Act-focusing on the needs of minorities, the elderly,
the disabled, other disadvantaged groups, and women.

(c) The Inspector General and staff would perform functions, with respect
to health, like those now performed by the HEW Inspector General. The In-
spector General would conduct investigations into fraud and abuse, and, acting
through the State Board, would contract with state fraud control units estab-
lished under Sec. 19C3 of the S cial Security Act to conduct the activities d3-
fined in See. 19C3 with respect to all health services covered and all health care
providers reimbursed under this Act.

S. The National Board would be directed to establish standing Commissions
on Benefits. Quality. Access. and Health Care Organization to continually review
and advise the Board on ways to improve the program to better attain the ob-
jectives of the Act-

(a) More than one half the members of each Commission would represent
consumers-which would mean, for purposes of this Act, purchasers of health
insurance (such as employers or employees), or any person who is not a member
of a health profession, official of a health care organization, or otherwise asso-
ciated associated with health care providers in ways the National Board con-
siders inappropriate for this purpose. Consumers may choose to be represented
on the Commission by a provider of health care by making a direct selection of
such a person.

(b) The Commissions would include representatives of the various health
care professions and provider institutions and their employees, and insurers, as
the Board considers warranted for the purposes of the Commissions.

(c) Each Commission would be allotted full time staff, with staff support
specifically assigned to consumer members.
D. Structure of the State Hcalth Insurance Board

1. A state chartered public corporation (herein the State Board), estab-
lished by the governor at the request of the National Board, to carry out specific
functions under this Act under agreement with the National Board.

2. Managed by a five member State Health Board (herein called the State
Board), whose members and chairman are appointed by the governor subject to
approval of the National Board:

(a) Representatives of major purchasers of health insurance (employer groups
and labor unions) must hold two seats on the Board, and at least one other must
be a consumer, as defined by this Act;

(b) Five year staggered terms;
(c) No more than three members from the same political party.
3. The State Health Board would:
(a) Make all policies delegated to it by the National Board;
(b) Appoint an ombudsman and advocate reporting directly to the State

Board;
(c) Appoint a full time chief administrator;
(d) Under terms of the*r contract with the National Board, organize such

bureaus and other staff and operating units as required to carry out the func-
tions specified in this Act.

4. The State Board would include a Bureau of Appeals to which providers,
insurers, individuals, or others make formal appeal and obtain a hearing upon
grounds established by the National Board.

5. The Ombudsman and his staff would perform for the state the same func-
tions described for the Ombudsman to the National Board.

6. The Advocate and his staff would perform for the state the same functions
described for the advocate to the National Board.

7. The State Board would be authorized to appoint such standing commissions
or short term commissions as are approved for funding under thir agreement with
the National Board. Such commission would include representatives of consumers
and providers as specified for commissions for the National Board.

8. In state where the governor proposes, and the National Board concurs, the
establishment of more than one Area Health Board within the State, rather
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than one state wide agency, each of the Area Boards will be treated, for purposes
of this Act, like state Boards, but the State government functions would apply
to all of them.
E. The Annual III Budget

1. The National Board will annually prepare a comprehensive budget estab-
lishing all public and private expenditures for health services covered by this
Act and for the administration of the program, and all revenues from mandated
premiums and other sources for financing these expenditures and limiting the
total annual Increase over the preceeding year in health expenditures under the
Act to a maximum of the average rate of increase in the GNP over the last three
years:

(a) This annual Budget would be presented to the President and Congress,
and to the State governments, in adequate time for funds to be appropriated to
cover the premiums and other government payments mandated by this Act, in-
cluding funds for Health Resources Distribution as authorized by this Act.

(b) The Annual Budget will balance all revenues to be paid to insurers and
all expenditures to be made by insurers pursuant to this Act:

(1) Revenues will be shown from: (a) Wage related premiums;
(b) Premiums related to non-wage income; (c) Group rated premiums paid
by State and Federal governments on behalf of AFDC and SSI eligibles.
(d) Payments by the Federal Board to compensate for delinquencies in the
payment of required premiums; (e) Taxes, premiums, and interest paid to
medicare trust funds.

(2) Expenditures will be shown for: (a) Administrative costs for the
National and State Health Boards, consortia, and insurers; (b) health
services costs by types of provider and/or service as determined by the Na-
tional Board; (c) Costs of accumulation of assets for capital investment,
education, and research as described in the approved Health Resources
Distribution Plan; (d) Over or under expenditures from previous year; (e)
Expenditures from medicare trust funds; (f) All other costs under the Act
as specified by the National Board.

Percentage allowances as established by the Board will be shown for the trans-
fer of expenditures among categories by the State without approval of the Na-
tional Board.

(c) The proposed Annual Budget will balance all revenues projected to be
paid to the Medicare program and all expenditures to be made by 'Medicare pur-
suant to this Act.

(1) Revenues will be shown from: (a) Part B, premium payments: (b)
Payroll taxes; (c) General revenues; (d) Interest on Trust Fund Assets.

(2 Expenditures will be shown for categories identical to insurer
expenditures.

(d) The Annual Budget will establish expenditures for each state or area.
(See V 14a for methodology.) The State Boards, with the approval of the Na.
tional Board, may establish areas within the state, and the National Board, In
agreement with the governors involved, may establish areas which cross state
boundaries, which areas will be treated as "states" for purposes of this Act.

(c) The Annual Budget will establish premiums required to be paid to in-
surers to finance the negotiated national community rated premiums for all en-
rollees in the nation, showing variations In these rates achieved in each state and
will present analyses of economic impact on employers and employment of the
premiums, as well as on Federal and state budgets.

(f) The Annual Budget will include the amount to be requested of Congress
for the Health Resources Distribution Fund (described in Part VI) and for
each of the authorized programs administered under this Act by the National
Board in relation to this Fund.

(g) The Annual Budget will reflect annual budgets of the States and the ad-
vice of advisory commissions to the National Board, and will be based on agree-
ments with providers negotiated by State Boards and approved by the National
Board and agreements with consortia on national community rated premiums
required to underwrite the covered services In the year ahead.

(h) The State budgets submitted to the National Board will reflect the advice
of state advisory commissions, the Health Resources Distribution Plan for the
State, and representatives of the consortia and providers in the state, and will
oe based on negotiations by the State Boards with providers concerning budgets
and fee schedules.
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(i) The Congressional Budget Office would submit an annalysis to the rele-
vant committees of Congress each year of all aspects of the proposed Annual
Budget.

(1) The Annual Budget will be implemented by the State Boards, with the
State Boards renegotiating provider budgets and fees if required to stay within
the revenues appr,.ved. .%egot ated natlo, a] community rated premiums In the
approved Annual Budget would be caps on revenues to consortia for payment or
covered services undpr this Act, and could only be increased by a subsequent act
of the National Board.

(k) The State expenditures approved would bo the basis for the negotiation
(or renegotiation) of prospective budgets, annual adjustments of physician fee
schedules as necessary, and other provider reimbursements as described in
Part VII.

(1) The Annual Budget will le accompanied by projection of the Annual
Budget for five years, showing the effect of Health Resource Distribution efforts
and the limits on increases in expenditures nationally and by state and area.
F. Ncgotiation8 with protder8

1. For purposes of establishing prospective budgets, fee schedules, and other
payment mechanisms as described In Part VII, providers would be invited to
send elected representatives to negotiate with committees convened by the Na-
tional and State Boards.

2. The State Negotiating Groups: The National Board would establish cate-
gories of providers from which representatives to the various negotiations with
the State Board would be elected in each state, and establish general guidelines
for the election process in each state.

(a) The categories of providers to compose the state negotiating group re-
garding prospective budgets would include, but not be limited to:

(1) Classes of hospitals; (2) ; (3) Hospital based physicians: (4) Hos-
pital employees of various professions and occupations; (5) Community
Health Centers, Community Mental Health Centers, and other providers
reimbursable on a prospective budget bas's under this Act.

(b) Factors to be taken into account in establishing the negotiating group re-
garding fee schedules and other payments mechanisms would include, but not be
limited to:

(1) Medical and osteopathic specialties.
(2) Geographic area of practice, ex., rural, urban.
(3) Style of practice; solo, group, institution based.

(c) The general guidelines for the state election process shall be developed
and revised as necessary by the National Board In consultation with any existing
negotiating groups and other provider associations and institutions and shall
Include:

(1) Range of sizes for the negotiating groups.
(2) Proportional representation of categories of providers on negotiating

groups in terms of their numbers In the state, the percentage their services
represent of the total reimbursed under this Act, and any redistributions
described in the Health Resources Distribution Plan.

(3) Three year terms of office with eligibility for reelection.
(4) Various methods of nominations and election for use by the State

Board, assuring full public information and opportunity to nominate candi-
dates and vote by all relevant providers (and their employees) in each
category.

(d) The State Boards, in consultation with any existing negotiating groups,
and with provider associations and institutions in the state, would establish
and revise as necessary the size, composition, and other characteristics of the
state negotiating groups, and the detailed nomination and election process-
within the guidOlines of the National Board-and would conduct or oversee the
conduct of elections of the state negotiating groups every three years.

3. The National Negotiating Groups: The National Board would conduct an
election among the .stute negotiating groups to elect representatives from the
state groups to the national negotiating groups, and may, in consultation with
provider associations and institutions, appoint up to five additional non-voting
members to each group to represent provider interests that are not represented
on state groups.

(a) Categories of providers would be represented on the national negotiating
groups (except for the up to five additional members appointed by the Board)
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proportional to their numbers on state negotiating groups, and any redistribu-
tions described InL the five year projection of the National Annual NHI Budget
as the effect of the State Health Resource Distribution Plans and of the limits
on increases in expenditures nationally and by state and area.

(b) The terms of elected and appointed members would be three years.
4. Both the elections of negotiating groups and all negotiating sessions of the

groups will be matters of public record, except that elections will be conducted
by secret ballot.

0. Negotiations with Insurers and
1. Insurers and would be invited to send representatives to nego-

tiate on their behalf with the National Board regarding the community rated
premiums described In Part V.

2. The manner of selection of those representatives would be established by
the insurers and - through their consortia, but should provide repre.
sentatives of such categories of insurers as the Board may require.

3. The number of representatives to the negotiating group front each consortia
would be proportionate to the total number of enrollees of each consortium,
with no consortium represented by fewer than two.

4. Consortia shall not participate in the negotiations on state or area com-
munity rates in which they have no member plans.

5. Negotiating sessions of the Board with the representatives of insurers and
HMO's will be matters of public record.
H. Apportionmen! of the costs of a provider's budget among insurers

1. The National Board would establish rules for apportionment of the costs
of a budget among the insurers after consultation with the insurers.

2. Payment amounts by insurers would be established on an interim basis
initially, paid at such time as may be determined, adjusted from time to time,
and settled after the close of the year.
I. Start-up of administrative structure and processes

1. Upon enactment of this Act. and prior to the effective date of benefits, the
National Board shall establish and test administrative structures and processes
needed to implement the Act on the effective date of benefits.

2. The Board shall report to the Congress 18 months after enactment on its
progress, und on any technical changes or authorizations of any temporary
administrative structures or proceedures that would facilitate the implementa-
tion of the Act.

3. The General Accounting Office will review the progress of the Board in
starting up administrative structures and processes under the Act and report
the progress or lack of progress to the Congress 18 months after enactment.

4. (For physician cost controls established before benefits become
effective, see Part VII).
J. Federal back-up for state and insurer functions

If a state fails to establish a public corporation to serve as the State Board,
or if Insurers fail to establish consortia or acceptable plans for their operation,
or if there are states or areas in which no insurers qualify for certification under
this Act, the National Board will perform the functions of these agencies.

K. President's Commission on the Health of A mericans.
1. The President would appoint a grout of nine distinguished citizens to serve

at his pleasure.
2. The Commission would be directed to review the health status of the nation,

the opportunities for Improving It, and the cost for doing so.
3. The Commission would make its findings on steps that should be taken near

and long term antd coordinate its activities with those of the National Board.

V. FINANCING
A. Structure of support of program

1. Income to support the program will come from seven primary sources:
(a) Wage-related premiums paid by employers, with sharing by the employee

possible;
(b) Payments by people with substantial amounts of non-wage income, related

to that income;
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(c) Payments by States for the AFDC and State institutional population;
(d) Payments by the Federal government for SSI beneficiaries and the Federal

institutional population;
(c) Voluntary payments for employees in the U.S. of foreign governments and

international organizations;
(I) Medicare taxes and premiums;
(g) General revenues.

2. The wage related premium and other income related premiums paid by
persons with nonwage income would be computed as a percentage of the income
from the given source.

(a) The percentage rate which would be applied in full to wages and one-half
of which would be applied to non-wage Income (subject to a maximum for an
individual, see 3. below), would be computed so that the costs of Niii benefits
for the entire population-except the Medicare, SSI, and AFDC groups-would
be fully covered by the total of all wage-related and income-related premiums.

(b) The prospective percentage rate would vary from State to State in ac-
cordance with actual budgeted cost increases in the State, because of adjustments
as provided in F.4.d. If sufficient information is not available in one or more
initial years to establish the State Nariable rates, State-hy-State estimates or a
single national rate may be employed on an interim basis.

3. A maximum would apply on premiums withheld from employees' wages or
paid by recipients of non-wage income. The maximum out-of-pocked payment
for premiums for an individual could not exceed the negotiated community-rated
premium for his/her family type (i.e., self only, couple, or family) for the State
or area in which he/she is employed.
B. Incomc sourccs

1. Wage related premium.
(a) Employers would be responsible for the entire payment, but would be

authorized to require payment of x% (25-35%) of each employee's wage, up "o
the maximum premium base, by employees. The employee payment would be
subject to labor/management negotiations.

(b) The wage-rAtited premium would consist of the result of applying the per-
centage rate to the total payroll of the employer.

(c) The payment by an employer (including a State or local government)
would be subject to an impacted employer limit, and a credit would Ue payable
to impacted employers upon application.

(1) An impacted private employer would be defined as one whose rcquired
payments for NHI (excluding any that may be paid by employeesI exceeded
his/her former payments for private insurance by more than 3% of ai-yroll
and whose net income as a percentage of gross and absolute net income
declined compared with the year before the NHI premium payment was
mandated. Only the 3% of payroll maximum would apply in the cas., of
State and local governments.

(21 Upon the filing of a claim showing the existence of the defined impact.
the Natioanl Board would certify as a tax credit (or pay from general
revenues in the casy of a non-taxpaying employer) an amount equal to one-
half of the least amount by which an increase in insurance costs of the
employer not permitted to be borne by employees exceeded 3% of payrolls
or the d.,cline of either of the two measures of net income. In the second
year one-third would be credited, in the third year one-sixth would tie
credited, and in the fourth year and later, nothing.

(d) Payment of premiums on behalf of employees of state ard local govern-
ments would be required on pain of deduction from all Federal grants-in-aid
payable to the State of an amount equal to one and one-half times the amount
the Board estimates as the amount of the premiums otherwise due. Such deduced
amount would comprise NII income.

(c) Medicare beneficiaries would be exempt from paying wage-related premi-
ums and their employers would be exempt from paying wage-related premiums
on their behalf.

2. Non-wage income premium.
(a) This premium would be paid by recipients of self-employment and

unearned income at one-half the rate paid by employers and employees together.
(b) Only income in excess of $2C00 for each adult recipient of such income

(individual $2000, couple filing Jointly $4000) per year up to the maximum on

0 7 -- - 1 1
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income subject to premium payment requirements specified in A. would be subject
to this premium requirement.

(c) The payment would be made quarterly in conjunction with filing estimated
income tax returns. Fa!lure to make timely payments would make the individual
subject to a late premium penalty, at a 15% annual rate, unless the delay in
payment were excused.

(d) In the case of pensions received by persons under 65, the non-wage income
premiums may be paid by withholding, and part or all of the premiums may be
paid by prior employers. The employer premium payment would not be con-
sidered income for tax or premium payment purposes.

(o) Medicare beneficiaries would be exempt from paying premiums on the basis
of unearned income for any month they were beneficiaries. If they were benefi-
ciaries for part of the year, the portion of unearned income exempt would consist
of the number of months of Medicare eligibility divided by 12. In the case of a
couple, only one member of which is a Medicare beneficiary, the premium would
be calculated for each member separately, and joint income would be propor-
tioned equally between the members.

3. Group rated premiums on behalf of SSI recipients and residents of Federal
institutions for whose health care the Federal government takes responsibility.

(a) The premium would be paid by the Federal government for persons who
are not Medicare beneficiaries.

(b) The premium payment per individual would be based on the experience of
the group; i.e., the premium would be a group related premium and not income
related.

(o) The Federal premiums would be paid monthly to insurers (or their con-
sortia) with whom recipients or residents were enrolled in the appropriate
premium amounts.

(d) Cost experience for members of the group would be obtained from a sample
of beneficiary data records for the entire population reported by the consortia.
These records would be matched against SSI payment records to identify the
recipients in the basic file. Insurers would not be given information on which
enrollees were eligible for SSI. On the basis of the sample data, each year
experience rated premiums could be estimated for payment in the ensuing year
using the experience and other pertainent factors in an estimating process as
the Board may determine after obtaining the advice of the consortia. A deduc-
tion may be made for estimated other premiums payments made by or on behalf
of SSI recipients.

(e) The SSI program would be amended to provide that health insurance
premiums paid on behalf of its beneficiaries for NHI benefits would not be con-
sidered as income in determining AFDC cash benefits eligibility, and the fact that
some income received by the beneficiary would be required to be paid toward
NHI premiums could be taken into account in determining the SSI benefits.

4. Premiums on behalf of AFDC recipients and residents of State institutions
for whose health care the State government takes responsibility.

(a) The premium would be paid by the State as a condition for AFDC
matching.

(b) The premium would be group rated by family type and not income
related.

(c) The State premiums would be paid monthly to each of the insurers (or
their consortia) in which this group's members were enrolled, in the appropriate
premium amounts.

(d) Cost experience for members of the group would be obtained from a
sample of beneficiary data records, as would be done for SSI, with premiums
calculated in a similar fashion as well. Information would not be given to
insurers on which enrollees were eligible for AFDC. A deduction may be made
for estimated other premium payments made by or on behalf of AFDC recipients.

(e) The AFDC program would be amended to provide that health Insurance
premiums paid on behalf of its beneficiaries for NUITt benefits would not be con-
sidered as income in determining AFDC cash benefit eligibility, and the fact that
some income received by the beneficiary would be required to be paid toward
NHI premiums could be taken into account in determining the AFDC benefits.

5. Voluntary participants.
(a) Long term U.S. residents who are employees of foreign governments or

international organizations.
(1) The employing unit could enter into an agreement with the Board

to cover their employees and their families under NIII.
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(2) The premiums due from the employer would consist of community
rated premiums estimated for the type of family of the enrollees.

(b) Costs and services to foreign visitors.
(1) The Federal government would be empowered to enter into agree-

ments with foreign governments under which visitors, each to the other,
would be covered under the plan of the national to which the visitor travels,
if such an agreement seemed likely to produce acceptable results.

(2) The agreement would be premised on the assumption that benefits
provided to foreigners In this country would be compensated for by services
provided to NIII members outside the U.S., for which no reimbursement
would be made. The services covered outside the U.S. would, in effect, con-
stitute NIII benefits, paid for by providing services to foreigners in this
country which the NII program would pay for.

The program would not pay for services provided outside the country.
6. The Medicare portion of the social security tax.
(a) The tax would be retained at the level now provided for by law for each

employer, employee, and self-employed.
Percent

1979-80 -------------------------------------------------------- 1.10
1981-85 -------------------------------------------------------- 1.35
1986 and later ------------------------------------------------------- 1.50

(M) The Medicare tax would be applied to all wages in the U.S., including
those of Federal employees, all nonprofit organization employees, and under pain
of deduction from grants of one and one-haf times the tax as estimated by the
Board, of state and local employees. Voluntary agreements with foreign govern-
ments would require a r:ayment equivalent to this tax, as well as NIII premiums.
(These funds, as well as Part B premiums and general revenue contributions to
Medicare, would be handled separately from the rest of NIII through existing
Trust Funds and the total would be sufficient to support the program.)

7. The Medicare Part B premium.
(a) The premium payment would be made compulsory for everyone age 65 or

older, p.us those disabled eligible for Part A coverage but would be paid by the
Federal government in the case of SSI recipients.

(b) Membership of the Medicare group:
(1)People now eligible for Medicare (to include everyone over 65) plus
(2) People disabled six months to two years.

(c) The premium would be computed as in present Medicare law, rising no
faster than social security benefits.

8. General revenues.
(a) Increased obligations including:

(1) 881 and increased payments for Federal institutional population, if
any.

(2) Difference between Medicare tax plus premium and cost of services
to the Medicare group. This difference results in part from the proposed
added Medicare coverage and the fact that no increase in the social security
tax rate is proposed.

(3) Premium payments due to private insurers uncollectible.
(4) Credits to impacted employers.
(5) Savings clause to State for Medicaid.
(6) Cost of administration of Board and State agencies.
(7) Increase, if any, in Federal employer payments on behalf of Federal

employees and members of the armed forces. This increase possibility
derives in part from the required percentage of premiums to be paid by
employers.

(b) Offsets Including:
(1) Elimination of individual income tax deduction for health insurance

and the fact that deductions would not occur (or be allowed) for costs of
services covered under NHI.

(2) Elimination of Federal grants-in-aid for Medicaid.
(3) Reduction of escalation in costs of-covered services.
(4) Medicare health insurance payments from additional employers on

behalf of new Medicare eligibles.
9. End of year round up.
(a) In the case of wage earners who have less than $2.000 in non-wage income,

the wage related premium will constitute payment in full of the premium. Each
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premium payer would be required to calculate his/her total annual premium
obligation if he/she'had non-wage income of over $2,000 (the exempt amount),
as follows:

(1) Calculate the payer's non-wage income subject to the premium require-
ment. This income would equal the lesser of (a) the actual nonwage income
in excess of $2,000 up to the maximum premium base or (b) the maximum
premium base minus wages.

(2) The premium rate for non-wage income would be applied to the figure
in (1) to determine his nonwage premium.

(3) Calculate the employee premium that was paid or could have been
required by the employer to be paid by the employee on the basis of wage
income, as reported on employer statements, up to the maximum.

(4) Compare the sum of (2) plus (3) with the State or area community
rate for the family type of the individual. The lesser is the annual premium
obligation unless the person had income of the sort on which minimum tax
payments are due. In the latter case, the individual is assumed to have
received the maximum in unearned Income.

(5) Compare the result of (4) with payment withheld from wage, paid
on the basis of estimated non-wage income, or paid to Medicare. If more was
paid than the obligation, a refund would be paid. If less than the obligation
was paid, the individual would be required to make a final payment and
possibly pay a penalty, unless the delay in payment was excusable under
the rules of the Board. Refunds would be paid by the consortia from the
premium payments already made to them. In the case of a person covered
by more than one consortium in a year, the refunds would be apportioned
among consortia according to rules they establish, approved by the Board.

C. Enforcement of the premium payment
1. In the event an individual is determined to have failed to pay premiums

due, the Federal government would be obliged to make the payment.
2. When the Federal government pays a premium on behalf of an individual,

because of failure of that individual to pay, the payment would be a debt owned
by the individual to the government and would be collectable by the government.
If unpaid, the debt would be collected in accordance with the terms of the Fed-
eral Claims Collection Act of 1966.

D. Effective dates
1. The income related premiums would first become payable with the quarter

before the effective date Qf payment of benefits.
2. The premiums paid monthly would first become payable one month before

benefits become payable.

E. Residual Medicaid
1. Savings Clause.
(a) For the first three years after NHI benefits first become payable, each

State would be guaranteed that its costs for benefits-for residual medicaid and

premium payments for AFDC recipients-provided after NIHI's effective date

would be no larger than they were in the year preceding that date, with an in-

crease per year equal to the overall program rate of increase. This guarantee

would apply only to costs of those Medicaid benefits that were in effect in a State

at least two years prior to the effective date of benefits under this Act.

(b) The savings clause would apply to a State only If it does not cut back on

the medicaid benefits it provided before NHI becomes effective, and only if it

pays the group rated premiums required for AFDC cash benefit recipients and

the institutionalized population for whom premiums would not be paid under

other provisions.
(c) The Federal grants-in-aid for medicaid benefits would be eliminated. but

90% of the reasonable administrative costs of the residual Medicaid program

(see below), as determined In the budget process. would be paid if Federal

Medicaid standards, including standards for budget reimbursement of nursing

homes, were met.
2. Maintenance of effort---condition for Savings Clause, for Federal grants-in-

aid for AFDC. and for grants toward administrative costs.
(a) Continuation of pre-enactment Medicaid benefits not provided by NHI.

(b) Payment of NHI group rated premiums for AFDC cash payment rec'plents.

(c) Meeting other Federal medicaid quality or other standards. The National
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Board would establish the minimum scope of services required (in lieu of the re-
quirements of Section l002ta) (13) of the Social Security Act) as a condition
of approval of a State pian under Title XIX.

(d) Payment of premiums for State institutional population.

F. National, state, and area premium detcrmination process
1. The budget limit on expenses for NHI would be set by the National Board.

The Act would provide that the budget Increase in any year would not be per-
mitted to increase at a rate greater than the average rate of increase in the
GNP for the three preceding years.

2. The National Board, with the advice of the consortia, would perform the
actuarial calculations required to translate the decision on expenses into a wage
and non-wage income related premium and community rated premiums. An
allowance would be made in the premiums for a contingency fund retained to
cover variations from expected expenses and for net income (operating gain or
loss and interest on revenues) in accordance with Board policy.

3. In the event the NHI income from the specified sources is found by the
National Board to fall short for a given year of that required to pay insurers
the community rated premiums negotiated for the year, taking i'xto account
contingency revenue funds that are available, an advance may be made from
Federal funds to cover the shortfall temporarily, to be recovered from premiums
in subsequent years established to provide for repayment.

4. The National Board would distribute the national budget among the states.
In so doing, the health care operating cost increase allowed for a state would be
greater than the national increase if the state's per capita expenditures, on a
price adjusted basis to the degree feasible, are less than the national per capita
expenditures. A similar variation would occur in the case of a state whose ex-
penditures are greater than the national ones.

(a) The maximum variation above and below the national increase would be
20% each.

(b) The variation for a state with the average deviation of all states would
be the lesser of its percentage deviation, or 10%, and the variation for other
states would be proportional to that for an average deviation state.

(c) The limit could be adjusted upward for states (or areas) with severely
underserved population, for whom special development programs have been ap-
proved in the Health Resources Distribution Plan.

(d) If a state actually budgeted less than the allowed NHI limit for the state,
by applying effective restraints on cost increases, the state's income related
premium rate would be adjusted downward accordingly.

5. The insurers' financial duties.
(a) Insurers would receive the premiums and make use of consortia In ways

they determine to facilitate the process.
(b) Each insurer would determine the amount of community rated premiums

it requires, adjusted by rules established within the consortium, to cover the
risks enrolled and cost variations by area, so that no advantage would accrue
from enrollinq good risks or disadvantage from enrolling poor risks. The same
premium would be paid by the consortium to each insurer for a given level of
risk enrolled. An insurer other than an lIMO with benefits costs over a period
of time below those expected would be assumed to have had the superior results
because of undetected selection advantages, unless it provided acceptable evi-
dence that its superior results derived from cost effective provision of services,
in which case the insurer wou'd be permitted to retain the difference or to por-
tion it out as added benefits or dividends to subscribers.

(c) The insurers would receive from the consortia payments from time to time
during the year on a preliminary basis to provide the required cash flow and a
final settlement with the (onsortia would be made at the close of the year, using
schedules and procedures established by the consortia.

(d) Each insurer would set aside a reserve from premiums received from
which a redistribution of funds among insurers may lie made in the event in-
come received were found. under procedures developed by the insurers and ap-
proved by the Board. not to be proportionate to the risks covered b th, Insurers.

(e) The Defense Department, acting for members of the armed forces and
their dependents, would receive and retain all premium Income paid by such
persons and would receive additional appropriated funds to pay the costs of
the covered services of these members. No funds received by the Defense De-
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partment would be subject to redistribution to other consortia, and no funds
received by other consortia could be redistributed to persons for whom the De-
fense Department acted as insurer.
G. Philanthropic contributions and State and local government supplemental

payments
1. Such funds could be used to supplement financing provided by NHI, but no

additional payments would be made by NHI to pay costs of services that might
be added by the use of such funds, unless they were approved in the planning
and budgeting processes.

2. Any capital investment or services changes made with such funds would be
subject to planning approval.

Vi. HEALTH CARE IMPROVEMENT

A. In consultation with the President's Commis8ion on the Health of Americans,
the National Board will establish nation-al objectives for Health Care In-
provement for guidance of the Health Care Improvement Planning process,
the Annual NHI Budgeting process, and other activities under this Act

B. The Health Care Improvement Plan
1. The National Board will prepare and annually update a five year Health

Care Improvement Plan describing
(a) The nation's needs with regard to the accessibility, quality, and costs of

health care;
(b) The effect to date of the implementation of provisions of this Act on these

needs;
(o) Strategies for meeting these needs in the future through provisions of this

Act.
2. The plan would define such projected needs as:
(a) Shifts in geographic distribution of hospital, nursing home, and other

facilities and services through closure, conversion, or expansion;
(b) Shifts in geographic and specialty distribution of professional providers;
(c) Growth In enrollment and number of cost effective alternative delivery

systems;
(d) Reductions in use of outmoded or duplicative medical tests or procedures;
(e) Conformance of providers to certification requirements of the Program

through budgeted reimbursement or grants from the HRD Fund;
() Other factors or special population emphases as the National Board may

require.
3. The Plan will analyze past effects and project future effects on meeting na-

tional and state health care needs of the implementation of provisions of this
Act, providing for:

(a) The Annual National Health Insurance Budget by category of service,
with national and state limits on expenditures;

(b) Competitive marketing through HMOs and other innovative delivery sys-
tems of programs of enhanced benefits or premium rebates at the community
rate;

(c) Negotiated prospective budgeting;
(d) Negotiated fee schedules;
(C) PSRO review of all health services covered by the Act;
(f) Health Care Resources Distribution Fund grants and contracts:
(g) Activities of state governments in preparing and implementing the Health

Care Improvement Plan;
(h) Such other provisions of the Act as the National Board considers

appropriate.
4. The plan would describe how standards and guidelines issued by the

National Board (or proposed to be issued) implementing the provisions of this
Act are designed to facilitate meeting the defined needs.

5. The national plan will be based on State Five Year Plans for Care Improve-
ment which the National Board will request to be prepared and updated annually
by the Governor of the State. This State Plan for Health Care Improvement will
include the State health plan prepared under Title XV of the PHS Act, other
state planning activities required by the PHS Act, and Community Mental
Health Centers Act, and such additional state activities as the governor may
determine.
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6. The State Plans will describe the states' projected needs with regard to
the accessibility, quality, and cost of care to the greatest degree of specificity
possible, and what specific actions the state government plans to take to fill these
needs.

7. The State Plan would be based on standards and guidelines (including
projected overall budget constraints for each state) promulgated by the National
Board, and all health related plans formerly submitted to the Secretary or
Assistant Secretary for Health, DHEW, pursuant to the IHS and CMHC acts
would henceforth be submitted to the State Board, along with the State Health
Care Improvement Plan.

8. The State Board will make grants up to the level of the state's allocation
from the Health Resources Distribution Fund, described in this part, with the
guidance of this plan, and will deviate from the plan only after consultation
with the Governor of the state and only upon review and approval of the
National Board.

9. The State Board, in preparing its Annual NHI Budget for the state (as
described above) will assume changes in resource availability and other factors
proposed in the plan.

10. The State Board, in its negotiations with providers concerning budgets,
fee schedules, and other reimbursement policies described in Part VII, will not
approve:

(a) Provider budgets that include services, training, or accumulation of assets
for capital expenditures that are inconsistent with the plan;

(b) Fee schedules that are inconsistent with the manpower redistribution
goals of the state as described in the plan; issues of consistency would be subject
to the review and decision of the National Board.
0. Health resources distribution

1. A national fund will be authorized from general revenues at a level of $500
million for the first year of benefits, and at commensurate levels for each of the
next five years.

2. The national fund would include:
(a) Amounts requested by the National Board and appropriated by Congress

to augment funding for such existing DHEW programs as are transferred into
the Jurisdiction of the National Health Board according to criteria in Part IV.

(b) An amount to be allocated for award by the National Board based on
Health Care Improvement Plans and Annual NHI Budgets, and on the prepared-
ness of States to use the funds to achieve the purposes of this Act--except that
no state shall receive less than one-half a pro rata share, based on population.

3. The HRDF may be used by the National Board and the State Boards to
award contracts and grants for purposes described in this Act, or the authorizing
legislation for programs transferred to the National Health Agency from the
PHS or other agencies, including:

(a) Conversion or closure of underutilized facilities;
(b) Start up of needed services in health manpower shortage areas;
(M) Renovations to enable providers to meet some specific requirements relat-

ing to safety or other factors judged critical by the National Board;
(M) Stimulation and support of HMlOs and other cost effective delivery

systems;
(e) Establishment or phasing out of health professional education programs

according to projected needs for manpower in various specialties and professions.
(f) Start up programs of continuing educational and professional develop-

ment through PSROs or other private agencies on state of the art in clinical
practice and areas of possible improvement in current practice patterns;

(g) Such other purposes appropriate to improving the quality, accessibility,
or other objectives for health care under this Act.
D. Health statistis, health services research, and technology evaluation.

1. There would be established under the National Health Board a National
Institutes of Health Care Research. These institutes would replace the existing
DHEW Office of Health Technology, and include research institutes for Health
Statistics, Health Services Research, and Technology Evaluation. These insti-
tutes would have the functions described in P.L. 96-623 for the existing DHEW
programs in these areas, and would operate as independent research institutes
under the Board.
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2. In addition to functions established by See. 306 of the PHS Act and by
P.L. 96-23, the National Center for Health Statistics would be given authority
under the National Board for:

(a) Formulating data policy, regulations, and operational guidelines for
establishment and operation of data gathering systems by the agency, that as-
sure a systematic flow of information required for:

(1) Management of this national health insurance program by the na-
tional agency, such as for budget information;

(2) Assuring accountability of the program in terms of Its impact on the
cost, access, and quality of health care and on morbidity and mortality.

(b) Analysis of data gathered by the agency responsive to the needs for agency
managers, consumers, and health care providers.

3. Data and information systems operated as defined by the Center under this
Act and under Sec. 306 of the PIS Act should

(a) Be based on Uniform Minimum Data Sets established by the Center for
Health Care Statistics;

(b) Include the entire U.S. population and all health services (not just those
covered by this Act) ;

(c) Promote efficiency and effectiveness in the collection, processing, analysis,
and dissemination of information;

(d) Establish and coordinate data gathering activities by consortia, state
and local governments, and the national agency, to minimize duplication :

(e) Provide information as defined by the Board to consortia, employers,
coinsurers, and providers of care, and other interested institutions affected by
this act to inform their choices and facilitate their activities under the Act.
E. Health education

The State Board will carry out a program of education of all residents con.
cerning health, self care, the effective use of the health care system, and their
rights and privileges under this Act, including:

1. Health living habits and appropriate use of health resources.
(a) Development of material for distribution through media.
(b) Development of curricula suitable for classroom instruction at various

levels.
(c) Training of professionals to pass on such information.

2. Appropriate patient participation in care.
(a) Preparation of training materials.
(b) Support for training sites related to serious but common impairments in

which patient activities play an important role.
(c) Training of professionals.

F. Special studies and demonstration
1. The Board shall make, on a continuing basis after the effective date of

health benefits, a study and evaluation of the operation of this title in all its
aspects, including study and evaluation of the adequacy and quality of services
furnished under the title, analysis of the cost of each kind of service, and evalua-
tion of the effectiveness of measures to restrain the costs, and to conduct any
specific studies it may consider necessary or promising for the evaluation or
improvement of the operation.

2. The Board, through the work of Commissions and other means, shall specific.
cally study and evaluate the effects of this Act on residual medicaid programs
in States, including the comprehensiveness, accessibility, and quality of services
to..medicaid eligibles in the states, study means for improving these residual
stlte medicaid programs for the poor with respect to comprehensiveness, acces-
sibility, and quality of services, and recommend legislation, guidelines for budget-
ing and for use of Health Resources Distribution Funds and use of regulations.
and grant authority under this act to effect these improvements. The Board
would submit to Congress no later than five years after enactment, its legislative
recommendations in this regard, with special emphasis on how to meet the
long-term care service needs.

3. Pursuant to these studies, the Board shall direct the Commissions as follows:
(a) The Commission on Benefits to study and recommend legislation or use

of regulatory or granting authority under this Act to change covered benefits
based on current clinical and other evidence of the cost and effectiveness of
various health services for improving the health of the public. This Commission
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would give early and continuing attention to defining or redefining preventive
health, mental health, drugs, vision care, long term care, home health care, dental
coverages, and other services for which limitations or exclusions exist under
this Act.

(b) The Commission on Quality to study the quality of health care provided
to the beneficiaries of this Act and recommend legislation or use of the regu-
latory or grant authority under this Act to improve quality. This Commission
would give early and continuing attention to national standards for provider
(including LIM) certification and recertification under this Act.

() The Commission on Access to study the level of services being utilized
by various beneficiaries of this Act and recommend legislation, budgeting guide-
lines or requirements national or within states, and use of regulatory or grant
authority under this Act to remove barriers to access and/or create needed re-
sources for care. This Commission would give early and continuing attention
to the problems of rural, elderly, migrant, American Indian, inner city, the dis-
abled, and other special populations, including prisoners and other institu-
tionalized Individuals.

(d) The Commission on Health Care Organization to study the costs and
effectiveness of the various ways of delivering health services are organized for
beneficiaries under this Act, and recommend legislation or use of regulatory or
grant authority under this Act to support and encourage the creation and ex-
pansion of more cost-effective systems by health care providers and insurers.
This Commission would give early and continuing attention to the relative per-
formance of lIMOs and other innovative delivery systems.

4. The Board is authorized to develop, and to test and demonstrate through
agreements with providers of services or otherwise, methods designed to achieve,
through additional incentives or in any manner, improvement in the coordina-
tion of services furnished by providers, improvement In the adequacy, quality,
or accessibility of services, or decrease in their cost; methods of peer review
and peer control of the utilization of drugs, laboratory service,, and other serv-
ices, and methods of peer review of quality. Agreements with providers for
tests or demonstrations may provide for alternative methods of reimbursement
in lieu of methods prescribed in Part VII.

5. Programs of personal care services. The NHI Board would be required to
carry out a substantial demonstration program in the organization, delivery,
and financing of personal care services to the population at risk.

(a) The Board shall make grants from the Resource Distribution Fund to
demonstrate and assist in the development of community programs for main-
taining In their own home, by means of comprehensive health and personal care
services, persons who, by reason of disability or other health-related causes,
would, in the absence of such assistance, require inpatient institutional services
or might be expected to require such institutional services in the near future.
Initial funding would be at the $100 million level.

(b) A grant under this section would be made to communities to an eligible
applicant which satisfies the Board that the applicant will be able (1) to develop,
reasonably promptly, comprehensive services in accordance with this subpart,
and (2) to develop non-Federal sources for the financing thereof to such extent
as the Board finds appropriate In light of the economic resources of the commu-
nity and resources otherwise available to it for this purpose.

(c The Board is authorized to make grants, for the development and con-
duct of programs in accordance with this subpart, to particIpating public or
other nonprofit hospitals or group practice organizations, or to other public or
nonprofit agencies or organizations which the Board finds qualified to conduct
such programs. Each program shall be designed to serve a substantial popula-
tion. defined in the grant, In either an urban or a rural community.

(d) A grant under this section may be made to pay a part or all of the esti-
mated cost of a program (including startup cost) for a period of not more than
four years, payable in such installments as the Board may determine, and may
provide for meeting a decreasing share of the cost over the period of the grant.
A grant shall be irrevocable except for nonperformance by the grantee or viola-
tion of the terms of this subpart or of the grant, or for other causes which would
Justify the termination or rescission of a contract. If it appears during the period
of the grant that the cost of the program will exceed the estimate, the Board
may increase prospectively the amount of the grant.

(e) The services to be provided shall include, in addition to all covered
health services (other than inpatient institutional services) which may be

47-296 0 - 79 - 31
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provided by arrangement with participating providers, such groups or combina-
tions of services as the Board deems necessary or appropriate to enable persons,
found eligible for the services in accordance with subsection b., to continue to
live in their own homes or other noninstitutional place of residence. The personal
care services may include homemaker and home help services, home maintenance,
laundry services, meals-on-wheels and other nutrition services, assistance with
transportation and shopping, and such other services as may be appropriate
in particular cases. The Board may prescribe different ranges of services in
different programs.

(f) For each program the Board shall prescribe criteria for the approval
of the application for assistance. and such criteria may be different in different
programs, but all programs shall be required to assure adequate coordination
with all agencies in the community furnishing health or personal care services
to beneficiaries of the program. Each grant shall require the grantee to estab-
lish, or arrange for the services of, a committee to screen applications for assist-
ance under the program, in accordance with the applicable criteria, and no
assistance shall be given until an application has been approved by the com-
mittee. The committee shall also maintain a constant review of utilization of the
services provided by the program, and assistsance to any person shall be termi.
nated whenever the committee finds that he no longer meets the applicable cri-
teria. The composition of the committee shall be subject to approval by the
Board, and it shall include at least one physician, one professional nurse, one
professional social worker. three representatives of the user of the services,
and such other qualified persons as the Board may prescribe.

(g) Evaluation. Each grant shall require the grantee to establsh procedures
for the evaluation of the program, with respect both to the benefits accruing to
persons receiving assistance and to the fiscal impact of the program on the
health insurance system. The Board shall also make its own evaluation of each
program, and shall include a summary thereof in its annual report to Congress.

6. The Board would include among the projects and demonstrations funded
cases of applications of the hospice concept in order, as feasible, to test ways to
apply this concept effectively.

7. Recommendations to the Congress. Before the end of the fifth calendar year
after the enactment of this Act. the Bo:ird shall transmit to the Congress a
comprehensive report on the operation of this subpart and the Boards' evalua-
tion of such operation, and shall submit its recommendation of (a) methods for
the development, as widely and rapidly as practicable of personal cire services
in communities lacking programs therefor. or lacking adequate programs, to the
end that such services in lieu of institutional care be made generally available
throughout the United States. and (b) methods for the continuing financial
support of such services: together with the Board's recommendations with re-
spect to the proper role of the program established by this Act in providing long-
term institutional care and in providing personal care services in lieu thereof.

S. The Board will also ex mine the effects of current problems in malpractice
insurance (based on existing studies and additional studies. if found necessary)
on patients, practitioners of health care, and health care costs and will submit
a report to the Congress within two years after enactment. including recom-
menditions for changes in malpractice laws and changes in this program which
will more effectively protect both providers of health services and their patients
and contain costs of this program.

VII. PROVIDER REIMBURSEMENT

A. Type of reimburaemcnt by type of providcr
1. Prospective rate, based on approved budgets.
(a) Hospitals:
(b) Home health agencies;
(c) Community health centers and other forms of health centers:
(d) Skilled nursing facilities (see Part IV for Nlll financing of reasonable

administrative cost of determinations of budget based reimlursemient of nursing-
facilities tinder residual medicaid and MIII 1.

2. Fee schedules (subject to overall budget limits).
(a) Physicians:
(b) Podiatrists:
(o) Laboratory services and durable medical equipments (subject to limits

based on lowest costs for widely available services).
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3. Other providers as In Medicare.
4. Capitat-on for IMOs based on rates determined to le reasonable corn-

munity wide for all persons (except th,'se under No d'carel covered by Nil I with
appropriate -.djustments for risks enrolled and area costs. The calitation rate
for Me(Pcire would be based on Medicare experience for all thilse under that
program, adjusted for the type of risks who are enrolled in the lMO and "\ho
are entitled to Medicare. Developing lIMOs would be paid approved b budgeted
costs in excess of normal capitation as part of support for such development.
(See also Part VI). The payment in excess of capitation would be from grants
from the liedith Resources I)istribution Fund. Ilosp'tals used by 1131Os would
I)e subject to budg,-t approval.

5. Salary or fee-for-tin:e. For professionals eligible for fee schedule reim-
bursement, if the salary or fee-for-time alternative is not higher, as determined
by the Beard. in cost than the f'e schedule.

6. Cost of goods provided plus profess-onal fee for drugs and audiological
service., with cost definedd as the reasonable cost necessary to obtain an adequate
product.

i. Special. Authority will be given to the Board to allow, experimentally or
otherwise, other methods of payment if use of the other meth,-d is determined
to advance program objectives. Such departures may be made for groups, in-
'lud'ng one or more entire States. that request authority to depart, if the Board
determines these departures meet the objectives.
B. State budgeting proccs

1. Sum of total funds to be allowable in a State for all covered health services
would be determined by the formula described in Part V.

2. The State approved budget would distribute funds among various health
service components with such leeway for redistribution by the State as the
Board may establish.

3. The State fund distribution shall set aside a contingency allowance that the
State may use, after provider budgets and estimated payments on the basis of
fee schedules and other methods are established, for contingencies unforeseen
when the budget's fee schedules and other parameters of payment were approved.

C. Reimburscncnt by prospective rate based on approved budgets
1. Each budget reimbursed provider would submit to the State Agency its

proposed budget at such time, providing such data, in such form, as the Board
shall determine.

(a) The data shall include historical data, a full budget for the yemr to be
approved, and a two and five year capital and service charge budget plan.

(b) The reports shall cover the total operation of the provider, as well as
identifying the portion proposed to be reimbursed through NIII and how non-NIII
reimbursable costs are to be recovered.

(c) The reports shall show data distributed in at least the following
categories.

ii) Operating costs and capital costs.
(2) Inpatient and outpatient services.
(3) Costs of nursing services by and under the supervision of a registered

nurse.
(4) Costs of continuing services and cost effects of discontinued and

added services.
(5) Cost effects of expected proiluctivity and utilization changes.
(16 Revenues by source, type, and service including nursing service.
(7) Volumes of services.
(8) Patient characteristics.

2. The State Board would review the proposed budget.
(a) Within the leeway provided by Board established policy and procedure,

the State Board would negotiate with providers (including representatives of
those employed to provide health services) its budget review plan and procedures.
Representatives of patients and players would be parties to this negotiation and
the advice of representatives of consortia would lie available in the process.

(b) In all cases, the review would be made t6 confirm conformity of the two
and five year capital and service change budgets with the current approved plan
of the health Svstems Agency for the area.

(W) The State Board would use screens to determine which budgets may be
approved without further detailed individual review, as well as what elements
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within a budget may reqn!re particular review. Parameters used in screening
shall be set In accordance with National Board policy. Screens may be of various
forms, such ae-

(1) Rate of increase year-to-year: (a) Total budget; (b) Average in-
patient cost per admission; (c) Average inpatient ' -, per day.

(2) Absolute levels of costs by type of hospital: !) Average inpatient
cost per admission; (b) Average inpatient cost per aay; (c) Average cost
per outpatient visit; (d) Educational cost per student by type of student.

(3) Cost ratios by type of hospital (generally expected to be used to help
develop specifics of review, rather than whether a review should be con-
ducted) : (a) Administrative costs to total; (b) Cost of various services-
nursing services loy and under the supervision of a registered nurse, drugs,
meals, etc.-to total and costs of the services per day, per admission, or other
unit as appropriate.

(d) The State Board would conduct, in accordance with Board policy and
procedures, detailed review of some or all aspects of the budgets of hospitals
which fail one or more of the screens or that fall into a random sample quality
control check of all budgets that would provide assurance that defects un-
detected by the screens were not occurring.

(1) This function may be delegated in whole or in part to another body
with the approval of the Board.

(2) Quality and access issues shall be taken into account in this review,
as well as effectiveness of the use of services; PSRO and JCAH findings
would be considered.

(e) Where a particular function is found to have costs that do not appear to
be approvable, the provider would be informed and given oportunity for com-
ment. Budget reductions made that would cover costs only if methods of opera-
tions were modified would be scheduled in accordance with the time the State
Board finds rea-onable for t'hp prov'dr to take corrective action.

(f) The State Board would have the final authority (subject to reconsidera-
tion, appeal, and court review) for approval of the provider budgets.

(1) The budget approval would establish the total amount reimbursble
to the provider under NHI, subject to adjustment for variations in use front
predicted levels and may establish maximum levels for subparts of the budget
subject ot transfers, within specified limits, by the hospital among the
subparts.

(2) The State agency would receive a recommendation for the provider
budget arrived at by negotiation between a committee of consumers with
the provider who may be assisted by an association of providers or others.
The interests of persons employed by the provider would be represented by
persons nominated by organizations of such workers. State agency and con-
sortia representatives would be available as technical advisers in the course
of the negotiations. In the event that no recommendation is received timely,
the State Board would proceed on its own.

(3) The approval would take account of: (a) Budget limits imposed by
Congress and the Board; (b) The 1ISA plan for the area: (c) Demographic
factors; (d) Expected rate of Inflation of costs: (e) Fffect of approved capi-
tal and service modification plans; (f) Effects of acceptable wage increases;
(g) Efficiency objectives for the hospital based on inter-hospital comparisons,
taking account, as feasible, of patient mis. as well as other pertinent factors.

6. The hospital would submit a reconciliation of experience during the year
with approved budgets for the year and differences would be reflected in the
budget for the subsequent year to the degree appropriate. Expenditures for pur-
poses that were not previously approved may not be reimbursed unless and to
the degree approved after the fact.

7. Definition of costs includable in budget. Reasonable costs of services gener-
ally provided by hospitals. Specific provisions include:

(a) Payments to physicians under contract with a hospital or other provider
involved, and to all radiologists and pathologists providing service to hospital
patients and all physicians serving patients of a mental hospital would be in-
cluded in the hospital budget. Payments to other specialists may be added to
hospital (or other provider) budgets by the determination of the Board that a
large enough portion of such work is done under hospital (or other provider)
contracts to merit such inclu.inn. Payme'nts for the servieq rf such Physicans
would be required to be reasonable In relation to the costs of employing such serv-
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ices on a salaried basis and above that which would be paid on a fee-for-service
basis.

(b) The budget and/or contingency fund payment would allow in full the cost
of total wage and fringe benefit payments for non-supervisory employees, unless
the Secretary of Labor finds, after a hearing in accordance with regulation
adopted by the Secretary, that such wages and fringe benefit rates are substan-
tially at variance with those rates which prevail, as determined by the Secretary,
for services of comparable hospital employees in the locality.

Where a collective-iaiga.nng agreement or other negotiations process covers
any such hospital employees, such budget and contingency fund payments shall
be in accordance with the rates for such employees provided for in such agree-
ment or process, including prospective wage increases provided for in such agree-
ment as a result of arm's-length negotiations.

In no case shall wage.q be lower than the minimum wage specified under Sec-
tion 206(a) (1 I of Title 2a of the U.S. Code,

(c) The term -superv-lsor" means an individual having authority In the interest
of an employer to hire, direct, assign, promote. reward, transfer, furlough, layoff,
recall, suspend, discipline or remove employees; to adjust employee grievances
or to recommend such action if the authority is not merely routine or clerical in
nature. The term "supervisor" applies only to individuals who devote a major
portion of their employment time to exercising such authority.

(d) Cost of services provided to persons not covered by NHI for whom no
reimbursement is obtainable by the provider fro.' those persons are includable
in budgeted costs reimbursable through Ni11.

(c) Depreciation osts would not be includable In the budget but principal
payments on debts incurred before NHI was enacted and costs of small capital
items would be includable, as would costs of ne~v major capital expenditures in a
luiup sum or in the form of amortization payments for debts, but only to the
extent approved through the planning process. The costs of institutional closings
and cutbacks, including the reasonable costs of easing personnel dislocations
arising from such closings and cutbacks, %%ould Le includable as covered costs.

(f) Profit payable to investor-owned inpatient facilities would be slowed
as under Medicare. Budgets would also allow for maintaining working capital
and reasonable reserves for contingencies in other inpatient facilities. Profit
for other than inpatient facilities reimbursed on a budget basis would follow
the policy in the Medicare renal dialysis facility provisions which provide for
incentive reimbursement methods.

S. The capital elements of the budget and the operating costs that would
follow from capital and service changes would be reviewed and approved in
coordination with planning program approvals, subject to limits on totals
eslrablished in the Nill national budget limits and distributions of these totals
made by the Congress or the Board.

(a) The limits for capital expenditures would be permitted to he exceeded
in the case of hospitals which expended less than the budget allowed for operat-
i).g expenses. The hospital cou'd retain one-half the difference and allowed to
use this difference for capital expenditures approved by the planning program.

(b) Planning approvals for purposes of the provider budget would take ac-
count of:

(1) The needs of the area.
(2) The cost effectiveness of the proposed change.
(3) The change in costs that would result in both the long and short term,

with long term increases planned to be held in line with the past three year
average GNP growth rates.

(4) The comparative results of making the proposed change at alternative
sites and in alternative ways.

(5) Policy restrictions on the diffusion of the services involved.
(6) Recommendations and advice provided by the HISA's.

9. The National Board would establish uniform data reporting requirements
to underlie the provider budget approval process. Data obtained through these
requirements would be disclosable to the public, ana Board would issue released
to inform the public of its findings of thelt contents.

10. Payment would be made by insurers on the basis of estimates of the pro-
portion of resources used, on un Interim monthly or more frequent basis through-
out the year, with final -ettlement after the 3ear closes. The basis of apportion-
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meant of provider costs by insurer would be established by the National Board.
Whatever method is used would be designed to produce the budgeted revenues
for the provider, with a limited amount of data furnished by the hospital on a
patient-by-patient basis in order to minimize individual billing and the resultant
administrative costs, but distributed reasonably among insurers in accordance
with the services rendered to the Insured persons. The National Board may
establish a single method of apportionment for a class of providers or may
provide two or more methods that may be used for a class. The choices that may
be made by the State Board as the methods of apportionment would consist of:

(a) Prices or lump suni payments to be made for classes, or treatment for
sp cific conditions/diagnoses, with such prices, payments, and classes or treat-
ments determined by the State Boards under methods conforming to require-
ments of the National Board.

(b) Relative values of services used as estimated by indices established by
the National Board.

(C) Admissions, patient days, diagnoses, and other factors found pertinent by
the National Board. The apportionment (or payment rate) may be adjusted
during the year to conform to the budget and differences from the budget may
be reflected in adjustments to ensuing years.

(d) Such other method or methods as the National Board may determine.
11. The National Board would have the authority to allow States to depart

from the normal budget reimbursement process if the Board finds that an experi-
ment with an alternative approach would be in the interest of the NHI program.

12. Before the first year benefits were payable, the entire process would go
through as complete a dry run and as soon as is feasible, with budget decisions
from the dry run serving as guidelines to planners and reimbursers.

C. Physician fcc schedules
1. Long term provision.
(a) Physician participation would be required for NHI reimburspient.

(1) The participating physician would not be permitted to charge any
more than the NI{I reimbursable amount.

(2) A nonparticipating physician's service would not be reimbursable by
NHI.

(3) A physician could undertake to participate at any time, and once
agreeing could not terminate participation until he had participated for at
least one year.

(b) The fee schedule levels would be designed to provide payment levels con-
sistent with those provided for in the budget. (Since the budget for physicians'
services includes both fees and utilization, fee whedules would be negotiated
under estimates of utilization consistent with the budget.) Insurers and State
Boards would be directed to report to the National Board when payments ap-
peared to depart from this intent. State or National Boards would investigate
such occurrences and take any necessary corrective actions negotiated with
those involved.

(o) The original fee schedules would be rationalized over time.
(1) A national relative value scale would be developed to serve as a guide.

line for modifying schedules. The criteria for use by the Board in e4ailish-
ing the relative value for a service would include: (a) Time and effort;
(b) Difficulty of performance; (c) Cost of the provider; (d) Social desir-
ability of its provision.

(2) A policy on the variation In fee levels to be permitted among areas,
taking into account: (a) Variations in cost of practice; (b) Variations in
non-physician earnings; (e) Reasonableness of rate of change from period
to period, avoiding rollbacks in fees.

(3) The fee established where two or more categories of personnel-pri-
mary care physician and specialist, or physician and non-physician, for
example-may provide a given service of essentially the same quality would
be a the level reasonable for the lesser cost personnel.

(4) Services would be included or excluded on the list of those reim-
bursable on the basis of a determination of the Board with the advice of a
commission on reimbursable medical procedures. New services would be
added as approved.

(5) Reimbursement for services in ways that improve health care:
(a) Based on the advice of the Commissions on ilBenetits nnd Quality, the

NHI Board would:
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I. Encourage use of or prohibit reimbursement for specified medical
and other procedures based on developments in clinical science and
practice.

ii. Establish a list of high risk. high cost, elective, or overutilized serv-
ices which can be reimbursed only when the provider meets one or more
of the following criteria: (aa) Board-certified in the relevant medical
specialty: (bb) Supported in his diagnosis and treatment by a second
opinion or by specific objective findings; tcc) An institution adequately
equipped and staffed according to the regulations by the NiI Board to
provide the service: (dd) A specialist or institution providing care to a
patient referred to him by a primary care physician or through triage;
(ee) Demonstrated through statistical evidence as providing properly
used high quality services.

(b) State Boards would be authorized to encourage, and award IIRDF
funds to finance, programs of continuing educational and professional de-
velopment through PSROs or other private agencies on state-of-the-art in
clinical practice and areas of possible improvement in current practice pat-
terns in the State or area, as indicated by reimbursement data.

(c) Based on the recommendation of a I'SRO, an insurt r would eliminate
or reduce payments on a pro rata basis for specified services to providers
found to abuse or inisuse the services, after notice that a finding of misap-
plication has been made.

(6) Every five years, or earlier upon call of the Board or by petition of
one-fourth of participating physicians, negotiations would be reopened on the
relative values and fee schedules. If the negotiation fails to arrive at a
consensus, the schedules would contintiue without change, suje t to the nor-
mal updating process. Strong evidence for reexamination at the call of the
Board would be considered to exist when the rate of growth in total pay-
ments to physicians is found to exceed the rate of growth in the GNP.

(7) The rationalization steps would be taken after opportunity for nego-
tiation between payers for care and physicians. The specialists and primary
physicians taking part in the negotiation would be nominated by physicians
in the category of physicians involved in the negotiation. (For negotiation
process and composition of negotiating group see Part IN'.)

(d) A formula for establishing year to year changes would be developed by
the Board that takes into account :

. (1) Increases that have occurred in an index of non-physician earnings
and of office costs;

(2) Limiting increases in line with Board policy on physician reimburse-
ment, taking account of, among other things, demographic changes and other
demand factors;

(3) The negotiations.
(e) A provision would be made for awards for physicians to recognize un-

usual merit among physicians who participate in the program.
2. Initial provision, effective during period before benefits become payable.
(a) The Board would establish State or area fee schedules based upon the

average level of charges to Medicare for the year of enactment. after applying the
limits imposed by the Medicare index on allowable year-to-year increases. The
schedule would be applied to:

(1) Medicare and medicaid;
(2) Private insurers, who would be required to pay them as a condition

of eligibility to participate in NIII.
(b) Less than the fee schedule amount would be paid to physicians whose

customary charge or billed charge was below the schedule.
(a) More than the fee schedule amount would be paid to a physician if a

charge higher than that amount was laid to hint by Medicare prior to the date
the schedule became effective. ills payment would be the prior reimbursement
charge or the fee schedule amount, whichever was higher, but this payment would
not be increased under the indexing provisions in .d. above until the fee schedule
amount rose to that level.

D. A provide- of health care sert-i er which provide.- crrice to an ,ligibte individ-
ual i-ho ha8 not yet enrolled and does not have a health insurance card
would be paid for the services by the insurer with which the individual
later enrolls with the insurer guarapitccd rcimnbnrsemiot for back premiums
to the last opportunity for cierollment for the individual. E. Reinburscment
for serices not specifically dcscri bed in subparts I? arid C would be reason-
able in relation to that specified in B and C in amount, policy, and procedure
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VIM. MISCELLANEOUS AMENDMENTS

A. Changes in Title XI, Part B, of the Social Security Act dealing with the Pro.
fessional Standards Review Organization (PSRO) Program

1. Remove from the Social Security Act and incorporate in the National Health
Policy Act, thus applying the provisions to benefits covered under the new law.

2. Have the program apply to Title XVIII and Title XIX of the Social Security
Act, as well as to the National Health Policy Act.

3. Substitute "Board" for "Secretary" throughout.
4. Previously decided policy and actions taken would stand until changed by

the Board.
5. Remove hearings function.
6. Provide that the source of funds will be general revenues-modify sec. 1168.

R. Section 112 the Social Security Act would be changed to conform to changes
(clscwhcr the bill) to health facilities planning legislate ion

C. Railroad ' imert Act-make conforming changes to take into account
changes in medicaree program

D. Premium payment credit
1. Existing law which provides for an income tax deduction equal to one-half

of health insurance premiums up to a maximum of $150 would be repealed.
2. Existing law which permits the amount of health care insurance premiums

(not claimed under the $150 rule) to count toward medical expenses for
deduction purposes would be repealed.
B. Limitation on liability of beneficiary

A provision comparable to Sec. 1879 of Medicare, which limits the liability of
beneficiaries for payment for noncovered services when they accepted the services
on the assumption they were covered.
F. Existing employer-employee health benefit plans

1. No provision of this Act other than this section shall affect or alter any
contractual or other nonstatutory obligation of an employer to pay for or pro-
vide health services to his present and former employees and their dependents
and survivors, or to any of such persons, or the amount of any obligation for
payment (including any amount payable by an employer for Insurance premiums
or into a fund to provide for any such payment) toward all or any part of the
costs of such services if the effect or alteration shifts the obligation in any part
to such persons.

2. Any contractual or other nonstatutory obligation of the employer to pay all
or part of the cost of the health services referred to in subsection (1) shall
continue, and shall apply as an obligation to pay the premiums imposed on his
employees by this Act, but the per capita monthly amount involved in the pay-
ment of such premiums by the employer on behalf of his employees shall not
exceed the greater of (a) the per capita monthly amount of the cost to the
employer of providing or paying for health services (either through insurance
premiums or into a fund) on behalf of persons referred to in subsection (1),
for the month prior to the effective date of NHI premium payment, or (b) the
per capita monthly amount of the cost the employer would have Incurred had
this Act not been enacted.

3. At least for the duration of any contractual or other nonstatutory obliga-
tion of an employer referred to in subsection (1), an employer shall arrange to
pay to eligible employees, former employees, and survivors referred to in sub-
section (1) such amounts of money by which the per capita monthly costs to the
employer of providing or paying for health services referred to in subsection (1)
in the month immediately preceding the effective date of NHI premium payment
exceed the sum of the per capita monthly costs to the employer of the premium J,
the employer's liability referred to in subsection (1) of this section, and any
other employer contributions for health insurance premiums or health benedts
or services provided by the employer after the effe:lve dal-e of health security
benefits. By agreement between the employer and his employees or their repre-
sentatives, an employer may provide other benefits of an equivalent monetary
value in lieu of such payments.



473

4. For purposes of subsections (2) and (3), the per capita amounts and per
capita costs for an employer shall be determined by dividing the aggregate
amounts and the aggregate costs by the number of eligible employees, former
employees, and survivors on the date as of which the determination is made.
G. Various additional conforming and technical changes in statutes affected by

the plan would be made. (No changes in any veterans legislation would be
made.)

DETAILED EXPLANATION OF "HEALTH CARE FOR ALL AMERIcANs" PLAN

PART I-STATEMENT OF PURPOSE

Part I lists briefly the basic purposes of the legislation: making comprehensive
health benefits available by applying social insurance principles to a private
health insurance system; providing comprehensive benefits to all without con-
sideration of means; containing health care cost increases to the rise in the
GNP; distributing health care costs equitably, with the share borne by Federal
and State governments and by employees and others kept at moderate levels;
Improving the organization and methods of health care delivery and enhancing
the distribution and quality of care; encouraging preventive medicine and pro-
tecting against catastrophic costs; providing reasonable compensation to health
care providers; and assuring full public accountability of the plan and its
operation, as well as consumer participation In its development and
administration.

PART II-RIGILTS AND ELIGIBILITY PROVISIONS

This part contains a statement of rights, and eligibility and enrollment
provisions.

A. Statement of rights
The statement of rights describes the rights of patients, health care providers,

and eligible insurers.
Patients would be guaranteed the right:
(a) To obtain covered benefits from the approved provider they choose;
(b) To confidentially with regard to information collected about them;
(c) To prompt and accurate handling of program decisions about their status;
(d) To be heard on grievances related to care or to insurance under the

program.
Health care providers In general would have the right to decide whether or

not to participate In the program, to prompt and accurate payment for services
rendered, and to make their views known (and have them considered) on all
program actions affecting them. Physicians would have the right to choose both
mode and place of practice.

Eligible insurers would have the right to decide whether or not to participate
in the program, to engage in business supplementing health care services covered
under the program, and to make their views known, and considered, on program
actions affecting them.

B. Universal eligibility
Program eligibility would be extended to every U.S. citizen and permanent

resident alien; to legal nonpermanent aliens employed by a foreign embassy or
international organization if the employer entered into a participation agree-
ment; and to a foreign visitor admitted for short periods, under the terms of a
treaty or other agreement between the U.S. and the visitor's nation.

Eligibility would continue whether or not premiums were paid, and whether
or not the individual enrolled.

All eligible people would be entitled: to have payments for covered health cepre
paid on their behalf; to enroll with approved insurers, including those which
offer financial or benefit advantages for enrollment; to change enrollment when
such a choice was available, during the annual enrollment period: and to a
national health insurance card identifying their eligibility but not Indicating any
sources of funds paid to the program with respect to them.

0. Enrollment
All employers would be required to offer, during the program's first general

enrollment period, to each employee (except to Medicare beneficiaries) a choice
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of health Insurance plan or plans, at least one from the insurer members of the
non-HMO consortia and one from the members of the 1MO consortia offering
such plans in the employees' areas. The employer could offer supplemental bene-
fits. The employee would choose a plan to be in effect at least until the next
enrollment period. A family could choose only one plan, even if individuals
within the family were offered a choice of plans from more than one employer.
Dependents covered under the plan would be spouse and children (under 22) as
defined for income tax exemption purposes.

For members of the armed services and their dependents, the Defense Depart-
ment would act as both employer and consortium, retaining premiums paid and
issuing identification card. Enrollment choices would be offered as the Defense
Department found consistent with its policy requiring use of Department facili-
ties. The Department would pay for covered care furnished outside its facilities
and recover appropriate costs on the basis of NtII cards for services not reim-
bursable under the Defense Department plan.

Everyone who attained age 65. or was entitled to disability insurance benefits
for a month, or had end-stage renal disease would be entitled to benefits under
both Parts A and B of Medicare and all insured status requirements for the aged
would be deleted. Coverage under Parts A and B would be mandatory. The
premium would equal the present Part B premium, and be paid in the same
amount as under present law. Those eligible for Medicare and for SSI would
have their Part B premiums paid by the Federal government.

All other eligible people would have the same choices as employees to enroll in
a plan and would have premiums raid on their behalf as follows:

(a) SSI recipients under age 65 not eligible for Medicare would receive enroll-
ment information from Social Security district offices and would enroll directly
with insurers. The Federal government would pay the premiums for this group.
Information about Income status of individuals would not be furnished to
insurers or consortia. Premiums paid on behalf of SST bPneficiaries would not be
considered as income in determining SSI cash benefit eligibility.

(b) For welfare recipients. States would be required to pay the premiums on
behalf of all recipients of AFDC (and AFDC-U) and to furnish enrollment
information. Individual eligibility information would not be furnished to
insurers or consortia.

(o) For those enrolling individually, the State Boards would be responsible
for furnishing enrollment information. Those enrolling individually in the first
general enrollment period would compute and pay their premiums at the same
time they computed and made their estimated tax payments. For those not
enrolling during the first period, the State Agency would establish procedures
for enrollment to take place when the individual first sought health care but did
not have a health insurance card from a qualified insurer or when they filed an
annual income tax return without showing health insurn-e enrollment. Pre-
miums would be paid to the insurer chosen by the individual to cover the current
enrollment year. Health care providers or insurers would notify the State Agency
of all unenrolled individuals who sought care.

D. Open Enrollmcnt Period
Enrollment periods would be organized as follows: a first general enrollment

ppriod (luring June through November of the year before basic benefits become
effective: a general enrollment period from September through November of
each year to be effective the following January 1.

First enrollment (after the first period) could occur when an individual
reached age 22 or entered the country and became eligible. Disnroliient from
private insurance would occur when persons become eligible for Medicare.

Changes in enrollment would be allowed if an individual of family changed
areas or if a new employer did not offer their current insurance plan.

Upon enrollment, the insurer would issue enrollees NHI cards so that pro-
viders would know whom to bill.

R. Definitions
The definition of wages would be identical to that used for personal income

tax withholding purpose..
The definitions of employer and employee would be identical to those used for

purposes of determining who must withhold personal Income tax payment, but
would not include those eligible for Medicare.
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PART 111-HEALTIL CARE SERVICES COVERED

A. Required benefits
Coverage of the following services would be required under the program:
1. Unlimited inpatient and outpatient hospital services as defined under Medi-

care, except that the services or hospital-based physicians would be incorporated
in the definition. Inpatent hospital psychiatric services would be limited to 45
consecutive days of active treatment beginning w'ith the first day of hospitaliza-
tion beginning more than 60 days after the most recent such period. Physician
services provided by physicians under contract with hospital to psychiatric hos-
pitaL inpatients wouid ue included without limit as a hosiptal service. Services
of ph.Nsician consultants could, as determined appropriate, be covered as phy-
sician services.

2. Unlimited physician services, as defined in Medicare, except for those pro-
vided or a mental condition and excluding the services of chiropractors other
than under Mtdicare. Physician services for mental conditions would be limited
to 20 visits (as defined by the Board) per year.

3. Home health services (as defined under Medicare) for 100 visits per year.
4. Skilled nursing facility services (as defined under Medicare) for lNO days

follo aing a hospitalization of three days or more.
5. Preventive services including at least basic immunizations, pre- and post-

natal maternal care, and wed baby care. 'rhe NII1 Board could, upon advice of
a panel of experts, authorize additional preventive services based on evidence
that such wouid be cost effective and would not exceed $500 aihion in the first
year (adjusted in line with program costs for succeeding years). If costs ex-
ceeded the limit, appropriate reduction in covered services would be required.
The Board would also be authorized to establish conditions under which pre-
ventive services would be covered.

6. Medical and other health services (as defined under Medicare) : services
and supplies incident to physician's professional service in his office; hospital
services incident to physicians' services rendered to outpatients: diagnostic serv-
ices furnished in outpatient departments; outpatient physical therapy services;
diagnostic X-ray tests, laboratory tests, and other diagnostic tests; X-ray and
related therapy; surgical dressings and splints, casts, and other devices for
treating fractures: durable medical equipment used outside an institution; am-
bulance services; prosthetic devices (other than dental) which replace an in-
ternal organ, including lens after cataract surgery; and leg, arm, and neck
braces, and artificial legs, arms, and eyes, including necessary replacements.

7. Rural health clinic services as defined under Medicare, and services of other
clinics if such clinics mc Board-set standards.

8. Out patient drug benefits for Medicate eligibles, but only for chronic ill-
ness. The Board would establish a list of diseases and conditions found to be
chronic and the drugs to be covered for each such disease and condition. Only
prescription drugs, including insulin, listed in a Broad-developed formulary

would he covered. Generic prescriptions would be required whenever generic
equivalents were available. Dispensing pharmacies would be reimbursel on the
basis of the drug supplied or the lowest cost generic equivalent generally avail-
able plus a ptofessional dispens'ng fee. lIMOs or other insurers could use the
Board formulary, or their own provided that the Board approved it. The Board
would also have the authority to set maximums and minimums for the amount
of a drug prescribed.

9. Mental health day care services are provided at a rate of two days a year
for each lay of inpatient psychiatric benefits nct used. Electroshock therapy
would he covered only in cases of severe depression and where prior approval
was obtained through arrangements established by the area PSRO.

10. Outpatient physical and speech therapy services as defined under Medi-
care, plus short-term occupational therapy where the promise of improvement
was substantial.

11. Audiological examinations and hearing aid coverage limited to one exami-
nation a year and one hearing aid every three years. Cost of hearing aids would
be covered only up to the amount of those on a list of hearing aids whose costs
were found reasonable by the Board.

12. Outpatient services provided by a community mental health center. The
total amount payable during a year for a patient would be determined ont a
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salary equivalent basis for the type of personnel employed and could not exceed
the equivalent of a negotiated fee for a psychiatric visit for that year times 20.
B. Exclusions

The following exclusions would apply to the basic benefits:
1. Services and items, other than preventive services, not reasonable or neces-

sary for diagnosis or treatment of illness or injury or to improve functioning
of a malformed body member.

2. Services or items not provided within the U.S. (defined as including States,
commonwealth and territories), with the exception of current Medicare pro-
visions for Medicare beneficiaries relating to closest convenient hospital and
travel between parts of the U.S.

3. Services and items constituting personal comfort items.
4. Orthopedic shoes or other supportive devices for the feet, other than for

Medicare eligibles.
5. Custodial care.
6. Cosmetic surgery except for prompt repair of trauma-induced injury or for

improvement of functioning of a malformed body member.
7. Services or items furnished by immediate relatives or members of the

patient's household.
8. Treatment of fiat foot conditions, and prescriptions of supporting devices,

treatment of subluxation of the foot or routine foot care, including cutting or
removal of corns or calluses, trimming of nails, and other routine hygienic oare,
unless precribed by a physician other than a podiatrist or surgical chiropodist
as seriously handicapping or a danger to general health for a patient with
diabetes mellitus.

9. Services provided by practitioners excluded from Medicare because they have
been found to have abused the program or have been convicted of crimes (under
sections 1862(d) and (e)).

C. Medicare changes
The bill would make the following changes in the Medicare program:
1. Make the payroll tax applicable to all employment.
2. Remove limitations on days of hospital coverage and retain spell of illness

provision for post-hospital extended care services only.
3. Remove deductible and coinsurance requirements for inpatient hospital

services and post hospital extended care services, including the three-pint blood
deductible.

4. Remove section 1814(g) related to payment for services in a teaching setting
to a fund. This would be handled by normal budget reimbursement considerations
under hospital reimbursement.

5. Extend automatic eligibility to all persons age 65 and over.
6. Delete the Part B deductible and 80 percent coinsurance requirements

(except for that relating to treatment of mental conditions) and remove the
three-pint blood deductible.

7. Mandate Part B enrollment. Where deduction for premiums from Federal
benefits Is currently authorized, it would be made mandatory. The Federal gov-
ernment would pay the premium on behalf of SSI beneficiaries. Where there was
no Federal benefit payable to the individual from which the premium could be
deducted, the individual would be subject to a charge of 115 percent of the
amount due, unless he paid the premium out of pocket. All provisions for late
enrollment in the future would be removed.

8. Repeal section 1843 related to State agreements for coverage under Medi.
care of persons eligible for medical assistance (the "buy-in" provision).

9. Add drug benefits to list of covered services.
10. Amend section 226 of the Social Security Act to provide Medicare entitle-

ment in the same month as disability insurance entitlement, rather than 24
months later.

11. Repeal section 1867 authorizing the Health Insurance Benefits Advisory
Council.

12. Modify section 1874 and other references throughout Title XVIII to change
references to the Secretary to the National Health Board.

D. Effective dates
Basic benefits for the non-Medicare population would go into effect on Janu-

ary 1 of the third year following the year of enactment.
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E. Incentive payments
Any person who chooses a plan offering more benefits at no cost or a cash

rebate payment would be eligible for the benefits or payment without having it
affect any credits due under provisions establishing a maximum on premiums.
Insurers could limit services covered to those offered by selected providers offer-
ing services at reduced prices or under special arrangements; however, all NHI
benefits would have to be provided or covered by the insurers.

Enrollment Incentive payments could be in the form of increased benefits
(if so, the insurer would have to stipulate actuarial value) or in the form of
cash payments (cash payments would be nontaxable and would not off-set
welfare payments). The full amount of such incentive payments would be re-
bated to enrollees. However, a portion could be allocated to employers in return
for their services in arranging for availability of cost-effective HMO plans if the
portion was negotiated In accordance with the dual choice provision of section
1310 of the PtS Act (regarding "Employers Health Beneflis Plan" and the role
of employers and employee representatives regarding 1MO arrangements).

PART IV-ADMINISTRATION

A. Specification of responsibilitics
The program would be administered primarily by certified private insurers

and lMOs operating within regulations and negotiated agreements established
and administered by National Health and State Health Boards with the in-
volvement of State government, private health agencies, providers of care,
employers, and individuals.

Certified private insurers and HMOs would be responsible for-
1. negotiating community-rated premiums on a national, State, and area basis

with the National Board for insuring all services covered by this plan;
2. marketing insurance or HMO programs to all eligible people for all covered

services, at negotiated premium community rates;
3. participating in negotiations of the State Board with providers and pur-

chasers of care to establish budgets and fee schedules;
4. enrolling and issuing health care cards to all eligibles;
5. underwilting the costs of insuring all covered services in exchange for the

community-rated premium;
6. arranging for the pa ment of health care providers for covered services at

rates equal to or less than those negotiated by the State Board; and
7. establishing national consortia which perform certain specified administra-

tive and fiscal functions.
Under the program, the newly established National Health Board would be

responsible for-
1. establishing national policy guidelines and standards to implement the

program, and overseeing the program's implementation;
2. computing national and State annual NHI Budgets, negotiating national

and State premiums with insurers and UiMOs, assuring payment of established
income-related and other mandated premiums necessary to finance the program,
establishing one or more systems for apportioning among insurers the costs of
payment to providers reimbursed on a budget basis, and negotiating the estab-
lishment of provider budgets and fee schedules and payment mechanisms with
providers;

3. establishing and administering a national Health Resources Distribution
Plan;

4. certifying and performing other required functions with regard to insurers,
HMOs, and their consortia;

5. extending fiscal relief to impacted employers;
6. collecting data required for the planning, budgeting, monitoring, and evalu-

ating activities required under the program;
7. administering the amended Medicare prograni ; and
8. contracting with the State Health Boards established by the states.
Under contract with the National Board, the State lcalth Board would be

responFible for-
1. submitting State Annual NI Budgets (within the overall budget allocated

to the State) to the National Board and implement Budgets as approved by the
National Board;
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2. negotiating prospective budgets and fee schedules for the payment of
providers within th6 approved budget and State Health Resource Distribution
Plan;

3. administering grants from the States' allocations of the Health Resources
Distribution Fund approved by the governor;

4. reviewing State administration of its residual Medicaid programs for con-
formity with Federal standards for Federal assumption of the administrative
costs of the program;

5. facilitating enrollment by employers and individuals and guaranteeing pay-
ment to providers for covered services:

6. certifying providers of care and performing other provider-related func-
tions; and

7. performing other functions delegated by the National Board.
State governments would be responsible for-
1. Nominating memLers of the State Board;
2. proposing to the State Board Five-Year Plans for Health Resources

Distribution;
3. Implementing certificate-of-need and similar programs;
4. participating in negotiations of provider budgets and fee zehedules;
5. paying group-rated premiums for AFDC eligibles; and
6. administering a residual medicaid program.
Two private agencies-the Joint Commission on Accreditation of Iospitals

(JCAH) and Professional Standard Review Organizations (PSROs)-would con-
tinue to function under the program. The JCAII (and other comparable private
agencies) would continue its present Medicare role of certifying provider coin-
pliance with requirements of the program. PSROs vould be expanded to review
all covered health services by all providers, including the establishment of norms
and criteria for medical practice. They would also perform all other functions
now assigned to them.

Providers of health care would be invited to offer services on a participating
basis in the program. and to send elected representatives to national and state
negotiations to establish budgeting procedures and fee schedule.

Employers would be assigned the responsibility of-
1. Negotiating with insurers and IIMOs and offering a choice of insurance and

IMO arrangements to their employees:
2. Facilitating enrollment of the employee and his/her dependents in the plan

of his/her choice;
3. Making wage-related premium payments, including any employee share

withheld (based on labor-management negotiations in organized companies) on
behalf of the employee;

4. Issuing a statement at the end of the year to the employee of employee
premiums paid;

5. Applying to the National Beard for financial relief from excessive economic
impact of mandated premiums, If any:

6. Participating, through representatives, in the negotiation of provider budgets
and fee schedules for their state or area; and

7. Participating, through representatives, as members of the State Board.
Individuals (except those who are members of the armed forces. Medicare

eligibles, or In Federal or State institutions) would-
1. Enroll themselves and their dependents in one of the insurance or HTMO

plans available to them through their employer, or if they are seif-emplny-d or
non-employed, any of the plans available to residents of their State:

2. If an employee, pay a wage-related premium (subject to labor-management
negotiations) through their employers and an income-related premium to their
HMO or insurer if they had substantial non-wage income and did not reach the
maximum l)ayment on the basis of premium. related to wages;

3. Present their Health Card to all providers of care for covered services,:
4. Participate, through representative groups, in the negotiations of provider

budgets and fee schedules for their State or area; and
5. Participate, through representative groups, as members of the State Board.

B. Conditions for Certification of Insurers and HMlO's
Any Insurer or lIMO could be certified (and recertified) to Insure services

under the program If It-
1. Meets applicable legal standards required by the State(s) in which It

operated;



479

2. Makes available at the negotiated community rate a program of insurance
or benefits covering all services specified by the program;

3. Accepts for enrollment all employee groups or eligible individuals at the
negotiated rate, within the resource capacity of the 11M or similar arrangement
and within limits appropriate for plans negotiated or arranged between employers
and employees that are self-insured;

4. Provides the same added benefit to the required program of insurance, or
the same premium rebate, to all enrollees (except that a portion of this rebate
could be allocated to employers in return for services in arranging for the avail-
ability of a cost-effective insuring plan);

5. Complies with all regulations of the National Board regarding advertising,
customer :ervice, standard claims forms and procedures, rights of privacy of
enrollees and providers, and other areas authorized by the program.

6. Is a member of a consortium and complies with all rules and procedures
of the consortium considered reasonable by the National Board;

7. Makes no departure from those methods of marketing, or paying for health
services without special approval.

C. Consortia
The National Board would certify four national corporations or "consortia,"

with State and area subsidiaries as follows: one consortium would be formed
from Blue Cross and Blue Shield Plans, one from commercial insurance carri(.rs,
one from Prepaid Group Practice HNMOs (as defined in title XIII of the PUS
Act) and one from Independent Practice HMOs (as defined in title XIII of the
PIS Act).

Each consortium would-
1. Represent its member plans in activities of the National Board;
2. Represent its members on a negotiating committee established by the State

Board for the reimbursement of participating providers;
3. Collect and place in a fund all premiums due from employers, individuals,

and State and Federal governments on a monthly, quarterly, or annual basis;
4. Notify the National Board of employers or individuals who are in default

on premium payments;
5. Pay community-rated premiums from the consortium fund to the member

plans on behalf of each plan's enrollees;
6. Establish an arrangement for transferring mandated premiums and other

payments among consortia to adjust for differences to risks insured;
7. Make payments to participating providers of care on behalf of their mem-

ber plans;
8. Monitor payments to providers of care;
9. Conduct claims review program and collect data as required by the National

Board;
10. Facilitate smooth transfer of enrollment and premium collection In the

same or different geographic areas, or between consortia.
In order to be certified:
1. The consortium of Blue Cross and Blue Shield plans and the consortium

of commercial insurers would have to have member plans In all States and
major areas;

2. Each consortia would be required to accept Into membership any Insur-
ance or IIMO plan certified by the National Beard applying for membership: and

3. The consortia would have to possess resources and present a plan of opera-
tions to the National Board which demonstrates intent and capacity to carry out
all the functions specified above.
D. Structure and Administrative Functions of the National Health Board

The National Health Board would be an independent agency of the Federal
government, reporting directly to the President. It would be managed by a five-
member National Health Board (hereafter called the National Board) appointed
by the President and confirmed by the Senate. The Chairman would be appointed
by the President; members would have staggered five-year terms. No more than
three members could be from the same political party.

The National Board would be responsible for all policies under the program.
It would appoint a chief administrator and organize bureaus and other staff and
operating units within the National Health Board. The National Board's Juris-
diction would include the current Health Care Financing Administration and
other DHEW programs or elements of other current DHEW agencies. In addi-
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tion, the National Board would administer the Health Resources Distribution
Fund.

The National Board would include a Board of Appeals to which providers,
insurers, Individuals, or others could make final administrative appeal after
opportunities for appeal at the State Board or, as appropriate, the consortium
level had been exhausted.

The National Board would be served directly by staff offices of the Ombuds-
man, the Advocate, and the Inspector General. The Ombudsman would investi-
gate and report to the Board on complaints about the operation of the program
and recommend changes In regulations or practices.

The Advocate would assist consumers in defining, protecting, and asserting
their rights and would focus on the needs of minorities, the elderly, the disabled,
other disadvantaged groups, and women.

The inspector General would perform functions with respect to health similar
to those now performed by the HEW Inspector General. The Inspector General
would conduct investigations into fraud and abuse, and acting through the State
Board, would contract with State fraud and control units established under Sec.
1903 of the Social Security Act to conduct the activities defined in this section
with respect to all health services covered and all health care providers reim-
bursed under the program.

E. Commissions on Benefits, Quality, Access, and Health Care Organization
The National Board would establish standing Commissions on Benefits,

Quality, Access, and Health Care Organization in order to continually revew
and advise the Board on ways to improve the program and to attain program
objectives. More than half the members of each Commission would represent
consumers. Each Commission would be furnished full-time staff, with staff re-
sources specifically assigned to consumer members. The Commissions would also
include representatives of the various health care professions and provider
Institutions and their employees, and insurers, as the National Board considered
warranted for the purposes of the Commissions.

F. Structure and Administrative Functions of the State Health Board
The State Health Board would be a State-chartered public corporation (here-

inafter called the State Board), established by the governor at the request of
the National Board to carry out specific functions under the program. The State
Board would have five members appointed by the governor subject to the ap-
proval of the National Board. Representatives of major purchasers of health
Insurance (employer groups and labor unions) would have two seats on the
board, and at least one other would have to be a consumer. Members would have
staggered five-year terms and no more than three members could be from the
same political party.

The State Board would appoint a full-time chief administrator, organize
bureaus and other staff and operating units In the Agency, and oversee the activi-
ties of the Agency.

The State Board would appoint an ombudsman and advocate who would report
directly to the Board and who would perform for the State the same functions
described above for the National Board. In addition, the State Board would in-
clude a Bureau of Appeals to which providers, insurers, individuals, or others
could make formal appeal and obtain a hearing on grounds established by the
National Board. The State would be authorized to appoint such standing com-
missions or short-term commissions as were approved for funding under their
agreement with the National Board.

H. The Annual NHI Budget
Annually the National Board would prepare a comprehensive budget establish-

ing (1) all public and private expenditures for covered health vrvices and for
the administration of the program and (2) all revenues from mandated preml-
ums and other sources for financing these expenditures. This Budget would limit
the total annual increase of health care expenditures over the preceding year
to a maximum of the average rate of increase in the GNP over the last three
years.

The Annual Budget would be presented to the President and Congress, and to

the State governments, in adequate time for funds to be appropriated to cover

the premiums and other government payments mandated by the program, in-
cluding funds for the Health Resources Distribution Fund. The Congressional
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Budget Office would submit an analysis to relevant committees of Congress each
year of all aspects of the Annual Budget. The Annual Budget would:

1. Balance all revenues to be paid to insurers with all expenditures to be made
by Insurers. (It would also balance projected revenues and expenditures of the
Medicare program) ;

2. Establish expenditures for each State or area:
3. Establish premiums required to be paid to insurers to finance the negotiated

national community rated premiums for all enrollees, showing variations in rates
achieved in each State and present analyses of economic impact on employers
and employment of the premiums, as well as on Federal and State budgets;

4. Include the amount to be requested of Congress for the Iealth Resources
Distribution Fund;

5. Reflect annual budgets of the States and the advice of the National Board
Commissions.

The national budget would be based on agreements with providers negotiated
by the State Boards and approved by the National Board ai.d agreements with
consortia on national community-rated premiums. The State budgets submitted
to the National Board would reflect the advice of State Board Commissions,
representatives of the consortia, and providers in the State, and the Health
Resources Distribution Plan for the State.

0. Be implemented by the State Boards, with the State Boards renegotiating
provider budgets and fees if necessary in order to stay within the revenues
approved; (Negotiated national community-rated premiums in the approved
Budget would provide limits on revenues to consortia for payment for covered
services under the program and could be increased only by a subsequent act of
the National Board. State expenditures approved would be the basis for the
negotiation (or renegotiation) of prospecelve budgets, annual adjustments of
physician fee schedules as necessary, and other provider reimbursements.) ;

7. Be accompanied by projections of the Annual Budget for five years, showing
the effect of the Health Resources Distribution Fund and the limits on Increases
in expenditures nationally and by State and area.

I. Negotiations with providers
For purposes of establishing prospective budgets, fte schedules, and other

payment mechanisms (as described in Part VII), providers would be invited to
send elected representatives to negotiate with committees convened by the
National and State Boards.

State Ncgotiating Groups.-The National Board would establish categories of
providers from which representatives to the negotiating group with the State
Board would be elected. There would be two negotiating groups:

1. The State negotiating group regarding prospective budgets would include
classes of hospitals, UiMOs, hospital-based physicians, hospital employees of
various professions and occupations, community health centers, community
mental health centers, and other providers reimbursable on a prospective budget
basis.

2. The negotiating group regarding fee schedules and other payment mecha-
nisms would Include medical and osteopathic specialties by geographic area of
practice (e.g., rural, urban) and style of practice (e.g., solo, group, Institution-
based) as well as representatives of non-physicians reimbursed on other than
budget basis. The National Board would also establish general guidelines for
the election process of representatives to the various negotiating groups in each
State. Among other factors, these guidelines would provide for proportional rep-
resentation of categories of provides on negotiating groups In terms of their
numbers in the State and the percentage their services represent of the total
amounts reimbursed under the program. Terms of office would be three years
with eligibility for re-elePtlen.

National Negotlating Groups--The National Board would conduct an election
among the State negotiating groups to elect representatives from the State groups
to the national negotiating groups. In addition, the National Board could, In con-
sultation with provider associations and Institutions, appoint up to five additional
non-voting members to each group to represent provider Interests that were not
represented on State groups. Categories of providers would be represented on the
national negotiating groups (except for the additional non-voting members ap-
pointed by the Board) proportional to their numbers on State negotiating groups.
The terms of elected and appointed members would be three years. Both the elec-

, ) n 7q- 12
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tions of negotiating groups and all negotiating sessions would be matters of
public record.
J. Negotiations with insurers and HMO'8

Insurers and HMO's would be invited to send representatives to negotiate on
their behalf with the National Board regarding the community-rated premiums.
The manner of selection of these representatives would be estaltlished by the
insurers and HMO's through their consortia, but should provide for represerita-
tives of such categories of insurers as the Board might require. The number of
representatives to the negotiating groups frqm each consortia would be lrolpor-
tional to the total number of enrollees of each consortium, with no consortium
represented by fewer than two.
K. Apportionment of the costs of a pro, ider's budget among insurers

The National Board would establish rules for apportionment of the costs of a
provider's budget among the insurers after consultation with Insurers. Payment
amounts by insurers would be established initially on an interim basis paid at
such time as may be determined, adjusted from time to time, and settled after
the close of the year.
L. Start-up of administrative structure and processes

Upon enactment of the program and prior to the effective date of benefits, the
National Board would establish and test administrative structures and processes
needed to implement the program on the effective date of benefits. The Board
would be required to report to Congress on its progress 18 months after enactment
and on any technical changes or authorizations of temporary administrative
structures or proc, dures that would ta(.iltate inlp:emeiiat Lon. Tie t(enerai Ac-
counting Office would review the progress of the Board in initiating these ad-
ministrative structures and processes and report to Congress 18 months after
enactment.
M. Federal back-up for State and insurer function.

If a State failed to establish State Board or if insurers failed to establish
consortia or acceptable plans for their operation, or if there were States or areas
in which no insurers qualified for certification, the National Board would perform
the functions of those agencies.

N. President's Commission on the Health of Ameribns
The President would appoint a group of nine distinguished citizens to review

the health status of the nation, the opportunities for improvement, and the cost
for doing so. This Commission would coordinate its activities with those of the
National Board and report on its findings and recommendations.

PART V-PROORAM FINANCING
A. Sources of revenues

Financing for the program would be from seven primary sources: wage-rela :ed
premiums; premiums on substantial amounts of non-wage income; State pay-
ments in behalf of AFDC and State institutional populations; Federal payments
in behalf of SSI beneficiaries and Federal institutional population; voluntary
payments in behalf of U.S. residents who are employees of foreign governments
or international organizations; Medicare taxes and premiums; and general
revenues.

Premiums would be calculated as a percentage of Income. The full percentage
would be applied to wages and one-half would be applied to non-wage income up
to the maximum premiums payable by the individual. The percentage would be
computed so that the costs of NHI benefits for the entire population (except
the Medicare, SSI, and AFDC groups) would be fully covered by total premiums
paid. The prospective percentage rate would vary by State in accordance with
actual budgeted cost increases in each State. If sufficient information were not
available to establish variable rates in initial years, either State-by-State esti-
mates or a single national rate could be employed.

The maximum on premium payable would apply with respect to premiums
withheld from employee's wages or paid by recipients of non-wage income; how-
ever, employers would be assessed on their total payrolls. The premium maximum
would be calculated by family type and no individual would pay more than the
average community rated premium for the individual's family type.
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The income to be derived from each of the seven revenue sources would be
determined as follows:

1. Wage-Related Premiums

Employers would be responsible for the entire payment but would be author-
ized to require that employees pay 25-35 percent of the premium amount. Em-
ployee payments would be subject to labor-management negotiations. An em-
ployer who is severely impacted by the program (had , substantial increase in
premiums which reduced net earnings) would be eligible for a tax credit (or a
payment if not subject to tax). States and localities would be required to con-
tribute as other employees-if they did not, an amount equal to 150 percent of the
amounts due would be deducted from grants otherwise payable.

Wage-related premiums would not be paid by Medicare beneficiaries, nor would
their employers have to pay wage related premiums on their behalf.

2. Non-wage Income Premium

A premium payment, equal to one-half of the rate applied to wages, wonld be
paid by recipients of self-employment and unearned income. Premium payments
(made quarterly) would be required on annual non-wage income in excess of
$2,000 per individual or $4,000 per couple. Late payments would be subject to a
penalty unless exempted by the National Board. For persons under 65 years of
age receiving pensions, non-wage premiums could be paid by withholding and
part (or all could be paid by prior employers. Medicare btneficlaries would not be
subject to the non-wage premiums.

3. Federal Payment8 on Bchalf of SSI Rcopicnts and Federal lnslitutional
'opu flation,

Group-rated premiums would be paid monthly to insurers (or their consortia)
selected by the insmer on behalf of these individuals. A deduction could be made
for other premium payments made by or in Lehalf of SSI recipients.

4. State 'aymctts on Behalf of AFDC Recipients and State Institutional
Population

Group-rated premiums would be paid monthly to insurers (or their consortia)
selected by the individual on behalf of these individuals. A deduction could be
made for other premium payments made by or in behalf of AFDC recipients.
Federal nmatchiug for AFIC payments would be contingent on payment of
premi urns.

5. Voluntary Participants

Foreign governments or international organizations could enter into agreements
with the Board for cov rage of their employees and families who are long-term
U.S. residents.

The Federal government would be empowered to enter into reciprocal agree-
meats with other countries under which health services would be provided to their
residents visiting this country in exchange for provision of similar services to
U.S. residents visiting their countries.

6. Medicare

The Hospital Insurance tax, at the sime rate specified in current law. would
lie applied to all U.S. wages i.Aluing those of Federal employees, all nonprofit
organization employees, and. under pain of deduction from grants (equal to one
and one-half time the estimated tax ), state vnd local employees Voluntary agree-
ments with foreign governments would require payments equal to this tax. The
Medicare Part It premium, computed on the basis spweified in existing law,
would be made mandatory for all persans eligible for Part A (all persons cur-
rently eligile. all persons over age 65, and the disabled after they have been
disabled for five months) The Federal government would pay the Part B pre-
mium. co:mputed on the has~s specified in existing law. would be made mandatory
for all persons eligible for Part A (all persons currently eligible, all persons over
age 65. and the disabled after they have een disabled for five months). The
Federal government would pay the Part 11 premiums on behaIf of SSI recipients.
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7. General Revenues

Increased general revenue obligations would be incurred on account of: (a)
Payments for SSI population and increased payments, if any, for Federal in-
stitutional population; (b) difference between Medicare tax plus premiums and
cost of services to Medicare group; (c) uncollectable premium payments due to
private insurers; td) payments to impacted non-taxpaying employers; (ej sav-
lugs clause to States for Medicaid; (f) administrative costs; and (g) an in-
crease, if any, in Federal employer payments !n behalf of Federal civilian and
military personnel.

Offsets to current general revenue obligations would occur as a result of : (a)
elimination of individual tax deductions for health insurance premiums and
services covered under ?IHI; (b) deduction of Federal payments for Medicaid;
(c) reduction in escalation of the costs of covered services; and (d) an increase
in Medicare II contributions by those presently not participating.
B. Year-cnd adjustments

The wage-related premium would constitute full premium payment for wage
ear, rs witL less than $2,000 in non-wage income.

Each premium payer with non-wage income over $2,000 would be required to
calculate his/her total premium obligation. The non-wage income subject to
premium payments would be the amount of such income (over the *2,000 exemp-
tion) except that the total of premiums paid on the basis of wage and non-wage
income could not exceed the maximum premium. The premium payment for
non-wage income would be halt that applied to wage income. If, at the end of
the year, any individual paid (or his/her employer paid amounts that could
have been assessed to him/her) more taan the community rated premium for
his/her family type, he/she would receive a refund.

0. Enforcement
The Federal government would make a premium payment in behalf of any

individual who failed to pay the required amuunt. The payment would become
a debt owed to and collectable by the government from such individual.
D. Effective dates

Income-related premium would first become payable the calendar quarter be-
bore provision of benefits while monthly premiums would first become payable
in the month before provision of benefits.
E. Rcidual medicaid

During the first three years the NHI program was In operation, States would
pay no more for premiums for AFDC recipients and residual Medicaid than they
paid in the base year except for an annual adjustment equal to the overall pro-
gram rate of increase. This savings clause would only apply to States which:
(1) had the Medicaid benefits in effect for two or more years prior to the
effective date, (2) continued pre-enactment Medicaid benefits not covered by
NHI, (3) paid required premiums ii behalf of AFDO recipients and State in-
stitutionalized popuation; and (4) met requisite Federal standards. In such
cases, the Federal government would pay 90 percent of the administrative costs
of the residual Medicaid program.
F. National, State, and area premium determination

The National Board would set the limit on NHI expenses. Budget expenses in
any year could increase at a rate no greater than the average rate of increase in
the GNP In the preceding three years.

The National Board, with the advice of the consortia, would perform the
actuarial calculations for determining premiums (which would include an al-
lowance for contingency reserves). In the event the NHI Board found a shortfall
in income, a temporary advance could be made from general revenues. This
amount would be recovered from premium Income in subsequent years.

The National Board would distribute the national budget among the States.
The health care operating cost increase allowed for a State could be greater than
the national average If the state's per capita expenditures were less than the
national figures and less than the national average if the State's per capita ex-
penditures were greater. The maximum variation in the increase permitted would
be 20 percent below to 20 percent above the average increase. The limit deter-
mined for a State (or area) could be adjusted upward if It had several under-
served populations for whom special development programs had been approved
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In the Health Resources Distribution plan. If a state budgeted less than the
limit allowed, the state's income related premiums would be adjusted downward
accordingly.

G. Insurer financial duties
Insurers would:
1. receive the premiums, making use of consorted as they decide In handling

the funds;
2. determine the premiums required to cover the risks they cover taking Into

account the costs in the areas they serve so that no advantage would occur from
enrolling good risks or disadvantage from enrolling poor risks. The insurers
would gain from demonstrated cost-effective delivery of services;

3. set aside a reserve for redistribution of funds among insurers to assure
income proportionate to risks covered;

Consortia, if used to distribute risks premiums, would pay insurers from time-
to-time with final settlement after the end of the year. The Defense Department
would act as insurer and consortium for members of the armed forces and their
dependents, would operate independently from other insurers, and would receive
other funds than the normal premiums as appropriated.
M. Philanthropic contributions and State and local government aupplcnent pay-

"Icnt8
Philanthropic funds and additional State and local funds could be used to

supplement NHI financing but could not be directed toward expansion of the
benefit package. Any capital investment or services changes made with such
funds would be subject to planning approval.

PART VI-HFALTH CARE IMPROVEMEN-T
A. National objectives

The bill requires the National Board, consulting with the President's Commis-
sion on the Health of Americans, to establish national objectives for health care
Improvement to guide the planning process, the annual budgeting process, and
other activities under the Act.
B. The health care improvement plan

The National Board would prepare and update annually a five-year plan de-
scribing the nation's needs regarding health care accessibility, quality, and costs;
the effect of implementation of the Act on these needs; and strategies for meeting
the needs in the future. The National Plan would:

1. define such projected needs as: shifts in geographic distribution of health
care facilities and geographic and specialty distribution of professional pro-
viders; growth In enrollment and in numbers of cost effective alternative delivery
systems; reductions in use of outmoded or duplicative tests or procedures; pro-
vider conformance to certification requirements through budget reimbursement
or grants from the HRD fund; and other factors or special population emphasis
as the National Board may require;

2. analyze the impact of the Act's provisions that provide for: the annual
budget by category of service, with national and state expenditure limits; com-
petitive marketing through HMO's and other innovative systems; negotiated
prospective budgeting and fee schedules; PSRO review of all covered services;
Health Care Resources Distribution Fund grants and contracts; state govern-
ment activities In preparing and implementing the Plan; and such other provi-
sions as the National Board considered appropriate; and

3. describe how standards and guidelines issued or proposed by the Natlonal
Board to implement the Act met defined needs.

The National plan, based on State five-year plans prepared and annually up-
dated by Governors at the National Board's request, would also include the State
health plan prepared under title XV of the PHS Act, other state planning activi-
ties required by the PHS Act and the Community Mental H'-.X, Centers Act,
and such additional state activities as the G4Lvernor may dete mine.

The State five-year plans would describe projected ne, is regarding accessi-
bility, quality, and cost of care as specifically as possible, and specific actions (lie
State government planned to fill them. The State plans would be based on stand-
ards and guidelines (including projected budget limitations for each State)
promulgated by the National Board. All health related plans formerly submitted
to the Department of Health, Education, and Welfare under the PHS and CMHC
Acts will be submitted to the State Board, along with the State Plan. The State
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Board would make grants up to the state's allocation level from the HRD fund,
with the guidance of this plan, deviating from the plan only after consulting
the Governor and upon review and approval of the National Board.

The State Board, in preparing its annual state NHI budget, would assure re-
source availability and other changes proposed in the plan.

The State Board, negotiating with providers on budgets, fee schedules, and
other reimbursement policies wouhl not approve: provider budgets with services,
training, or accumulation or assets for capital expenditures inconsistent with the
plan; or fee schedules inconsistent with State manpower redistribution goals.
Issues of consistency would be subject to review and decision of tii National
Board.

C. Hlcalth reourecs distribution
The bill would authorize a national fund from general revenues at a level of

$500 million for the first year of benefits and for each of the next five years.
The fund would include: amounts requested by the National Board and appro-
printed by Congress to augment funding for existing i)II W programs trans.
ferred to the Board's jurisdiction; an amount to be allocated by the National
Board for award to states based on plans, annual NII budgets, and the prepared-
ness of states to use the funds effectively--except that no state would receive
less than one-half of a pro rata share based on population.

The HRD Funds could be used by the National Board and State Boards to
award grants and contracts for purposes described either in the Act or in the
legislation authorizing programs transferred to the National Health Board
from the P11S or other agencies, including: conversion or closure of underuti-
iized facilities: start-up of needed services in critically unde, served areas; reno-
vations enabling providers to meet specific requirements relating to safety acces-
sibility, or other critical factors; stimulation and support of 1.M0s and other
cost effective delivery systems; establishment of phasing out of health profes-
sional education programs according to projected manpower needs in specialties
and professions; start-up programs of continuing educational and professional
development through PEROs or other private agencies on clinical practice state
of the art and Improvement areas in current practice patterns; and other pur-
poses appropriate to improving quality, accessibility, or other objectives for
health care under the Act.

D. Health stati8tics, health services research, and technology evaluation

The bill would establish under the National Board a National Institute of
Health Care Research. to replace the existing DIIEW Office of Health Tech-
nology, and include research institutes for health statistics, health services re-
search, and technology evaluation. The new institutes would have functions de-
scribed P.L. .5-623 for DUEW programs in these areas and would operate as
independent research institutes under the Board.

The National Center for Health Statistics would be given the following new
functions: formulating data policy, regulations, and operational guidelines for
establishment and operation of data-gathering systems by the agency; assuring a
flow of information required for both management of the NHI program by the

national agency, such as for budget information; assuring program accounta-

bility regarding its impact on cost, access, and quality of care and on morbidity

and mortality; and analysis of data gathered to meet needs of agency managers,
consumers, and providers.

Data and information systems operated as defined by thcs Center under this

Act and under Sec. 300 of the PtS Act should: be based on Uniform Minimum

Data Sets established by the Center for Health Statisticsl; include the entire

U.S. population and all health services; promote efficiency and effectiveness in

collecting, processing, analyzing, and disseminating information: establish and

coordinate data gathering activities by consortia, state and local agenices, and

the national agency, to minimize duplication; and provide Information to con-

sortia, employers, coinsurers, and providers, and other interested Institutions

affected by the Act to inform their choices and facilitate activities under the

Act.

E. Health education
The State Board would be directed to carry out a program to educate all

residents on health, self-care, effective use of the health care system, and their

rights and privileges under the Act.
Inforniatllon on lhalth living habits and appropriate use of resources would

be furnished through dlr velopment of both materials for distribution through
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medi i and curricula suitable for classroom instruction at various levels, as well
as through training of professionals.

Appropriate patient participation in care would be dealt with through prepa-
ration of training materials, support for training sites related to serious but
common impairments in which patient activities play an important role, and
training of professionals.
F. Special studies and demonstrations

The National Board would be required to continuously study and evaluate
the operation of all aspects of the program, including study and evaluation of the
adequacy and quality of services furnished under the program, analysis of the
cost of each kind of service, and evaluation of the effectiveness of measures to
restrain costs.

The National Board, through the work of. Commissions and other means, would
specifically study and evaluate the effects of the program on residual Medicaid
programs in States, including the cowprehensi ee.ns, actessib.Lty, aid quality
of services to Medicaid beneficiaries, and would recommend legislation and guide-
lines for effecting Improvements In the various Medicaid programs. The Board
would submit to Congress no later than five years after enactment, its legislative
recommendations in this regard, Mith special emphasis on how to meet the long-
term care service needs of Medicaid eligibles.

With regard to these various special studies, the National Board would direct
the Commissions us follows:

1. The Commission on Benefits would study and recommend changes In covered
benefits tased on current evidence of the cost and effectiveness of various health
services including preventive health, mental health, drugs, vision care, long
term care, home health care, dental coverage, and other services for which
limitations or exclusions exist under the program.

2. The Commission on Quality wound study wnd recommend legislation or
regulations to improve the quality of health care services.

3. The Commission on Access would study the level of services utilized by
various beneficiaries and would recommend legislation, guidelines, or regulations
to remove barriers to access and/or create needed resources for care.

4. The Commission on Health Care Organization would study the costs and
effectiveness of the various methods of delivering health services and would
recommend legislation or regulations to suppoi t and encou, age tile creation and
expansion of more cost-effective systems of health care.

Programs of personal care scrvice.-T''he National Health Board would be
required to carry out a substantial demonstration plgram in the organization
delivery, and financing of personal care services to the elderly and chronically
disabled including the hospice concept. Initial funding authorization would te
at the $100 million level. The Board would make grants from the Resource
Distribution Fund to demonstrate and assist in the development of community
programs which seek to maintain In their homes people who, in the absence of
comprehensive health and personal care services, would require inpatient ln.tl-
lutional services: The hospice concept would be among those demonstrated and
evaluated.

PART VII-PROVIDFR REIMBURSEMENT

A. T11pcs of reimbursemont
The bill specifies the types of reimbursement by class of provider as follows:
1. Prospective rates based on approved budgets for hospitals, homes health

agencies, neighborhood health and other health centers, and skilled nursing
facilities;

2. Fee schedules (subject to overall budget limits) for physicians, podiatrists,
and laboratory services and durable inedital equipment (subject to hitits based
on lowest costs for widely available services) ;

3. Existing Medicare determinations for other providers;
4. Capitation payments for HMOs. Payment rates would be community-rated

(with appropriate adjustments) for non-Medicare enrollees and experience-rated
(with appropriate adjustments) for Medicare enrollees. Developing HMOs would
be paid approved budget costs in excess of capitation payments from grants
from the Health Resources Distribution Fund;

5. Salary or fee-for-time payments permitted In lieu of fee schedule payments
If this alternative did not result In higher costs; and

6. Acquisition costs plus professional fees for drugs and audiological services.
The Board could allow, on an experimental or other basis, the use of other

payment methods if it determined such use would advance program objectives.
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B. State budgeting process
The State approved budget would distribute total allowable funds (as deter-

mined under Part V) among various health service components with leeway
for redistribution and provision for contingencies.
0. Prospective reimbursement

Hospitals and other institutional providers would be reimbursed on the basis
of negotiated budgets applied prospectively.

1. Submission of Proposed Budget
Each provider would submit its proposed budget to the State Board at such

time, in such form, and providing such data as the Board required. Required
data would include historical data, full year budget for the year subject to
approval and a two and five year capital and service change budget plan. The
reports would cover total provider operation and include data on operating and
capital costs, inpatient and outpatient services, costs of continued services and
cost effects of discontinued and added services, cost effects of expected produc-
tivity aud utilization changes, revenues by source and type, volume of services,
and patient characteristics.

2. Review by State Board

The State Board would review the proposed Budget and negotiate with pro.
viders within the parameters established by the National Board. Representa-
tives of patients and mayors would be party to the negotiations; the advice of
consortia representatives would be available. In all cases, the review would
confirm conformity of the two and five year capital and service change budgets
with the approved HSA plan for the area.

The State Board would use screens to determine which budgets could be
approved without further detailed review and what elements within a budget
might require such review. Screening parameters would be set in accordance
with National Board policy and could take various forms including: (a) annual
rates of increase in total budgets, average inpatient costs per admission, or
average inpatient costs per day; (b) absolute cost levels, by type of hospital,
for average per admission inpatient cost, average per diem inpatient costs, aver-
age outpatient visit cost, or educational costs; and (c) cost ratios, by type of
hospital for administrative costs or various service costs.

The State Board would conduct (or delegate the conduct of) detailed reviews
of budgets which fail one or more screens or fall into a randoni quality control
check. Reviews would include consideration of quality and access issues, effec-
tive use of services, and PSRO and JCAH findings.

Providers would be given an opportunity to comment on costs the State Board
found were not approvable. Budget reductions based on modifications in opera-
tion would be scheduled.

3. Approval by State Board

The State Board would receive a recommendation for the provider budget
arrived at by a negotiation between consumer and the provider (who may be
assisted by an association of providers). Employees of the provider would be
represented by persons nominated by their unions. The consortia would par-
ticipate in this process. State Board representatives would be available as tech-
nical advisors. In the event no timely recommendation was received, the State
Board would proceed on Its own.

The State Board would have the final authority (subject to reconsideration,
appeal, and court review) for approval of provider budgets. The approval would
take account the budget limits Imposed by Congress and the National Board,
HSA area plans, demographic factors, expected cost inflation, effect of approved
capital and service modification plans, effects of acceptable wage Increases, and
efficiency objectives for the Institution.

The budget approval would establish, subject to adjustments, total amount
reimbursable to the provider under NHI and could establish maximum levels for
subparts of the budget subject to transfers among the subparts within specified
limits.

4. Reconciliation of Accounta

The hospital would be required to submit a reconciliation of accounts at the
end of the year. Differences would be recognized in subsequent budgets to the
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extent appropriate. Expenditures for non-approved purposes could not be
reimbursed unless subsequently approved.

5. Definition of Includable Coats

Costs included in provider budgets would be reasonable costs of services gen-
erally provided by hospitals. Specific provision is made for certain elements as
follows:

(a) Payments to physicians under contract with the prbvlder, payment to all
radiologists and pathologists providing services in a hospital, and payments to
physicians service patients in a mental hospital would be included in the pro-
vider budget. Payments to other specialists could be auded to provider budgets
where deemed appropriate by the Board.

(b) Wage increases for non-supervisory employees would be approved to the
extent the Secretary determined such increases were reasonable.

(o) Payments for services rendered to non-covered individuals would be
included in the Budget.

( .,Depreciation costs would be excluded. Principle payments on debts
i0curred before enactment of NHI and costs of small capital expenditures would
be included. Costs for new major capital expenditures would be included in a
lump sum payment or in thd form of amortization payments for debts to the
extent approved in the planning process. Covered costs would also include costs
associated with institutional closings and cutbacks.

(e) Profit for investor owned facilities would be allowable to the extend cur-
rently provided under Medicare.

6. Capital Expenditures

The capital elements of a provider's budget and operating costs stemming
from capital and service changes would be reviewed in coordination with the
planning process, subject to NHI limits. Approved capital expenditure limits
could be exceeded by an amount equal to one-half of the amount that operating
expenditures were below the operating expense limit. Planning approvals for
purposes of provider budgets would take into account area needs, cost effective-
ness, projected cost changes, alternative means of making the proposed changes,
and HSA recommendations.

7. Uniform Data Reporting Requirements

The National Board would establish uniform data reporting requirements for
the provider budget. Data obtained would be disclosable to the public.

8. Basis of Payment

Interim payments would be made by insurers on the basis of estimates of the
proportion of resources used by persons covered by the insurer with adjustments
made at the end of the year. The basis of apportionment of provider costs by
insurer would be set by the National Board; such basis would be designed to
produce budgeted revenues without requiring a large amount of patient-by-
patient data. The National Board could establish a single method of apportion-
ment or more than one for a class of providers. The State Board could be given
a number of specified choices as to methods of apportionment. The National
Board could permit States to experiment with alternative approaches.
D. Physician fee schedules

1. Long-term Provisions

The bill would require participation of a physician as a condition for NHE
reimbursement. Participating physicians would be required to accept program
payment as payment in full for covered services.

Participating physicians would be paid on the basis of fee schedules designed
to provide Ikayinent levels consistent with the budget. Insurers and State Boards
would be required to report to the National Board when deviations occurred,
and State or National Boards would be required to take necessary corrective
action.

The National Board would develop a national relative value scale for services
based on time and effort involved, difficulty of performances, cost to provider,
and social desirability of the service. The RVS would serve as a guide for modi-
fying fee schedules. The Board would develop a policy for variations permitted
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In fee schedules taking into account variations In costs, variations in non-phy-
sician earnings, and reasonableness of rates of change (avoiding rollbacks in
fees). The established fee for a given service which could be provided at essen-
tially the same level of quality by two or more categories of personnel (primary
care physician and specialist, or physician and nonphysician) would be at the
level reasonable for the lesser cost personnel. The National Board, with the ad-
vice of a Commission on Reimbursable Medical Procedures, would determine
those services which would be included or excluded from the list of reimbursable
services. New services would be added as approved.

The National Board, based on the advice of the Commissions on Benefits nnd
Quality, would encourage or prohibit reimbursement for specified procedures
based on developments in clinical science and practice and would establish a list
of high cost, elective or overutilized services which could only be reimbursed
under specified conditions.

The State Board would be authorized to encourage and award HRDF funds
to finance programs of continuing education and professional development
through PSROs or other private agencies. Based on the recommendations of a
PSRO, an insurer would eliminate or reduce payments on a pro rata basis for
specified services for providers found to abuse or misuse the services.

Every five years (or earlier upon the call of the National Board or petition
of 25 percent of participating physicians) negotiations would be reopened on
relative values and fee schedules. If the negotiation failed to arrive at a con-
census, the schedules would continue unchanged except for the normal updating
process. Strong evidence for re-examination would be considered to exist when
the rate of growth in total payments to physicians exceeded the rate of growth
in the GNP. Modification in fee schedules would be made after an opportunity
had been provided for negotiation between payors and physicians. Physician
representatives would be nominated by peers in the category of physicians In-
volved In the negotiations.

The National Board would develop a formula for establishing year-to-year
changes in fee schedules taking into account increases in non-physician earnings.
office costs, limitations on increases in line with Board policy, and the results of
negotiations.

An award system would be established to recognize unusual merit among
participating physicians.

2. Initial Provision (cffcCtive before payment of bcncflts)

The Board would set State (or area) fee schedules based on average medicare
levels in the year or enactment after application of the Medicare index.

If a physicians' customary or billed charge was less than the schedule that is
the amount which would be paid. If a physician's Medicare approved charge
was higher than the fee schedule he would he paid at that rate. but this rate
would not increase until the fee schedule catches up to it through the indexing
provisions described above. Medicare, Medicaid. and -all Private insurers intend-
ing to participate in the program would reimburse nhysicians under these rules.

3. Services provided to a person not then enrolled with an Insurer would be
paid for by the insurers with which he later enrolls.

PART VIIIl-MICELLANEOUS AMENDMENTS

This part would make appropriate changes in the Social Security Act to ex-
tend PSRO requirements to all services and all providers under NHT. PSRO
activities would lie funded through general revenues. This title would also modi-
fy Section 1122 of the Act (limitation on Federal participation for capital ex-
penditures) to conform to other provisions in the bill relating to health facilities
planning. A provision comparable to Section 1879 of the Act (limiting the liabil-
ity of the beneficiary to pay the costs of certain non-covered services received
where the beneficiary believes services are covered) would be Incorporated under
NHI.

The Railroad Retirement Act would be modified to take into aceolmt chanes

in the Medicare program. Other statutes would also he modified to conform to
NHI except no changes would be made in any veterans legislation.

The IRS Code would be amended by repealing the deductions allowed for

health insurance premiums for covered services.
This part also spefles the effect of NHI on existing emnloyer-emplovee health

benefit plans. NHI would not affect or alter any contractual or other nonstatutory



491

obligation of employers to pay toward any or all of the cost of services if the
affect or alteration would shift the obligation to pay the costs in any part to
employees, dependents or survivors. The obligation would continue and apply as
an obligation to pay the employee premiums under NHI. The per capita monthly
amount required to be paid by the employer under this provision would not ex-
ceed the greater of either: (1) the per capita monthly employer cost of providing
or paying for health services in the month prior to implementation of NII, or
(2) the per capita monthly employer cost which would have been Incurred In,
the absence of NHI. If the employers per capita monthly obligation was greater
Ifi the month prior to implementation of NIII than under the new program, the
excess would be used to provide other benefits or rebated to employees at least
for duration of the contract or other obligation.

SUMMARY OF COST ESTIMATES, FISCAL YEAR 1983'

(in billions of 1980 dollarsl

Present Kennedy
law plan Difference

I. Total spending for services covered by the plan ......................... $171.4 $211.4 $40.0
It. Total on-budget Federal cost ......................................... 51.0 79.6 +28.6

Ill. Total non-Federal cost ............................................... 120.4 131.8 +11.4

1 All estimates prepared by Gordon Trapnell of Actuarial Research Corp.
Note: Actuary estimates an employer/employee premium of 7 to 8 percent, depending upon the success of cost con-

tainment programs.

CROSSOVER POINT 1

The crossover point is the year in which, under this plan, the Nation spends
less on health care than if it enacts no legislation.

Crossover-four years after passage.
In 1988, for example, the Nation would spend $38 billion less than if no law is

enacted.
NATIONAL SPENDING UNDER PRESENT LAW IN FISCAL YEAR 1983 FOR SERVICES THAT WILL BE COVERED BY

KENNEDY PLAN*-TOTAL POPULATION
[in billions of 1980 dollars)

Preven- Admln-
Part A' Part B, Mental' tion4 Drugsa istration Total

Total .......................... 81.2 66.5 5.2 0.7 5.0 12.8 171.4

Private payments -------------------- 40.9 45.2 2.5 .6 4.1 9.7 103.0
Paid out of pocket ----............ 7.0 21.6 1.1 .4 3.7 .......... 33.8
Private insurance ................. 33.0 22.7 1.2 .2 .4 9.2 66.7
Other private payments ............ .9 .9 .2 () (9 .5 2.5

Government required insurance --------- 1.7 4.6 (*) 0 () 1.3 7.6
Medicare ................................... 2.5 .............................. .2 2.7
Workmen's compensation .......... 1.7 2.1 ........ : (-) 1.1 4.9

Federal taxpayers .................... 34.5 13.3 . . 1.5 51.0
Medicare ........................ 26.3 7.6 .2 ................... 1.0 35.1
Medicaid/SSI beneficiary costs ...... 4.2 3.3 .4 .1 .4 .4 8.8
Federal facilities and grants......... 4.0 2.4 .4 .2 .1 7.1

State and local taxpayers .............. 4,1 3.4 1.7 3 .3 9.8
MedicaidlAFDC recipient costs ...... 3.3 2.6 .3 ( .3 .3 6.8
State or local facilities and grants ... .8 .8 1.4 () () 3.0

Bad debts and u nbilled services a ....... 2.9 5.9 .3 () . .......... 9.2

'Includes services covered by part A of medicare and hospital based physician services, except those provided by
psychiatric facilities.

Includes services covered by part B of medicare, except hospital based physician and psychiatric facility services.
8 Includes services in psychiatric facilities that are covered by proposal.
4 Services for children only.
s Limited to a formulary for chronic conditions.
I Bad debts are services for which a valid bill is presented to a patient but is not paid, unbilled services are those for

which a provider normally charges but are not billed for some patients.
*Assumes passage during 1979 of administration hospital cost control proposal.

I Figures prepared by Professor Isidore Falk, Professor Emeritus, Yale School of
Medicine.
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NATIONAL SPENDING UNDER KENNEDY PLAN IN FISCAL YEAR 1983 FOR SERVICES COVERED BY BILL*-TOTAL
POPULATION

[in billions of 1980 dollars

Preven- Admin.
Part AI Part B' Mental I tion 4 Drugs' Istration Total

Total .......................... 85.2 95.5 6.9 2.2 6.8 14.8 211.4

Government required Insurance ......... 39.7 65.9 4.2 1.9 2.2 11. 1 125.0
Medicare ................................... 2.6 ----------------------------- .2 2.8
National health plan ............... 38.0 61.3 4.2 1.9 2.2 9.8 117.4
Workmens compensation ........... 1.7 2.0 (4)-. - - () 1.1 4.8

Federal taxpayers ..................... 42.2 27.0 2.4 .3 4.3 3.4 79.6
Medicare ......................... 36.8 21.5 1.8 .......... 3.8 2.0 65.9
Medlcaid/SSI beneficiary costs ...... .6 1.1 .2 .2 .4 .2 2.7
Employment subsidies ............ 2.5 3.8 .3 .1 .1 .7 7.5
Federal facilities and grants ........ 2.3 .6 1 ..................... 5 3.5

State and local taxpayers ............... 3.3 2.6 .3 (C) .3 .3 6.8
Medlcaid/AFDC reciplentcosts ...... 3.3 2.6 .3 .3 .3 6.8

*Assumes passage during 1979 of administration hospital cost control proposal.
I Includes services covered by part A of medicare and hospital biael physician services, except those provided by

P Vchiatic facilities.
Includes services covered by part B of medicare. except hospital based physician and psychiatric facility services.

a Includes services In psychiatric facilities that are covered by proposal.
Services for children only.

S Limited to a formulary for chronic conditions.
$ Assumes larger employment subsidy than specified In bill.

NATIONAL SPENDING UNDER PRESENT LAW IN FISCAL YEAR 1983 FOR SERVICES THAT WILL BE COVERED BY
KENNEDY PLAN*-AGED AND D.I. BENEFICIARIES

[In billions of 1980 doilarsi

Preven- Admin-
Part AI Part 8' MentalI tionA Drugs$ istration Total

Total .......................... 36.1 19.1 1.2 0 2.8 4.1 63.3

Private payments ................... 5.9 6.9 .5 .......... 2.3 2.5 18.1
Paid out of pocket ................. 2.2 3.7 .3 .......... 2.0 .......... 8.2
Private Insurance ................. 3.4 3.0 .2 .......... .3 2.4 9.3
Other private payments ............. 3 .2 .................... .. 1 .6

Government required insurance ........ . 4 2.7 (s) .......... .4 3.5Medicare ........................ ) 2. .............................. .2 2.7Work ens co pensation ............ 2 --)------ .2 .8
Federal taxpayers ..................... 28.6 8.7 1.1 39.0

Medical re ........................ 26.3 7.6 2 .................... 1.0 35.1
Medicaid/SSI beneficiary costs ...... 1.3 .9 .1 ........... 3 .1 2.7
Federal facilities and grants ........ 1.0 .2 .................... ) ') 1.2

State and local taxpayers ............... 1.2 .8 .4 .......... . 2.7
MedicaidAFDC recipient costs ...... 1.0 .7 .1- .......... -. 2 .1 2.1
State or local facilities ............. .2 .1 .3 .......... (*) - ) .6

Bad debts and unbilled services I ....... 1.7 1.3 .1 .......... .1 .......... 3.2

' Includes services covered by part A of medicare and hospital based physician services, except those provided by
psychiatric facilities.

' Includes services covered by part B of medicare, except hospital based physician and psychiatric facility services.
8 Includes services in psychiatric facilities that are covered by proposal.
4 Services for children only.
a Limited to a for ulary for chronic conditions.
* Bad debts are services for which a valid bill is presented to a patient but is not paid, unbiliad services are those for

which a provider normally charges but are not billed for some patients.
* Assumes passage during 1979 of administration hospital cost control proposal.
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NATIONAL SPENDING UNDER KENNEDY PLAN IN FISCAL YEAR 1983 FOR SERVICES COVERED BY BILL-AGE AND
D.I. BENEFICIARIES

[In billions of 1980 dollars

Proven- Admin-
Part A' Part B' Mental$ tion4 Drugs& Istration Total

Total .......................... 37.5 24.4 1.8 .......... 3.8 2.4 69.9

Government required Insurance .......... 4 2.8 ............................... 4 3.6
Medicare ................................... 2.6 .............................. .2 2.8
Workmens compensation ........... .4 .2 .......... ( .2 .8Federal taxpayers ..................... 37.1 21.6 1.8 3. 2.0 66.3
Medicare ......................... 36.8 21.5 1.8.......... 3.8 2.0 65.9
Federal facilities and grants ........ .3 1 ........................................ . .4

1 Includes services covered by part A of medicare and hospital based physican services, except those provided by psy-
chiatric facilities.

' Includes services covered by part B of medicare, except hospital based physican and psychiatric facility services.
3 Includes services In psychiatric facilities that are covered by proposal.
4 Services for children only.
I Limited to a formulary for chrc nic conditions.
"Assumes passage during 1979 of administration hospital cost control proposal.

NATIONAL SPENDING UNDER PRESENT LAW IN FISCAL YEAR 1993 FOR SERVICES THAT WILL BE COVERED
BY KENNEDY PLAN-AFDC/SSI BENEFICIARIES

[In billions of 1980 dollars

Proven- Admin-
Part A' Part B' Mental' tlon' Drugs & Istratlon Total

Total .......................... 3.6 2.9 0.3 0.1 0.5 0.5 7.8

Private payments....... ............. .5 3() .3 .2 1.3
Paid out of pocket ................. .2 .2 () .3 .......... .7
Private Insurance ................. .3 .1 ................ . 2 .6
Other private payments ............. CC) (*.............................. (6) (- -

Government required Insurance .......... .......
Workmen's compensation ........................................... C)

Federal taxpayers ..................... 1. 1.3 .1 .1 .1 . 3.5
Medicald/SSI beneficiary costs ...... 1.7 1.3 .1 .1 .1 .2 3.5

Federal facilities and grants ............ Ce) () ()
State and local taxpayers .............. 1.4 I .2 .1..... (*) 1

Medlcald/AFDC recipient costs ...... 1.4 1.1 .1 .......... . .1 .1 2.8
State or local facilities and grants... * .1 .................... (*) .1

Bad debts and unbilled services I ........ .1 .1 (0) (C) (C) ---------- .2

1 Includes services covered by part A of medicare and hospital basedphysician services, except those provided by
psychiatric facilities

I Includes services covered by part B of medicare, except hospital based physician and psychiatric facility services
a Includes services In psychiatric facilities that are covered by proposal.
'Services for children only.
Limited to a formulary for chronic conditions.
Bad debts are services for which a valid bill Is presented to a patient but is not paid, unbilled services are those for

which a provider normally charges but are not billed for some patients.

* Assumes passage during 1979 of administration hospital cost control proposal.

NATIONAL SPENDING UNDER KENNEDY PLAN IN FISCAL YEAR 1983 FOR SERVICES COVERED BY BILL*-AFDC/SS
BENEFICIARIES

]lA billions of 1980 dollars[

Proven- Admin-
Part AI Part B' Mentals tion' Drugsa Istration Tots I

Total .......................... 3.9 3.7 0.5 0.2 0.7 0.6 9.6

Federal taxpayers .................... .6 1. 1 .2 .2 .4 .3 2.8
Medicaid!SSI beneficiary costs .6 1. 1 .2 .2 .4 .2 2.7
Federal facilities and grants .............. ................................ .1 .1

State and local taxpayers ............... 3.3 2.6 .3 * .3 .3 6.8
Medicaid/AFDC recipient costs ...... 3.3 2.6 .3 * .3 .3 6.8

1 Includes services covered by part A of medicare and hospital based physician services, except those provided by
psychiatric facilities.Includes services covered by part B of medicare, except hospital based physician and psychiatric facility services.

' Includes services In psychiatric facilities that are covered by proposal.
4 Services for children only.

Limited to a formulary for chronic conditions.
* Assumes passage during 1979 administration hospital cost control proposal.
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NATIONAL SPENDING UNDER PRESENT LAW IN FISCAL YEAR 1983 FOR SERVICES THAT WILL BE COVERED BY
KENNEDY PLAN *--OTHER POPULATION

In billions of 1980 dollars

Pieven. Admin-
Part AI Part B Mental I tion I Drugs& istration Total

Total .......................... 41.5 44.6 3.7 0.6 1.7 8.2 100.3

Private payment ..................... 34.5 38.0 2.0 .6 1.5 7.0 83.6
Paid out of pocket ................. 4.6 17.7 .8 .4 1.4 .......... 24.9
Private insurance ................. 29.3 19.6 1.0 .2 .1 6.6 56.8
Other private payments ............ .6 .7 .2 .................... .5 1.9

Government required insurance ......... 1.3 1.8 .............................. .9 4.0
Workmens compensation ........... 1.3 1,8 .............................. .9 4.0

Federal taxpayers ..................... 4.2 3.3 .6 (*) .2 .2 8.5
Medicaid/SSI beneficiary costs ...... 1.2 I. 1 .2 ................... . I 2.6
Federal facilities and grants ........ 3.0 2.2 .4 2 .1 5.9

State and local taxpayers ............... 1.5 1.5 1. I .) .1 4.2
Medicaid AFOC recipient costs ...... .9 .8 ,. () ..... .1 1.9
State or local facilities and grants .. .6 .7 1.0 .................... 2.3

Bad debts and u billed services' ....... . t 4.5 .2 .............................. 5.8

I Includes services covered by part A of medicare and hospital based physician services, except those provided by
psychiatric facilities.

a Includes services covered by part B of medicare, except hospital based physician and psychiatric facility services.
a Includes services in psychiatric facilities that are covered by proposal.
6 Services for children only.
a Limited to a formulary for chronic conditions.
I Bad debts are services for which a valid bill is presented to a patient but is not paid, unbilled services are those for

which a provider normally charges but are not billedfor some patients.
0 Assumes passage during 1979 of administration hospital costcontrol proposal.

NATIONAL SPENDING UNDER KENNEDY PLAN IN FISCAL YEAR 1983 FOR SERVICES COVERED BY BILL*-OTHER
POPULATION

(In billions of 1980 dollars

Preven- Adman-
Part AI Part B Mental' tion 4 Druisa istration Total

Total .......................... 43.8 67.4 4.6 2.0 2.3 11.8 131.9

Government required Insurance ......... 39.3 63.1 4.2 1.9 2.2 10.7 121.4
National health plan ............... 38.0 61.3 4.2 1.9 2.2 9.8 117.4
Workmenas compensation .......... .1.3 1. 8 ............... . .... 9 4.0

Federaltaxpayers ................... 4.5 4.3 .4 .1 .1 1.1 10.5
Employment subsidies I ............ 2.5 3.8 .3 .1 .1 .7 7.5
Federal facilities and grants ........ 2.0 .5 .1 .................... .4 3.0

I Includes services covered by part A of medicare and hospital based physician services, except those provided by
psychiatric facilities.

2 Includes services covered by part B of medicare, except hospital based physician and psychiatric facility services.
3 Includes services in psychiatric facilities that are covered by proposal.
I Services for children only.
I Limited to a formulary for chronic conditions.
e Assumes larger employment subsidy than specified in bill.
*Assumes passage during 1979 of administration hospital cost control proposal.

MAJOR FEATURES OF HEALTH CARE FOR ALL AMERICANS ACT

Every American-
Is automatically eligible.
Is covered for broad health services.
Pays premiums related to income.
Enrolls with HMO or other insurer of his choice.

EVERY AMERICAN AUTOMATICALLY ELIGIBLE

Covers American citizens and resident legal aliens.'
Extends medicare to all aged and all social security disabled.

I Special Provisions for Other Aliens In United States.
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COVERAGE FOR BROAD HEALTH SERVICES

Unlimited services: hospital care; physician's services; laboratory services;
X-rays; ambulance services; and medical equipment.

Includes preventive services.
No cost sharing.
Limited services: Drugs (For medicare only) ; home health; nursing home;

and mental health care. Thus prevents financial catastrophe.

PREM3IUMs RELATED TO INCOME

A. Wage related premiums paid by employers-employee shares up to 35
percent.

B. Income related premiums-half employer rate paid by individuals with
non-earned income above $2,000.

No individual pays more than value of his protection.

PREMIUMS TOTALLY SUPPORT NON-MEDICARE, NON-WELFARE POPULATION

C. Premiums for SSI recipients from Federal Government equal to costs.
D. Premiums for AFDC recipients from State governments equal to costs.

ENROLLMENT WITH HMO OR INSURER

Everyone eligible for choice of HMO or other insurer: Non-medicare-HMO
or private insurer; or medicare-HMO or normal medicare.

Open enrollment period available every year.
Additional benefits or cash rebate for enrollees of efficient insurer.
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TRAZVSLAnON OF INCOME-RELATE To RISK-RELATED INSURAN CE PREMIUMS

Income related and experience rated (for needy) premiums paid to fund.
Insurers determine nature of risks insured : personal characteristics and area

costs.
Agents of Insurers (Consortia) distribute income related premiums to insurers

as risk-related premiums.

HEATH SYSTEM FEATURES

Sets strong cost controls and Incentives.
Builds on existing private and government systems.
Improves access to and quality of care.
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COST CONTROLS AND INCENTIVES

Competition among insurers and providers-incentives to enrollees to Join
HMO's and other effective arrangements.

Budgeting-overall increase rate limited by formula to GNP increases; State
budget Increase allocation by formula; more to low cost States, less to high cost
States; State cost control incentives; AFDC premium rate based on cost; State
premium varies with over or under cost.

Negotiated rates between providers and---employers and employees; insurers;
State agency.

Reformed reimbursement and benefit structure-fee schedules; approved hos-
pital budgets; exclusion of unproven and non-essential services.

INCENTIVES IN THE PLAN

For individual employees-to choose plan which has rebate or better benefits.
For labor and management-to influence provider negotiation and State budg-

ets to keep premium rates down.
For Insurers-to incur costs less than premium by efficient operations, special

reimbursement or provider arrangements.
For Providers-to come in under budgeted amount, or discount to do business.

BuxLDs ON EXISTING PROGRAMS

Operates primarily through reformed private insurance: underwriting-deter-
mining insurance company premiums; marketing; claims processing-Paying
Providers; follows government policies on benefits, marketing, and
reimbursement.

Reforms and expands medicare.
Gives States functions: rate setting-monitoring fee negotiations; planning;

provider qualifications; and manage residual medicaid.

IMPROvED ACCESS AND QUA=TY OF CAME
Budget allocations address maldistributions of resources.
Health resources distribution fund helps finance capital redistribution.
Existing resource support programs merged and coordinated.
PSRO program applied to all care.

The CHAiRAN. Senator, we started on the early bird rule, and
we should continue.

Senator Talmadge was the first man here, but he left and lost his
place. I guess I am now the early bird. I will claim my privilege.

As I see it, Senator, we have two problems. How much cost controls
is the majority of this Congress willing to support, and let me say
the way costs are going, I am on the high side. Will be voting for
more cost controls than the majority on this committee, and I suspect
I will be voting for more cost controls, or at least as much, as the
majority of the Senators willing to vote.

Then we have a second question: How much additional medical
care is the majority of the Congress willing to support?

Now, again, let me say as far as I am concerned, maybe I am not
going as far as the Senator from Massachusetts, but my guess is I
will be voting for more than the majority of the Senate is going to
vote to support, and I suspect more likely more than the majority of
the committee is willing to support.

As one who has been around here for a very long time now-I do
not feel like it has been all that long, and perhaps I am just beginning
to approach my greatest usefulness to the country-my impression is

47-296 0 - 79 - 33
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that it is a mistake for us to fail to ,pass a good bill just because it is
not perfect. About all I can say for any bill we have passed is that
it is a good bill as far as it goes.

Now, can the Senator tell me why must we decline to do a lot of good
for great numbers of people who are suffering today merely because
we are not able to do as much as some of us would like to be 1ble to do?

Senator KENNEDY. The second point, I think, should not be an
issue. The administration's cost, you see, about the cost of the phase,
is $24 billion.

I dare say the first phase of our program would be closer to $10
billion.

I think, in the public's mind, the issue has been whoever has the
most expensive program has the comprehensive program. They are
over on one side of the argument, and the people who are cutting back
and have the most modest program are on the other.

I do not think that is where the argument lies.
I would hope that the -point that we would make is that any addi-

tion, even if it be a modest addition, as a first phase, should also have
the elements of the systems change and cost controls.

Now, if you do not do that, even if it looks like it is a modest kind
of increase, and trying to relieve the pressures on elderly people, the
benefits you are providing today are going to be less in relationship
to tomorrow. I would ask Bill Hutton to make a brief comment on
that.

The administration has put cost controls on negotiated fees in the
public sector, those that they are going to deal with in the public sec-
tor. My sense is that that exacerbates the issue of the dual standard
of health care. You are going to have one set of fees for the poor and
another for middle income, or for the rich.

The doctors themselves are not going to take a financial bath, and
you are going to find the squeeze on the poor from a negotiated fee
schedule, and you are going to find they are going to make it up by
raising the costs for middle income people. And it seems that the only
way that you are really going to deal with that particular issue of
negotiated fees is if it is-going to be applicable across the board.

I do not know how else you can reach that, Mr. Chairman.
I think you raise a legitimate question about whether it is better to

provide for th elderly where the needs are greater, or to the youth
who are the most vulnerable. Anyone's choice on that i certainly as
good as mine on it.

The central thrust, and the point that I think our coalition feels so
strongly about, is whatever we do in terms of the additional kinds of
benefits, unless it is tied to system reform and cost containment, those
that will receive the benefits today are going to lose them tomorrow.

That is a longer answer than I would like.
I would like to ask Bill Hutton just to make a comment, since so

much of this is related to catastrophic illness and to the elderly.
I would finally just ivfer to a recent New EnVland Journal of

Medicine's article on how they think the money will be used under a
catastrophic plan.
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[The material referred to follows:]

[From the New England Journal of Medicine, June 7, 19791

FREQUENCY AND CLINICAL DESCiUPTION OF HI1I0-COST PATIENTS IN 17
ACUTE-CARE HOSPITALS

(Steven A. Schroeder, M.D., Jonathan A. Showstack, M.P.H., and H1. Edith
Roberts, B.A.)

From the Health Policy Program, School of Medicine, University
of California, San Francisco (address reprint requests to Dr.
Schroeder at 1326 Third Ave., San Francisco, CA U4143).

Supported by a research contract (HRA 230-77-0035) with the
National Center fdr Health Services Research and by the Henry
J. Kaiser Family Foundation.

Abstract To assess the potential impact of national "catastrophic" health
insurance on the medical-care system, the frequency and clinical characteristics
of high-cost patients were surveyed at 17 acute-care hospitals in the San Fran-
cisco Bay Area. The percentage of patients whose yearly hospital charges
exceeded $4,000 in 1976 ranged from 4 at a community hospital to 24 at a referral
hospital. Hospital costs charged to these patients ranged from 20 to 68 percent
of total billings, with the highest percentages generally occurring at large
referral hospitals. Forty-seven per cent of adult high-cost patients had chronic
medical conditions, and only one in six suffered from an acute medical "catas-
trophe." In addition, more than 13 per cent of high-cost patients died in the
hospital.

National catastrophic health insurance is likely to pay for much chronic ill-
ness and terminal care and divert resources toward acute-care hospitals. (N
Engl 3 Med 300:1300--1309, 1979)

Legislative proposals for national health insurance range from comprehensive
schemes to more limited proposals that would pay for only certain categories of
health expenses. It is sometimes assumed that expenditures under a categoric
program would be fairly easy to predict and that the health-care system would
not change fundamentally as a result of categoric funding. Comprehensive
schemes are often criticized on the basis of their potential inflationary impact.
In contrast, categoric programs are politically attractive since they have a much
lower perceived price tag and can be directed to needy groups. Moreover, there
is substantial precedent for enacting categoric programs. Major federal health-
care-funding programs introduced in the past two decades have been of a cate-
goric nature: Medicare (in general, limited to the aged), Medicaid (limited to
the poor) and the 1972 end-stage-renal-disease amendments to Medicare. These
amendments, in particular, were enacted in response to effective lobbying by
concerned health professionals and lay persons. However, predictions of the
actual costs of these amendments were gross underestimates.'

As a result of the continuing rise in medical-care costs, and the increasing
public perception that a single unexpected illness can cause financial ruin, a
politically attractive categoric system for national health insurance has been
proposed in the form of national "catastrophic" health insmanee. This type of
insurance would pay for health expenses above a certain dollar amount (e.g.,
$5000), or portion of income (e.g., 15 percent), per person or family per year.
Almost all proposals for national catastrophic health insurance have an eco-
nomic, rather than medical, definition of catastrophic IUness. Although it is
possible to conceive of disease-specific definitions, as was the case with the end-
stage-renal-disease amendments, the political push for this type of health Insur-
ance is clearly economic in nature.

Despite tile political attractiveness of notional health Insurance, little or no
data exist on which to base an estimate of the potential effects of various
plans on the care received by patients or on the nmelical-care system itself. The
analyses performed by McClure,2 Mitchell and Schwartz,3 Enthoven,' Falk,"

1Rettig RA: End-stage renal disease and the "cost" of medical technology. Presented
at the Sun Valley Forum on National Health. August 1-5, 1977.

- McClure, W: The medical care system under national health insurance: four models.
J Health Poli t ics Policy Law I :22-68, 1976.

S3Mitchell BM, Schwartz WB: Strategies for financing national health Insurance: who
wins and who loses. N Engl .1 Med 295:866-871. 1976.

'Enthoven AC: Consumer choice health plan. N Engl J Med 298:650-658; 709-720,
1978.

a Falk IS: Proposals for national health insurance in the USA: origins and evolution,
and some perceptions for the future. Milbank Mem Fund Q 55:161-191, 1977.
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and Newhouse et al.6 have highlighted the fundamental issues involved. Falk, in
particular, expresses concern about the effects of national catastrophic health
insurance on tie meuical-care system but presents no data to support his concern.
Trapnell and McFaddlen,' Blrnbaum' ana the Congressional Budget Office' have
studied high-cost illness, primarily from an economic standpoint. Birnbaum
reports that patients in institutions for long-term care account for more than
half of those in this country's high-cost category; however, his uata do not allow
an assessment of the conditions that result in high costs.

Other investigators have looked more specifically at medical-care resources as
used in acute-care hospitals. Cullen and his associates reported on 226 critically
Ill patients admitted to the recovery-room and acute-care unit of the 31assa-
chusetts General Hospital between July 1, 1972, and June 30, 1973. Charges for
these patients averaged $14,300--with lull recovery occurring in only 12 per cent
of the sample." Hiatt" and Griner 2 have pointed out the difficulties involved
In conserving resources in the face of overwhelming clinical pressures in acute-
care hospitals.

All these studies answer certain economic questions and hint at the reasons
for high costs. However, none have provided data on the current experience of
acute-care hospitals with high-cost patients and on what types of patients Incur
high charges in this setting. Our study was undertaken in an attempt to assess
the effects of national catastrophic health Insurance on the medical-care system
by asking the medical, rather than economic, question: "If national catastrophic
health insurance had been In effect in 1976 and Included a $5000 deductible,
what types of medical care would It have paid for in the acute-care hospital?"
Data were collected to determine the experience of acute-care hospitals within a
defined geographic region-the San Francisco Bay Area-compare differences
among hospitals and describe the clinical characteristics of high-cost patients.

METHODS

Study site and hospital selection
The study was conducted in California's health service areas 4 and 5, which

Include San Francisco ard nearby communities. Data were collected at 17 hos-
pitals selected at a cross section of the 50 acute-care hospitals within the two
health service areas. Omitted were federal and health-maintenance-organization
hospitals. Although slightly larger than average, the study hospitals appear to
constitute a fairly representative sample within the two health service areas. In
1976, the 17 study hospitals accounted for about 41 per cent of the beds, 42
per cent of the patient-days and 39 per cent of the discharges of the 50 acute-care
hospitals in health service areas 4 and 5.

Hospitals are categorized for descriptive purposes as: community, county, adult
referral and pediatric referral. The distinction between community hospitals and
the other three groups is based on teaching program: community hospitals have
few or no teaching programs, whereas the other hospitals have full medical-
student and graduate-house-staff teaching programs. The number of house staff
at the community hospitals ranged from zero to five, and at the teaching hospitals
from 50 to more than 200.

Five thousand dollars is commonly considered a potential deductible level for
catastrophic health insurance. Hospital financial data generally do not include
the fees of the attending physician and surgeon; therefore, to provide a better
estimate of expenditures for hospital care, we defined "high costs" as total*
yearly charges of $4000 and above. These data underestimate total yearly charges
since they exclude the costs of ambulatory care, admissions to other acute-care,
psychiatric and long-term hospitals and doctors' fees.

6 Newhouse JP, Phelps CE. Schwartz WB: Policy options and the impact of national
health Insurance. N Engl J Med 290:1345-1359, 1974.

7 Trapnell GR, McFadden F: The Rising Cost of Catastrophic Illness. Falls Church,
Virginia, Actuarial Research, 1977.

viirnbaum It: T!,e Co.it of C itastrophic Illness. Toronto. Lexington Books, 1978.
6Congressional Budget Office, Congress of the United States: Catastrophic Health

Insurance, Budget Issue Paper. Washington, DC, Government Printing Office, 1977.
10 Cullen DX, Ferrara LC, Briggs BA, et al: Survival, hospitalization charges and follow-

up results In critically ill patients. N Engl J Med 294:982-987, 1976.
Il Hiatt HH : Protecting the medical commons: who Is responsible? N Engl J Med 293:

235-240, 1975.
"Griner PF: Treatment of acute pulmonary edema: conventional or intensive care?

Ann Intern Med 77:501-506, 1972.
*In this report, we use the word "cost" interchangeably with "charge."
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Data Collectlon
Data on yearly charges per patient were collected at all 17 hospitals front

patients' financial records. All admissions ior one patient during the year studied
(either fiscal or calendar 1976) were combined; thus, patients, not admissions,
were the units of analysis. 'Ile sampling piMocss was radum among p.,tiats.
Patients with several admissions had the same likelihood of selection as those
with single admissions.

Data on yearly charges were used to estimate the proportion of patients who
incurred charges equal to or greater than $4000 or $10,000 and the proportion of
total hospital revenues derived from these two groups. (Note that the second
group is Included in the first group.) At 10 hospitals, additional information was
collected from the medical records of 933 patients who had yearly charges of
$4000 or more (Table 1).

Three physicians involved in this project made several diagnostic classifications
according to the clinical data that we obtained. First of all, the condition for
which the patient was hospitalized was judged to be either acute or chronic. A
condition was considered chronic if the clinical records showed that It had
existed for one year or longer. This figure Is a conservative measure of chronicity
when compared to the definitions used by others, such as the National Center
for Health Statistics. This variable provides an estimate of the long-term pre-
dictability of the need for medical care. Secondly, the reason for admission was
classified according to one of four categories: palliation or custodial, restore to
normal (unimpaired) function, improve to a previously impaired condition or
diagnostic. Thirdly, the principal Investigator classified the principal diagnosis
according to the International (l'-sstlication of Diseases, Adapted." For patients
with several admissions, all classifications were based on the first of the high-cost
series of admissions.

RESULTS

The estimated proportion of patients with yearly charges greater than $4000
ranged from 4 to 24 per cent; the proportion with charges over $10,000 ranged
from less than 1 to 6 per cent (Table 1). The proportion of total hospital billings
charged to patients whose costs exceeded $4000 ranged from 20 to 68 per cent,
and the proportion charged to patients with costs greater than $10,000 from 3
to 51 per cent. Pearson correlations of the charge-distribution variables with
measures of hospital size (number of beds and inpatient revenues) are uniformly
high and positive.

TABLE I.-ESTIMATED DISTRIBUTION OF YEARLY PATIENT CHARGES AT 17 ACUTE-CARE HOSPITALS

lin percent)

Hosp tal costs Hosnital costs
due to patients due to patients

Patients with with charges Patients with with charges
charges more more than charges more more than

Hospital classification I than $4,000 $4,000 than $10,000 $10,000

Community:
A------------------------------------ 6 23 <1 6
B1 ------------------------------------ 4 20 <1 4
Ca ---------------------------------- 5 25 <i 3
D 2.----------------------------------- 10 40 2 14
Ef ------------------------------------ 16 52 3 18
F ------------------------------------- 9 40 2 16
G ------------------------------------- 13 44 2 16
H ------------------------------------- 16 48 2 16
I ------------------------------------- 18 59 5 34
j I ------------------------------------ 14 50 3 22
K ------------------------------------- 13 49 3 23

County:
L3 ........... I 46 2 20
M I ----------------------------------- 14 57 4 31

Adult referral:
N ------------------------------------ 24 63 6 27
Os ------------------------------------ 19 59 6 32
p s ------------------------------------ 22 66 6 35

Pediatric referral: Q ------------------------ 13 68 6 51

1 Hospitals are listed in order within each class from smalles to largest according to inpatient gross revenue.
2 Patient-specific clinical data were collected at these hospitals.

13 Black ER : Estimates from the Health Interview Survey, United States. 1976 (1)HEW
Publication No. [PHS] 78-1547). Washington, DC, Government Printing Office, 1977.

1 International Classification of Diseases : Adapted for use In the United States. Eighth
revision. Vol. 1 (DHEW Publication No. [PHS] 1693). Washington, DC, Government
Penting Offce, 1967.
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Demographic characteristics of patients who incurred high charges* differed
among the four types of hospital (Table 2). Patients in community hospitals
were the oldest group and were predominantly white. Those in county hospitals
were the youngest adult group, were generally men, and approximately half
were nonwhite. Adult-referral-hospital patients had a median age of 56, more
than half were women, and most were white. Approximately half the pediatric-
referral-hospital patients were newborn, and nearly half were nonwhite.

TABLE 2.-AGE, SEX AND ETHNIC-GROUP CHARACTERISTICS OF HIGH-COST PATIENTS ACCORDING TO
HOSPITAL TYPE

Hospital type

Adult Pediatric
Community County referral referral

Age:Median ........................................ .66 52 56 <1
Adjusted mean : ......................... 8.2 5 7 2.6Sex percent of cases):3

e .......................................... 46 69 44 61
Female ........................................ 54 31 56 39

Ethnic group (percent of cases): 4
White .......................................... 92 51 79 52
Nonwhite ...................................... 8 49 21 48

Patients in sample .................................. 416 172 236 109

Each hospital weighted equally.
* P<O.01. 1-way analysis of variance, with contrast for community versus county and adult-referral hospitals, omitting

pediatric-referral hospital, separate variance estimate ( =823).
Sx2=

35
"
3 with 3 degrees of freedom: P<O.O01 (n =923).

x1152., with 3 Ifegrees of freedom; P<O.01 (,1=907).

The means total cost to these patients also differed according to hospital type
(P<0.001). Pediatric-referral-hospital patients had the highest mean charge
($14,384), followed by county ($9183), adult referral ($8812) and community
($7311) hospital patients. The mean number of hospital days was not signifi-
cantly different among hospital types (27.7, 30.4, 29.3 and 29.1 days, respectively).
Significantly more community-hospital patients had several admissions than did
those from the other hospitals (P<0.001). The 933 patients in the sample
accounted for a total of 1736 admissions during 1976 (mean number of admissions
per patient, 1.86; median, 2).

Community and county-hospital patients tended to have acute conditions,
whereas patients in the adult-referral hospitals tended to have chronic conditions,
although this difference was not statistically significant (Table 3). Forty-seven
per cent of the high-cost adult patients had chronic conditions. The reasons for
admission were similar among the adult hospitals, with approximately 40 isr cent
of the patients hospitalized to improve to a previously impaired condition, 35
per cent for diagnostic reasons and 25 per cent to restore to normal (unimpaired)
health.

More than 13 per cent of the high-cost patients died in the hospitals during the
year studied. These patients accounted for 18 per cent of the charges to all high-
cost patients. Patients who died incurred significantly higher charges than did
those who did not (P<0.01). The proportion of deceased high-cost patients was
similar across almost all hospital, diagnostic and demographic variables. For
instance, the proportions of deceased high-cost patients according to age were:
less than one year of age, 13 per cent; one to 1S years, 9 per cent; 19 to 64 years,
13 per cent; and 65 or older, 14 per cent.

An analysis of diagnostic categories (combined according to codes from the
International Classification of Diseases, Adapted) revealed that, among cate-
gories in which there were more than 30 patients, those with neonatal (generally
respiratory distress) disease showed by far the highest costs (mean charge,
$21,441; 43 patients). Congenital illnesses (mean charge, $10,249; 33 patients)
and neoplasms (mean charge, $8590; 151 patients) were next in order of cost.
The most common diagnosis was circulatory problems (mean charge, $7375; 190
patients). Almost two thirds of the patients were accounted for by four diagnostic

*All data reported subsequently in this section are for igh-eost ,patients only-that
is, patients who had total yearly charges equal to or greater than $4000.
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categories: circulatory diseases, neoplasms, -accidents and violence, and digestive
disorders.

Seven per cent of the patients were hospitalized because of falls or burns, 5
per cent because of involvement in a motor-vehicle accident and 3 per cent
because of assault or child abuse. An additional 6 per cent were hospitalized as
a direct result of alcohol abuse and 2 per cent as a direct result of drug abuse.
Approximately 60 per cent of all assault victims, motor-vehicle-accident victims,
and alcohol and drug abusers in the sample of high-cost patients were treated
iu the county hospitals. Trauma (assault, motor-vehicle-accident, and fall or
burn victims) and alcohol and drug abusers accounted for 61 per cent of all
high-cost patients at the two county hospitals, both of which have busy emer-
gency rooms.

TABLE 3.-DIAGNOSTIC CHARACTERISTICS OF HIGH-COST PATIENTS ACCORDING TO HOSPITAL TYPE

tPercentage of cases]

Hospital type

Adult Pediatric
Diagnostic characteristics Community County referral referral

Duration of condition: I
Less than I yr (acute) ........................... 56 55 49 ' NA
More than 1 yr (chronic) ......................... 44 45 51 NA

Reason for admission: s
Palliation or custodial ............................ 2 1 4 0
Restore to normal health ................. I....... 19 28 21 60
Improve to previously impaired condition .......... 44 43 45 14
Diagnostic ...................................... 35 28 30 26

1 x1=
2
.
98, with 2 degrees of freedom; P value was not significant (z =787).

3 Not applicable.
4 X2=5.49 with 4 degrees of freedom. P value was not significant, omitting category "palliation or custodial" and

pediatric-reierral hospital (a =788).

DISCUSSION

High-cost patients appear to be common in, and to represent an important
part of the business of, acute-care hospitals. For most hospitals in our sample,
a large proportion of total revenues came from high-cost patients. There is a
definiate tendency for large hospitals to have more high-cost patients, and a
higher proportion of total billings are charged to these patients at large hos-
pitais than at small hospitals. On the basis of our data, national catastrophic
health insurance may pay a large portion of the total charges at all types of
hospitals, but especially at tertiary-c-are facilities. It is unclear whether this
type of health insurance would add new money to the health-care system or
simply shift resources within it. However, given fixed resources, any differential
subsidies for high-cost acute care could divert resources toward tertiary-care
facilities and, in general, result in movement toward increased subsidization
of acute-care hospitals.

Most discussions of, and arguments for, national catastrophic health insur-
ance assume that high medical expenses result most often from unexpected,
acute medical problems. Our findings do not support this assumption. In our
sample of high-cst patients, fewer than 16 per cent were hospitalized because
of trauma. Rather than an acute medical "catastrophe," the typical high-cost
adult patient in our sample suffered from chronic heart disease or cancer and
had been receiving treatment for some time. Almost half the patients admitted
to the adult hospitais in our sample had pre-existing conditions of at least one
year s duration; thus, even in an acute-care setting, a substantial amount of
high-cost chronic illness is treated. These chronially ill patients were usually
admitted to improve their condition to a previously impaired level of functioning.

The possible contributions of high-cost technology to the rising costs of medical
care have attracted much attention recently."' High-cost medical technologies
(such as coronary-artery bypass grafts or total hip replacements) can obviously

is Medical Technologies: The culprit behind health care costs?: proceedings of the 1977
Sun Valley Forum on National Health (DHEW Publication No. [PHS] 79-3216). Edited
by Si1 Altman, R Blendon. Washington, DC. Government Printing Office (in press).
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contribute to the cost of Individual treatment, but it is less clear how much they
contribute to national medical-care costs. Although neonatal intensive care was

the highest priced treatment for our patients, high-cost medical treatments were

infrequent among our sample of high-cost patients. In fact, less than 1 per cent
of the adult high-cost patients received a coronary-artery by-pass graft, less than
2 per cent received a total hip replacement, and about 2 per cent had end-stage
renal disease (kidney transplant or dialysis, or both). Although we did not collect

data on similar low-cost patients, it appears that the high-cost patients differed
from their low-cost counterparts more in the amount than in the kind of care
received.

Finally, almost one out of seven patients in our sample died in these hospitals.
This figure undoubtedly underestimates the number- who died during the year
because it does not include dying patients who were transferred to nursing homes
or patients who died at home or in other hospitals. The data indicate that use
of resources for dying patients exceeds resource use for other high-cost patients.
Although the use of large amounts of medical-care resources for dying patients
is an issue with which society confInues to struggle, these data indicate that
without a formal social decision on this matter, a large portion of national-
catastrophic-health-insurance resources will be devoted to persons who will die
soon after receiving high-cost medical treatment.

We are indebted to Lewis H. Butler, LLB., Paul D. Ward, Brian Strom,
M.D., Samuel Fager, M.D., Anne A. Scitovsky, Harold S. Luft, Ph.D., Paul W.
Newacheck, Norman Hearst, Elizabeth Afshari, Bart D. Blumberg and our col-
leagues at the Health Policy Program, for their assistance in the planning and
data-analysis phases of this project, and to the administrators and staffs of the
17 participating hospitals, for their assistance.

Mr. Hurrox. The fact is, Mr. Chairman, what is catastrophic to
who, and what about for the older people in this country, for example?
Less than 1 percent of those over 65 stay in a hospital for more than
60 days. So your catastrophic in this bill does not really affect them
at that time. Actually, what is catastrophic to them is the payment
of the co-insurance and deductibles for the first, second, third, fourth,
and fifth days. That is catastrophic to most of them, certainly to the
5 million couples who I told you only have $5,000 a year coming in.

The CHArIRMAN. It seems to me, Mr. Hutton, the thing that is most
catastrophic to these aged people is when all of their hospital days
have run out. And may I say, when we passed medicare, I was on the
committee at that time-not as chairman, but I was here-and I
fought to amend that bill to say that we were going to take care of
these dear old people until the good Lord called them home, even if
it cost us $1 billion-that we would not put them out on the street
because they were not going to get well.

Now, one of these days, we will get around to saying that we are
going to do a great deai more for these elderly people, but I cannot
recall Mr. Cruikshank, who headed your organization prior to you,
taking that view when he came to ask me to vote for medicare. He took
the attitude that comprehensive program is not going to happen any
time soon. He took the view that we had better start somewhere. He
thought the logical place to start was with these aged people because
he thought that they, as a group, needed it a lot more than others.

Mr. Hurrow. Yes, sir. It was a good first step, first-13 years ago.
The CHAIRMAN. If we were here sitting taking the view that we were

not going to do anything unless we can do the whole bit. then we
would not have had medicare. We would not have mediceaid. We would
not have what we have now, which is close to $6 billion of Federal
and State expenditures on health care, most of it for the poor and the
disabled and the aged.
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They are quarreling over what the overall soup to nuts program
ought to be and for the life of me, I cannot understand why we have
to postpone doing something to take care of suffering mankind that
is not in a position to pay, merely because you would like to do more.

Mr. HuiroN. Mr. Chairman, there has been such a terrific erosion
in the medicare benefits over the 13 years since you took the first step
that it has become desperate now, and the inflation which has gone on
in this country--older people are having to pay so much for so many
things that they really cannot afford those first 2 or 3 days in theho ital.

?u want to take care of them after their medicare has run out.
What about the people 55 to 65 who do not have any medicare?

Tie CHAIRMAN. What little I have learned, Mr. Hutton, about help-
ing people with Federal money is that you cannot do all of the things
that you would like to do for people. You do not have that much
money.

Mr. Hurow. You do not have to spend it on those who do not needit.
The CHAIRMAN. What you tend to do is try to zero in on the cases

where it makes the best sense, and where it claims the highest priority,
where it is needed the worst.

Mr. HUTTON. I am with you there, Senator.
Senator KENNEDY. The point that I think is worth mentioning here,

for the elderly people, the percent of their income that they are paying
for health care is today higher than prior to the time of the passage
of medicare.

Mr. HUTToN. Twice as much.
Senator KENNEDY. What was a humane concept today is costing

billions and billions and billions of dollars, and the seniors are actually
worse off now than they were prior to the passage of medicare.

You can say you had a different economic situation. We did not have
the runaway inflation at the time of the passage of that particular
program.

What I am saying today is that we should learn from the mistakes
of the past. We have found that one of the principal problems that
we are faced with today, and will be over certainly the next decade, is
going to be inflation, and we will see those benefits erode away.

We have seen the same kind of lesson in the end stage renal disease
program, same in medicaid.

OK. We cannot do all the things that Senator Long would do, or
that I would do, or that President Carter would do. Let us say that
we have learned the one lesson about runaway inflation in this area
and the importance of cost control. Whatever we are going to do in
terms of benefitting these people, must be put in the context of effec-
tive cost controls and budget limitations that really are going to
stand.

The CHAIRMAN. Senator Durenberger?
Senator DURIENBEROER. Senator, I am a believer in universal, com-

prehensive health care, but I have been at the policy business only
about 3 months now, and you and the chairman have been at it for
many, many years.

I have a sense from the hearings over the last couple of weeks, where
lie has come from, that my impression as just a plain citizen that you
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have come a long way since you first started, in terms of your policy
thinking.

I am curious to know whether I am correct, how you have changed,
and why.

Senator KENNEDY. The first bill that we put in was public financed.
It would have primarily been based on a progressive tax system. Presi-
don. Carter indicated to me several weeks after he was inaugurated
that doing it as a budget item was unacceptable. If you are not going
to have it in on budget, there are only two other places: through an
employer, or out of your own individual pocket. Only three places
where, you can get the resources.

Then you draw a balance between the employer and the employee
some mechanism, but you take it off-budget. That was a major factor.

But you also have other aspects that are less progressive in terms of
the payment mechanism.

Second, the President wanted to build on the private sector. We had
run 53 basically through an expanded medicare program.

But we have now gone to a private system. We build on the private
sector through the private insurance companies, health maintenance
organizations, or IPA's run by the doctors.

Third, we have tried to simplify the administration by working with
the State and the private sector.

What we have not altered and changed was the first item I men-
tioned today. When an individual walks into the doctor, he will be
treated and the doctor will get paid. We have separated the payment
mechanism from the risk mechanism.

That is a very significant point. The same benefits will flow to the
individuals as did in our earlier program.

It seems to me that that was a reasonable request. Obviously, I was
disappointed that we were unable to hold our effort together in terms
of achieving it.

Senator DURENBEROER. I am surprised by the influence that the
administration has on you.

Senator KENNEDY. That was a few years ago.
Senator DURENBEROER. My concerns are for the things you started

out with, which I believe is competition between health care provider.,
alternative health care, system; competition between insurers, consumer
choice, all that sort of things.

If you believe in all of that, and think that that is an important part
of the system, tell me why we need the national cap, why we need State
budgeting, why we need to negotiate fee schedules, hosptial rates?

I heard one witness condemn this whole process as too much admin-
istrative regulations for this operation. Why do we need the cap when
we have all of these other things going?

Senator KE.N.NEDY. Well, effectively the current reimbursement
mechanism encourages the addition of high cost technology.

Without at least putting some limitation on to t al budget expendi-
tures, you are going to continue to see the escalation of high costs
technology and reimbursement in high cost delivery settings. That
was the point of the earlier New England Journal of Medicine
article.

What we want to try to do is reverse the incentive and so we place
an overall limitation or cap. Through competition, and by stimulat-
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ing and supporting alternative delivery systems, these will be a down-
ward pressure on cost. For example, through imaginative, new, inno-
vative delivery systems such as lI's, we can realize savings
from 10 to 40 percent. In my own State of Massachusetts, it is 30
percent at the present time.

Perhaps Mr. Fine has a comment.
Mr. FINE. Yes.
Senator, we also believe that competition ought to be encouraged

and strengthened. [he problenl is that competition alone leaves mil-
lions of people out, peol)le with preexisting conditions, the people
who cannot get, health insurance, or where their conditions are
waivered out.

Competition alone leave theni out of the picture, and so you have
to provide nechanisms whereby the carrier is not disadvantaged by
enlisting people with preexisting conditions but, as a matter of fact,
wouhl have an incentive to sign up those, people as well as the hearty
young men in groups, and that is a very important, consideration in
the new plan that we have presented today.

Senator I)TRENDEROEm. Thank you.
Senator RrImcQrr. Senator Baucus?
Senator Bucus. Thank you, Mr. Chairman.
Senator Kennedy, one question I have as I look at this is the financ-

ing mechanisms. As I understand it, you said approximately 7.5 per-
cent; is that right?

Senator KE.NEDY. Yes.
Senator BAuCUS. Is that income?
Senator KENNEDY. Wage.
Senator BATucus. Wage?
Senator KE.NNiEDY. Wage-related premium, or a lesser premium on

the self-employed and on unearned income.
Senator BAucus. To finance the entire system?
Senator K.NvDY. Yes.
Senator BAUcus. That would be taxed to finance, all Americans,

except for medicare and SSI recipients. Is that correct?
Senator KEN.EDY. The Senator is correct.
7.5 percent of wages, of which 35 percent--no higher than that-

could be paid by the employee.
Senator BAuCUS. 7..5 percent of wage-related income?
Senatory KENNEDY. 7.5 percent.
Senator BAU'cus. That is the target?
Senator KENNEDY. That would be.
Senator BAucus. The target rate, as you see it?
Senator KENNEDY. Yes.
Senator BAucuTs. Paging through tie bill here, I take it that there

would be a national board that would lhe set up, that would set up an
annual budget and would have, I guess, some regulations that would
prescribe benefits and then it would be up to, I suppose, the board to
prescribe the rate or adjust tile rate.

Would Congress adjust the rate?
Senator KEN . The important thing is that the board would

not be dealingg with claims or any administrative aspects. That is left
to the private sector. The percent of GNP spent on health would be
decided by Congress.
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The board would insure that States are in conformity with the na-
tional objective. Importantly, the State then is left to work out the
negotiations process. But the negotiations are not between the State
and the providers, but between the providers and the insurers.

Senator BAUCUS. As I understand it, still there would be an annual
budget that would be presented to the Congress annually?

Senator KENNIEDY. That is right. We would say that x percent of
GNP will be spent on health. Canada has established 7.1 percent. We
would not lock-in a particular percentage. It could change over a
period of time. It would be a congressional statement.

I would suppose that we would start out where we were at the time
that the plan was actually implemented, even though that is well
above double the rate of inflation. I would suppose we would start
at that, and then you would try to have it flow, hopefully from the
downward pressures in this system. Gradually, that would move down,
or at least be stabilized, whicl it has not been.

Senator BArcus. According to the President, the increase would
be a 3-year average of GNP?

Senator KENNEDY. Yes.
Senator BAtTcus. Roughly what has been the rate of increase of GNP

within the last 3 years.
Senator KENNEDY. We will be here 10.2 percent. In 1968, we were

6.3 percent; yesterday, 9.1 percent.
So it is both percent of GNP and the amount of money is just beyond

belief. It is virtually out of control.
Getting back to the essential scheme we talked about, most health

economists believe that just adding more benefits will be an additional
inflator.

Senator BAtCIJs. The board would prescribe benefits, is that correct?
Senator KENNEDY. The essential benefit package would be included

in the legislation. Both the administration and our program includes
essentially the same benefit package.

Senator BAucus. MY concern here, in the last 2 hours, looking at all
of this, is that as much as I think all of us are trying to find built-in
incentives to encourage competition and get rid of a lot of the waste
and the fat in the present health system, it strikes me that perhaps the
system you outline would not be as competitive in the long run as we
would all like it to be, because there may be pressure on the board and
the Congress to increase the rate, which would take some of the pres-
sure off the competition within the HMO's and other providers.

Is that a problem?
Senator KENNEDY. If the rate went up, it would mean that the abil-

ity to reimburse, if they can do it efficiently to the citizens, would in-
crease. However, I think quite the opposite will happen. I suspect the
rate will go down. Members of Congress will say, that competition is
reducing costs back in my State, and citizens are getting premium
dividends.

I think we will see entrepreneurs and others who would say we can
do it and provide high quality services at reduced costs.

We reverse the impetus andi get the downward pressure. That would
certainly be the hope.

I do not know whether anybody would like to say another word on
that.
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Mr. FEIN. I agree with the Senator.
Congress would have to be resolute if the pressure developed the

other way.
The alternative, however, is to rely on competition exclusively, and

that is dangerous.
While I firmly believe that the market has its place, markets do tend

to ration on the'basis of price and income, so we are trying to blend the
market and the competition where appropriate. At the same time, we
are trying to insure that no one is barred from a particular market
because he or she does not have the requisite income to pay the
premium.

And it is that kind of a blend, then, that one will have to rely on the
various political forces to be resolute in letting the thing escape from
them.

Senator RIBICOFF. Senator Baucus, you have far exceeded your time.
We are running late.

Senator Packwood?
Senator PACKWOOD. You indicated that your first bill, years ago,

relied on the income tax, collected the money, and, by and large, paid
the bulk of the bills from the Federal treasury. It that right?

Senator KE XN EDY. That is right. 50 percent.
Senator PACKWOOD. You indicated the principal reason for change is

that the President insists on an off-budget and he wanted to run it
through the private sector.

Senator KE.NN.EDY. That was one of the principal reasons for
changing.

Senator PACKWOOD. It is a very practical reason for changing it.
Senator KENEDY. The Senator is correct.
Senator PACKWOOD. Senator Durenberger was asking philosophi-

cally, if you had your druthers, would you stick with your present sys-
tem, or go back to your original bill?

Senator KENNEDY. I do think that the other is more progressive in
terms of the financing of it, but I am fully committed to this approach.
I am fully committed to this approach.

Senator PACKWOOD. Let me phrase it this way. If no bill were to
pass this Congress and after 1980 President Carter would not be Presi-
dent, would you still stick with this particular approach?

Senator KE.,NEDY. The answer is yes.
Senator PACKWOOD. Second, let me ask Kenny Young and Miss

Jeffrey and Mr. Berry referred to it, the disappointment that this com-
mittee has not had hearings on a comprehensive plan and are rushing
ahead on a catastrophic plan. Are you willing to hold fire and hold the
line while this committee, or if this committee will have extensive
hearings on a comprehensive plan and simply not move ahead with
your plan at the moment.

Mr. YousG. If you mean are we willing to hold fire and hold com-
prehensive hearings, the answer is certainly yes. We think that makes
a great deal of sense.

Senator PACKWOOD. Now. let me ask, lastly-and I guess I can ask
this of anyone-the competition argument. Assuming you mandate a
plan that guarantees coverage so nobody can be excluded-and in-
deed, for those who cannot afford to pay, be they unemployed, under-

T_
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employed, or otherwise, the Government is paying the premi 's,

would the evidence that Dr. Enthoven gave today hold. and couh. a-
deed competition alone contain costs, bearing in mind no one could be
excluded?

I might ask Mr. Fein that.
Mr. FmI. I did not have the privilege of hearing all of Alan

Enthoven's testimony. I will have to answer the second part of your
question-do I believe competition alone could hold down costs?

My answer to that is no.
Senator PACKWOOD. Why?
Mr. FEiN. We are dealing with a virtually unique sector, the sector

where the role of the physician is very different than that of other
suppliers of goods and services, the role of the physician vis-a-vis
the patient, dominance of the physician, emotional relationships,
ignorance of the patient, hope. It may be true that many things are
upper respiratory infections and not of great consequence, but the
image that we Americans have of the medical care system is one of
technology and intersection with someone who is really going to help
us, and in many cases, that is what happens.

The kiid of relationship between seller and buyer, if you will-I
doubt that I can rely on the force of competition, which assumes con-
sumer knowledge, assumes mobility, assumes free entry, assumes a
variety of things that I simply do not believe are present in this kind
of a market on this kind of a service.

Senator PACKWOOD. Let me describe what Dr. Enthoven was talking
about. Assuming we mandated coverage, and assuming that for what-
ever basic package we decide is fair and is passed, whether we all agree
with it or not. Dr. Enthoven is then saying, in his experience, that
Stanford-although he cited other examples-that where you, as an
individud are given, if the package is $100 a month and you find you
have twc, or three places to shop around, they cannot cut the benefits.
That, indeed, has been the effect in the Palo Alto area, dramatically
cuttin, costs, where a doctor is running his own clinic and he sees he
can sa ve money, or if the individual finds that shifting from the pre-
paid Palo Alto clinic, sort of an HMO to a durational insurance plan
to get what they regard as better service, they do.

Why would 'hat not work nationally?
Mr. FEIN. I think it will work across the country, but not 100 per-

cent in any part of the country. We are a long way away from having
prepaid group package, so that kind of competition so dominant that
those who are not part of it are affected by it.

In due course, we may reach that point where even solo practitioners
are aware of the important role that a prepaid group practice placed
in their community will be affected by that prepaid group practice,
but we are a very long way from sreadina prepaid group practice,
from abolishing collusion, if you will. and in that interim period, our
costs, it seems to me. by relying exclusively on the competition that is
not there yet. in that interim period until it is developed, we run into
a great deal of difficulty.

Senator KE,rNDY. If I could ask Max Fine?
Mr. FINF. We did have a demonstration of competition alone in

terms of a health care delivery system in California a few years ago,



511

when the State encouraged groups which came to b? known as pre-
paid health plans, PHP's, to go out and compete for the medical
population, and in places like Watts, they ran loudspeaker trucks in
the streets and promised free chicken dinners and they had people
going from door to door and signing up people on the basis of a lower
cost plan. A lot of people feared they would lose their Medi-Cal if they
did not join, because the salesmen implied that.

I am not saying that that is the kind of system that Professor
Enthoven has in mind, because I know he has a higher goal and moti-
vation, but Senator Kennedy's plan provides the incentive to join a
proven, lower-cost, high-quality plan, because the rebate provisions
and the expanded benefit provisions that Senator Kennedy's plan pro-
vides for would encourage people to join health care delivery systems
which do not impair the quality of the service, and only at thst point
would the provider and the employer and the employee benefit from
having the individual and the family join a health care delivery sys-
tem which has proven itself capable of delivering a given set of'bene-
fits at a lower cost without impairment of quality.

The PHP'.. the problem that started in California, we began
gettingr-and I know Senator Long received many complaints-be-
cause these PHP's promised to provide the total range of medical-
which is the medicaid program out there-including hospitalization,
and the people would arrive at the hospital and it would be closed at
5 p.m.

Competition alone for some of the reasons that Professor Fein has
stated, in this unique marketplace, so far has not shown the capability
of working.

The CHAIRMAN. Senator Boren?
Senator BOREN. Senator, I think all of us share your goal of provid-

ing more adequate health care when we talk about the needs of pre-
ventive medicine or health care for senior citizens who are unable to
meet the deductible costs. We are all very sympathetic to that.

But also, I am glad to hear you put the emphasis on cost contain-
ment in the proposal you made. There is even a stronger feeling among
the public today that we must get costs under control and that infla-
tion is the ultimate robber of the people. I get far more letters from
the members of organizations represented here today, be they Pres-
byterians, or rank and file union members, about spending and infla-
tion and getting the budget closer to balance than I do-50 times as
many as I do-on any other subject.

As I have listened today, one of the things that has concerned me is
cost. The taxpayers have been burned again and again by embarking
on new programs when they have been told, "if you spend so many
billions, it will save us money in the long run." We have just about
saved ourselves into bankruptcy on that proposal. It is kind of like
going out to the sales and coining home with two new suits and a TV
set and new furniture and say. "think of all the money I saved today,"
when you spent a couple oThousand dollars at the sales.

If we do not find ways of containing costs, if you peg health ex-
penditures at 7.1 percent of gross national product and if gross na-
tional product is going up 10 percent but health costs are going up at
13 to 14 percent, we are going to find ourselves where we find ourselves
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in the other social benefit programs. We will have benefits out there
with which the gross national product will not keepup. Then you are
in a position where we are going to cut back the benefits, or we are
going to let inflation rob the recipients, just as we are now, with the
effects on medicare.

Once the benefit is given, we all know you can never really cut it
back. You can never take back a medical benefit once it is given to a
citizen. If you do, you cut the cost at the rate of growth of gross na-
tional product, and with your 7.1-percent cap staying at a constant
rate of gross national product, we are going to be in desperate trouble
if the cost containment proposals do not work.

We will spend $60 billion 2 or 3 years from now, whatever it is, and
put ourselves closer to bankruptcy and fuel the rate of inflation.

I think a lot of people would feel a lot better about taking the first
step-I know I would-if we could put some of the cost saving steps
into operation as phase I before we spend a nickel.

I wonder if you could comment on some of the cost savings steps,
some elements of the competitiveness and the bonus payment, rebates.
What are some of the things that this committee could do tomorrow,
in essence, in terms-without having extra expenditures-of demon-
strating the cost savings techniques of your system, then we could feel
much better about moving ahead on the expenditures side.

Senator KENNEDY. Senator, I am in agreement with you that the
system changes we have talked about and the cost of programs ought
to be implemented immediately. That ought to be a part of any phased
program.

I could not agree with you more.
I do not think that it is a false promise. I am mindful of some of

the problems that Canada has had. In the course of our hearings we
heard from a strong critic of the Canadian system, however, among
the things he granted was that they had effective cost controls.

The other fact he granted to us was that they had strong consumer
support. The last poll of the Canadian system was that 84 percent
strongly supported the system. During the last Canadian election, the
health care issue was never even raised. Even in the British election,
it was not even raised about reducing benefits or changing or altering
their system.

The Canadians have effectively capped their system at 7.1 percent
annual growth from 1968 through 1978.

But they have been effective in terms of the cap on it.
That is "why I would agree with you, Senator. I would strongly hope

that we could have strong system changes and cost containment. There
are ways of bringing competition through HMO's and other ways
that are currently in effect. I think the administration added $57 mil-
lion in terms of new HMO's.

We can implement the cost controls and we can put the budget
limitations in place.

Those are very difficult, politically, because the basic institutions
that would oppose it. Doctors will oppose negotiated fee. The fact of
the matter is, however, if we meet the unmet needs of people in our
society including the neediest that are outside the system, we are
basically talking about $30 billion.
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That was true under the AMA program, or the health insurance
industry program, or our program. You can phase that in over a
period of time.

The fact is that you are going to have strong political problems, in
terms of doctors, in terms of hospitals, administrators, and in terms of
the insurance industry itself.

I daresay that this is where the bullet has to really be bitten.
I could not agree with you more that putting the system changes into

place initially should be the key and I would say here that we should
not see the additional phases that this coalition supports unless it is
going to meet standards that are established by this committee and the
Senate in terms of meeting criteria.

Is there anyone else that wants to talk about the particular kinds of
cost controls? Max?

Mr. FINE. I would mention an additional point. It does not cost any
money to have a system where there are predetermined, through
negotiation, fair and reasonable fees for physicians across the board.
I would say when I go around the country and talk to senior groups,
one of the greatest problems that is raised in every State, including
recently in Ridgewood, N.J., Senator Bradley, is the fact that the
doctors do not accept assignment.

Doctors have freedom of choice. The patient does not have it. Only
the doctor can decide whether or not he or she will accept assignment.
More than half of them do not.

It does not cost the Government, it does not cost the individual, it
does not cost the premium payer more money to negotiate a fair and
equitable payment to the doctor. It costs less money, and that is the
kind of system change that Senator Kennedy is talking about.

The CHAIRMAN. Senator Bradley?
Senator BRADLEY. Thank you, Mr. Chairman.
Senator Kennedy, on your graph, "Cost Controls and Incentives,"

under budgeting, the second item, it says that State budget allocations
would be increased by formula, with more moneys going to low cost
States, less to high cost States.

Could you be specific in explaining the allocation formula and how
it would affect, in particular, the high cost States?

Senator KENNEY.-. There is an internal mechanism that permits a
flexibility of up to 2 percent of the total amounts that would be al-
located. That would be considered within the total health care system
and could be adjusted in areas where there is a maldistribution of
services. This maldistribution has generally been defined both by na-
ture of population and by other region characteristics.

You may find, in urban a:eas. there is a ialdistribution in terms
of elderly people and not the needed kinds of services. In a rural area
it may be maldistribution because they do not have medical personnel
in those underserved areas.

Senator BRADLEY. Obviously, those of 's from the high cost States
would not like to get into a national health program that penalizes
our best efforts in the past.

In Dr. Enthroven's testimony, he explained how his approach would
really engage doctors in reducing their fees and how this would exert
significant downward pressure on hospital charges as well.

47-296 0 - 79 - 34
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Could you be very specific in your plan as to how you would get
doctors involved in reducing their fees?

Senator KE NEDY. Well, essentially, you have a negotiated fee sched-
ule with doctors within an overall limit. These fees are negotiated
not by the insurance companies sitting down at the table with the
hospitals and with the doctors. There wouldn't be any Federal or State
interference on that.

But it has to be done within a level, and it seems to me that once
you have established the limitation of costs, then you establish those
particular fees.

Senator BRADLEY. Who would negotiate?
Senator KENNEF.DY. That would be the insurance companies and the

employers negotiating with the doctors across the table about what
they have to pay in terms of fees.

It does not do you much good to negotiate fee schedules unless you
are going to have payment in full, and that is what we essentially
insist on.

Max?
Mr. FI E. Yes.
Essentially, what we have now, and have had all of these years,

Senator Bradley, is a system in which the doctors negotiate only with
themselves how much they are going to be paid. It may be that a lot
of us would negotiate only with ourselves. Maybe Senators would like
to negotiate only with themselves. But we are talking about a counter-
vailing force made up of purchasers, industry, and employees, through
unions or otherwise, sitting across the table. And through that system,
develop fee schedules and develop utilization patterns and get a handle
on the physicians' charges.

Senator BRADLEY. Under your system, do you see that there would
be a need for more doctors per thousand, or less doctors? If so, how
many?

Senator KENNEDY. My own sense is that we have sufficient doctors.
We have the AAMC-American Association of Medical Colleges-
that is going to make a complete report on that. We have a maldistri-
bution in some areas, a maldistribution of specialties, but we have
attempted over time to move physicians from areas of specialization
into primary care and into the family practice.

That is happening, to some extent, in the medical schools.
Because of the research dollars and because of the elitism which is

surrounding many of the medical schools, most of the incentives en-
courage students toward specialization.

We do have a maldistribution. We have tried, through the mecha-
nism of loan forgiveness and the national health service corps, to try
to deal with these issues and to try to make it more attractive to go
into underserved areas.

It is a complex issue and a difficult one, but the total number of
doctors do not need to be increased.

I would hope that we could cost out the additional costs to our health
care system for every doctor. They do that, for example. in Canada,
so that the public knows and the Parliament knows, and the Congress
would know, that for every new cardiologist what it is going to cost



515

the health care system over the next year and the next several years.
We add more and more doctors, as others have pointed out. It does

not mean the lowering of costs, in many instances; it is raising it.
In what we call the manpower legislation, we will be making some

recommendations. My own personal feeling is that we have sufficient
manpowr. It is not quite the right mix. We do have a serious mal-
distribution problem in the country today.

Senator IRADLEY. Thank you, Mr. Chairman.
The CHAIRMNAN. Senator Ribicoff?
Senator RIBICOFF. Senator Kennedy, I think that you, and those

with you, have put together a very interesting and ingenious plan.
Philosophically, I think that if this plan had been projected before
the Kennedy-Corman plan and all the energy that vent into it, we

might be somewhere today in health insurance.
Let us see if we can, at the present time, find a way to get a health

insurance propo-al. An examination of your proposal and the pro-
pcsals made by President Carter and Senator Long and Senator Dole
show a consensus developing on a number of key issues.

Let me list them.
All the plans agree that a national health insurance program must

be implemented in phases. Your plan, however, contemplates enacting
all the phases at one time.

All agree that medicaid is inadequate, that we need uniform stand-
ards and a more substantial Federal role.

All the plans would improve medicare by putting a cap on the medi-
cal expenses of the elderly.

All the plans rely on the private health insurance industry as a
dominant- mode of administering health insurance for the vast ma-
jority 6f our citizens.

All the plans agree that the cost to the Federal budget must be as
limited as possible, yet they all agree that health care for the poor
and the elderly is the responsibility of the Federal Government and
must be paid for out of the Federal budget.

On the important issue of cost controls and systems reform, the
thrust of your orop)osfl and thnt of the President are similar, involv-
ing some budgeting, fee. schedules, and capital controls.

Up until a day ago, I did not know where Senator Long stood on
this, but he made a very provocative statement-I do not know if it
was careless or thought out; his comments are usually thought out.
What I heard him state for the first time was that, if we are going to
have catastrophic and these people are in the hospital and doctors
are visiting them constantly. the doctors cannot expect to get their
same usual fees. They are going to have to do something about that,
and their fees are going to have to be contracted or limited.

As far as I am concerned, I am taking it at face value that Senator
Len, r is for coct controls, and he said today he would go further than
many. I think that he would.

So we have the situation that a consensus has developed. The ques-
tion is. are you and the uroup backing you willing to try to work out
a health care measure where you are not going, to get everything you
want, and neither the President nor Senator Long nor Senator Dole
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are going to get everything they want, but to put into place a system
on which we can build? If there is one thing that I have learned from
40 years in government, it is that it is impossible to try to plan an
overall social program affecting the whole country, being multibillion
in cost and think that in working it out and in'having the thing in
place that it will work in accordance with the blueprints that social
reformers-and I use that in tho best sense and not the worst sense-
that social reformers think it will?

Now, you are dealing with human beings. Also, the incremental
approach assures that we are going to act step by step with the feeling
that we will not continue massive mistakes like we have made in
medicare.

Now, I am saying to all of you gentlemen and ladies who are so
deeply emotionally, philosophically, politically, socially, and econom-
ically committed to this program, are you ready to try to work out a
health care program upon which this country can build?

Senator KENNEDY. I think that the answer, Senator Ribicoff, would
be yes. There is a very keen desire to work with you, the chairman,
the administration, with the President and Secretary Califano, Sena-
tor Dole, and with others. This issue has been before the country in
one form or another almost since the turn of the century with Teddy
Roosevelt. Earl Warren tried to do it in the State of California. So
did Harry Truman.

So there is no provide of authorship, but there is a sense in rec-
ognizing that we cannot achieve all of the things that are essential.
I think there is a sense, as you mentioned, that there has to be a feeling
of one class of care so that we are not going to have a dual kind of
class, one for the poor and elderly, and a different kind of class for
everyone else. I think that there has to be a realization that as we
make some progress toward the future, we be sure that the progress
is not going to evaporate because of the continued growth of inflation.
This will mean some systems changes.

There may be different ways and means of achieving that, of accom-
plishing that. We, quite frankly, have given a great deal of thought
to that issue, and we have a plan vhich we think deals with the prob-
lem. There may be alternative approachs, and we would welcome the
opportunity to work with you on how you insure that whatever bene-
fits are going to reach the people are not evaporated.

I would just say finally, Mr. Chairman, and I think that this coali-
tion and others can speak for it as well, they do not want to be in a
situation where every 10 or 15 years they have to come back to
Congress and refight'the battle again on trying to achieve a compre-
hensive and universal health care system. We would certainly want to
move forward. If we are able to get the kind of cost controls and
systems reforms, then there is no reason why we should not see a con-
tinuation of that process to extend to benefits for those who are
basically excluded from the system today. This would mean that the
groups here would not have to come back and fight every 2, 3, 5 years
against some of the interests which are entrenched and opposed to
health insurance.

-The answer to your question is yes; we want to work with you.
The CHAMMAN. Senator Moynihan?
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Senator MOYNIIAN. Mr. Chairman, that was the question that we
were waiting to have asked and-tnat was the answer that we were
waiting to hear, and it is almost superfluous lor me to continue.

I would ask one question because it does go to a central concern of
the coalition and of Senator Kennedy, and tnat is this question of one
class of health care. It has to do with what seems to me to be a problem
on a regional basis, as against social class hierarchy, which I tuink is
what you were talking about.

One of the major disputes-you say this goes back to Theodore
Roosevelt; it certainly goes back to Franklin Roosevelt-and when
President Roosevelt set up his committee on social security vith Mrs.
Perkins as its chairman-there were three task forces-subcommit-
tees, if you will. One was social security, and that produced the social
security bill. One was unemployment insurance; that produced the
unemployment insurance bill. And the third was health insurance, and
we are still at it 60 years later.

One of the basic decisions that we made at that time, and it had to
do somewhat with the politics of Congress, but much more with the
state of public administration theory, was to set up a national pro-
gram and let States administer it, particularly in things like welfare
and unemployment insurance. Social security was different, but in
the main the whole pattern of new directives was to have a national
program run by the States and with standards varying from State
to State, sometimes varying enormously.

And so, under medicaid today, you have a marvelous variation.
You have Arizona, where medicaid benefits are zero; there is no medic-
aid in Arizona; and then you have my State and Senator Bradley's
State and Senator Ribicoff's State, where they are very high indeed.

This has produced classes of citizenry-those who live in Arizona
and those who live in New Jersey.

These variations, I would suppose, on many important matters are
wider than any social class variations.

So I wondered at your inclusion of State governments and State
contributions in this program. Is that going to perpetuate this 50-
class problem, or do you see a way in which you are going to get one
standard of health care for people regardless of where they live and
what political jurisdictions do?

I do not have to tell you that an element of economic competition
has entered into this. There are regions that keep their benefits to the
poor very low for the purpose of attracting industry, and it works.
It is an old problem. How do you feel you have handled it?

Senator KENNEDY. In the program, we have the benefit package
which is effectively guaranteed to all citizens whether they live in
Arizona or whether they live in New York, and that is established as
outlined here. It is not greatly different from the HMO benefit pack-
age or the administration's benefit package.

The program would be comprehensive in terms of its benefits and
universal in terms of application.

Then there is the budgeting aspect that we have reviewed today
in the course of our he.,ring. This particular benefit package would
fall within the national budget which is set as a percentage of GNP.
The States would then conform to tle overall count.
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Within those budgets of those particular States, it is left up to the
various consortia, the private sector, to negotiate what the fee sched-
ules and other factors will be.

The worker in Tucson will know that an essential package is going
to be available to him, and it will not exceed a certain rate in terms
of what he is going to have to pay.

Now, if it is done more creatively, more imaginatively, as a result
of competition in Arizona, he may get a rebate. Thus, it may be a
great deal cheaper for him in Arizona because of this.

Senator MOYNIHAN. Your arrangement would not admit of this
pattern of the last half century where some jurisdictions have dd'ib-
erately kept their services low and others have kept them high?

Senator KENNEDY. It would avoid that. Would you like to add
something to that?

Mr. FEIN. One of the difficulties with the purely national program,
is that there is no variation permitted that a Governor of a State or
some residents of the State may, in spite of the fact that we have a
hospital ought to close, that it is empty, et cetera.

We have to pay the same tax, rather to have an empty hospital than
no hospital at all.

We want to provide a modest incentive. Why modest? Because of the
balancing of the problem you raised, so there is a balance here of offer-
ing some stimulus but not so much stimulus that in fact some States
will rob their citizens of the medical care that the benefits say they
ought to have.

Senator MoYNI,,N. Thank you.
The CHAIRMAN. Senator Ribicoff ?
Senator RIBIcOFF. One more question, Senator Kennedy, for you

and the members of your group.
If we proceed in this committee with the first phase, whether we

pass the entire future, or just one phase, the first phase, that is obvious,
is catastrophic. The President's concept, Senator Long's concept-I
think even you contemplate that the first phase would be catastrophic.

What cost controls and system reforms do those of you who have
worked in this field believe are most important during such a first
phase?

Senator KENNEDY. The administration's program has an element in
terms of adjustment of the medicare program, but it also has an im-
portant youth component in terms of well baby care and prenatal
care.

Max. do you want to take a minute?
Mr. FINsE. Senator Ribicoff, of course it would depend upon the

threshold. If you had a 60-day hospital deductible, you could begin
negotiating the hospital budget after the 60th day. If you had a $2.500
medical deductible, you could hardly negotiate with the doctors below
that amount.

It is very hard and our technical committee has spent literally
hundreds of hours on this. and we have some of the best people in the
country involved looking at it. We have been unable to figure out how
you could get the cost controls or the system impetus where you would
have enough leverage with the catastrophic only plan to begin the sys-
tems improvements or the type of cost controls that we so dearly
believe in.
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Senator MOYNIXIAN. Did you say that you thought that it would not
be easy to put cost controls on a system where you had catastrophic
coverage-first a deductible, but no cost thereafter?

Mr. FixNE. That is exactly what I said.
Senator MoY.NIIAN. I was afraid that was what you said.
Senator RnncorF. I do not quite understand. Let's say you even

have-first, you have got-let's say it is $2,500 so the patient is con-
cerned that he is not being overcharged. If you have a fee schedule,
that would apply to the first $2,500 as well as what follows after the
$2,500.

Senator Kennedy pointed out his concern in the President's program
that he was going to have a fee schedule for the public patients-
medicare and medicaid-but no fee schedule for the employer man-
dated, and this concerned Senator Kennedy deeply.

I gather it concerns Senator Long, too. Can you not begin to put in
some cost controls, if you took the Long approach or the Dole ap-
proach? Can you not put something in effect, some cost controls there?

Mr. FINE. I think that is exactly the reason why the administration
under its proposal is saying that we will have cost controls on the phy-
sicians under the public side. But since we are not mandating basic
benefits on the private side, we cannot find a mechanism to negotiate
with the doctors on the private side.

Senator RIBICOFF. But the insurance companies will be the mecha-
nism that you are using. They will enter into contracts.

What concerns Senator Kennedy, and what concerns Senator Long,
are these long-term-care situations both in the hospital and doctors
side. If there is some schedule of fees and compensation put into effect,
I am at a loss to understand why that could not be done between the
insurance companies and the doctors as to what the schedule will be.

Mr. FINE. You cannot order doctors to accept a certain fee. You can
contract with doctors under programs that had been publicly legislated
and mandated and under that system you can think of a variety of
ways of negotiating fees with doctors, but when you are excluding the
first $2,000 or $2,500, or whatever amount, you cannot negotiate below
that amount. It is not a part of the program that you are providing for.

Senator RuIcoFF. It is part of the program because you are passing a
health insurance program of whatever type you do an~d you are saying
as a part oi this program the first $2,500 or $2,000 or $3,000 or what-
ever it is will be. paid by the individual and that the doctor, in order to
be under the mandated employer part, I think you could ask the
doctor to take the same schedule of fees for the first $2,1500.

Senator Kennedy, as chairman of the Judiciary Committee, I do not
think we are hurting anybody's constitutional rights, if he wants to
come in under a system, that his fees would be on a schedule for the
money lie pays out of his own pocket as well as those paid by the em-
ployer and employee.

Do you think that there would be a restriction on that, Senator
Kennedy?

Senator KENF.N-Y. First of all, with a catastrophic plan only, we
have a couple of different items. One is the implementation of the cost
aspects. The other is systems reform.

The cost is the negotiated fee aspect, which the administration ac-
cepted as to the public aspect, not the private, which would create the
blueprint that I mentioned in my testimony.
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The costs aspects are one aspect of putting a limitation on expendi-
tures. How you are going to do it in terms of catastrophic? Do you
use a progressive system in terms of a castastrophic definition such as
a percentage of income, which might be an idea. Do you have nego-
tiated fees, for certain doctors?

Do they just become applicable after the first $60 or not? You have
the administrative aspects with regard to that issue, which would be
complex and difficult.

But beyond that point, I would say there is another consideration
that we would be skewing the system itself very heavily to one aspect
of health care delivery, and that is to very in the expensive catas-
trophic hospital care.

think that is the central theme which we believe would be inad-
visable, and which the administration would believe is inadvisable.
The justification for our position could not be more carefully illus-
trated than the article in the New England Journal of Medicine which
spells out the move toward tertiary care technology at the cost of
providing the kinds of health care needs for elements of the popula-
tion with catastrophic insurance.

The effect of the implementation of our program includes the con-
cept of catastrophic. The administration in its proposal, had -dif-
ferent elements, had an aspect in terms of youth, in terms of the most
vulnerable groups of our society, and a balance for the senior citizens.

They did not have the cost control aspects or the other kinds of
systerA changes that we would support. But it seems to me that our
approach would be a much fairer type of distribution in terms of
where they were targeting.

We have our strong concerns that without those cost controls and
systems reform, that we would run into the problems that Bill Hutton
has mentioned earlier. That is basically our sense.

We would be glad to sit down with you, Senator Ribicoff and Mr.
Chairman and the other interested members and go over this in more
careful kind of detail.

Senator RBICOFF. I think that is a point. My feeling is, personally,
that this is not going to work, may I say, frankly, unless Senator
Kennedy has a piece of the action.

Senator KENNEDY. There is another way of saying that.
Senator Rmicorr. And I think it is not' going to work unless Senator

Long has a piece of the action, and I do not think it is going to work
unless President Carter has a piece of the action, and Senator Dole.

But it is doable, and I think that it would be a tragedy when you
have reached the stage where those people can make this'thing work
that we allow ourselves to get involved in personalities or political
one upmanship to prevent it from working. I think everybody that
is involved here has a great and grave obligation to try to work this
out together.

The CHARMAN. I always tell the President, if it happens during
his administration he is entitled to take credit for it, even though he
might not have advocated it.

When a President signs a bill into law, he is entitled to claim credit
for it if he wants to.

I usually share credit with my colleagues on the basis, if we can get
together on something, it can be the Long bill in Louisiana and the



521

Rib'coff bill in Connecticut and the Kennedy bill in Massachusetts.
We do not usually call each other a liar in another State.

I think, Senator, that you have made some very fine suggestions
here, and I particularly think there is great merit to the idea of
trying to put groups representing patients in a position of strength
to negotiate with the medical fraternity to arrive at a contract that is
fair to both sides.

And that has been missing in the past.
There have been some very good points made today about this mat-

ter. It seems to me that we ought to move in this area and pass the
beet b'll that the majority in the House and the Senate can agree on.
I think it was your brother, who said that the journey of a thousand
miles begins with a single step. I think he found it from some old
Chinese philosopher somewhere.

Let me just make this point to you, Senator, and to your supporters
here. Sometime back we were unable to get the administration's posi-
tion otiealth insurance. They thought about it and thought about it
and we studying it and so we scheduled executive hearings to vote
on this latter a month ago.

Our thought was if you tell the bureaucracy you're going to move
ahead-it is like when you play cops and robbers. You count to 10 and
say, "I'm coming, ready or not."

We told them we were going to go ahead and vote on a health care
bill and would like their recommendations, but if we did not have
them we would have to vote anyway.

It worked, they came up here and told us what they were ready to
recommend.

As far as you and your supporters are concerned, my impression
has been that you have always been ready to take your position. You
are not the one who has been holding the matter up.

We will hold some further hearings, but the way that we are doing
business at this point, we will vote for awhile and when we hit a snag
and cannot find an answer, then we will hold some more hearings and
see if we can find some more answers, or hold some more sessions to
consult with people who can give us their best advice and information.

And we will go from there.
Let me say as the chairman speaking for the committee, that we

welcome all the advice that members of this group and their associates
can bring us, and I hope very much that some of your associates will
continue to monitor these hearings and, as thing go along, if you
agree with us, let us know. If you do not agree with us, let us know
about that, too.

We will try to bring out a bill that we hope that the Senate will
pass, in so far that we fail to meet the standards that you think should
be in the bill, we certainly expect to hear from you on the floor.

I am sure we will.
Thank you very much.
Senator KN-E -DY. You always take care of us on the floor.
Thank you very much.
[Whereuon. Pt 1:05 p.m., the committee recessed, to reconvene at

the call of the Chair.]



522

[By direction of the chairman the following communications were
made a part of the hearing record:]

NATIONAL COUNCIL OF SENIOR CITIZENS, INC.,
Washington, D.C., Jnc 18, 1979.

ion. RUSSELL B. LONG,
Chairman, Senate Finance Committee, U.S. Senate, Washington, D.C.

DEAR CHAIRMAN LONG: We appreciate the opportunity to comment on S. 748
and S. 760, Introduced subsequent to S. 350 and S. 351 on which we have previously
testified.

To begin with, NCSC's fundamental and longstanding opposition to the cat-
astrophic health insurance concept is unchanged. Our position with regard to
both S. 748 and S. 760 is little different from our position on S. 350 and S. 351
as presented before the Finance Committee earlier this year.

NCSC shares your desire to protect individuals and families from financial
ruin which so often accompanies major illness. But we do not subscribe to the
belief that adding another increment to existing layers of health insurance is
the solution. In fact, NCSC submits that catastrophic health Insurance may have
precisely the opposite effect than the one intended.

By limiting coverage to only the most expensive form of treatment, cata-
strophic health Insurance, with its high deductibles, will encourage high intensity
medicine and discourage preventive care. This inflation in this section of the
economy will continue to rise unabated and Indeed be reinforced.

Similarly, high deductibles rather than acting as a limit to individual liability
tend to be seen as a floor above which the provider of care is guaranteed pay-
ierit. In this case, the incentive is to increase the price charged the patient in
order to trigger-in coverage. Once catastrophic health insurance is triggered, all
the physician has to do is write off as a loss any money the patient could not
afford to pay out-of-pocket to the doctor.

But even more important, neither S. 748 nor S. 760 protects the average senior
citizen from financial bankruptcy. Deductibles as high as $2,000 or $5,000 are
well beyond the mean of the average social security pensioner whose monthly
check is on average $264.00.

Senator Long. NCSC submits that experience with Medicare, including Medi-
care's deductibles and coinsurance ind other large gaps In its coverage, provides
overwhelming evidence of the need for a universal comprehensive national health
insurance program. Such a program should provide first dollar coverage and
force the health care decison-makers, that is the physicians and administrators
to work within a pre-determined negotiated budget. Only system-wide reform
with strong built-in cost controls can possibly stave off bankruptcy not only for
individuals but also for the nation as a whole. In short, we believe that enact-
ment of a catastrophic health insurance program no matter what sweeteners are
added by way of improving Medicare, would be penny-wise and pound-foolish.

Sincerely,
WILLIAM R. Hu.roN.

Executive Director.

STATEMENT OF THE AMERICAN ACADEMY OF DERMATOLOGY REGARDING NATIONAL
HEALTH INSURANCE

(Prepared at the Direction of th- Counoil on tha National Program for
Dermatology by the Task Force on National Health Insurance)

[Asterisk (*) Indicates those unable to attend meeting in New Orleans on
Mar. 3-4]

TASK FOaCE MEMBERS

*Philip C. Anderson, M.D., Columbia, Mo.
Marvin E. Chernosky, M.D., Houston, Tex.
Mark A. Everett, M.D., Oklahoma City, Okla.
*Joseph M. Glicksman, M.D., Corsicana. Tex.
W. Mage Honeycutt, M.D., Little Rock, Ark.
Ronald Lubritz, M.D., Hattiesburg, Miss.
*Jack E. McCleary, M.D., Sherman Oaks, Calif.
Thomas W. Murrell, Jr., M.D., Richmond, Va.
Milton Robin, M.D., Chicago, ill.
Ronald C. Savin. M.D., New Haven, Conn.
Eugene P. Schoch, Jr., M.D., Austin, Tex.
Peyton E. Weary, M.D., Chairman, Charlottesville, Va.
John T. Grupenhoff, Ph. D., Consultant, Washington, D.C.
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PREAMBLE

It is clear that the American public believes that:
1. All Americans should have access to quality medical care regardless of

income; and that
2. Catastrophic illness should not destroy the economic stability of individuals

nor families; and that
3. Health care should be financed in such a manner that the individual mem-

bers of society can afford the costs and the total economic burden should not
disrupt the Nation's economy.

The American Academy of Dermatology, whose membership of 5,070 includes
the majority of American dermatologists, endorses these concepts and shares the
concern of the Congress about the rapid escalation of health care costs. The
American Academy of Dermatology does not endorse any existing legislative
proposal for national health insurance, nqr does it specifically indicate that there
is currently a need for national health insurance legislation. That. after all, is
a political decision which the American public must make through its elected
representatives, but only after being fully informed of the needs, tie conse-
quences and the true costs of such legislation. The academy believes that its
recommendations, which are incorporated in the following document, will insure
that our patients with skin disease will receive quality medical care on a cost-
effective basis under any form of national health insurance the Congress may
ultimately adopt.

1. BACKGROUND INFORMATION

A. Significance and scope of skin disease in the United States
1. Significant skin disease which is deserving of medical attention afflicts 31.2

percent of the population of the United States. The prevalence data for skin
disease are derived from the Health and Nutrition Examination Survey of
1971-1974 (appendix A).

2. Skin disease accounts for an economic loss to society in excess of $2.05
billion. This information is derived from data in a report entitled "The Eco-
nomic Cost of Illness Revisted" (appendix B) and is based on 1972 data.

3. Skin disease is second only to trauma as a cause for occupational disability
and economic loss to industry. A recent estimate indicates that approximately
178,000 new cases of occupational skin disease are acquired annually and the
economic loss to society of occupational skin disease was estimated by NIOSH
in 1972 to exceed $250 million per year.

4. Skin disease is not only disabling but patients with disfiguring skin disease
often have serious difficulty in securing appropriate employment tecause of their
appearance. Furthermore, the sy'holo-ical impact of many nisflguring skin
diseases may seriously impair interpersonal interactions and create societal ad-
justment problems for many people.

5. The skin is the interface of man with his environment and is thus subject
to many noxious environmental influences. This is particularly true with regard
to skin cancer which accounts for over 20 percent of all cancers (the largest
single group of cancers) and is clearly related to excessive sunlight exposure.

6 The skin is often an important indicator of the presence of serious internal
diseases including internal cancer. Recognition of the significance of these out-
ward manifestations of internal conditions is of great importance to early diag-
nosis and treatment of many internal diseases.

7. Many skin conditions can be prevented by good public education and im-
proverl personal hygiene. Improved public education programs, such as those
promoted by the American Academy of Dermatology, will also Improve early
recognition of potentially serious problems thereby Improving the outlook for
treatments.
B. The role of the dermatologist in care of patients with skin disease

1. The dermatologist Is a physician who specializes In the recognition, treat-
ment and prevention of all aspects of skin diseases. Clinical and investigative
dermatologists are trained to integrate their special diagnostic and therapeutic
skills with total care of their patients where the skin disease has internal
manifestations.

2. Dermatologists serve as the initial contact physician for a large segment
of the population with skin disease on a self-referral basis. They also serve as
consultants to other physicians for patients with complex or unusual derma-
tologic problems. It is understandable that the majority of patients seen by the
average dermatologist are on a self-referral basis because the skin disease is
readily visible to the patient. Thus those patients who are aware of the special
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competence of dermatologists in recognition and treatment of skin disease often
go directly to the specialist who can be expected to deliver the highest quality
of care by virtue of training and experience. Self-referral tends to eliminate the
possibility of multiple referral and reduce the potential for inappropriate or
unnecessarily prolonged therapy by those less skilled in management of skin
disease. Thus skin care by the dermatologist can be invisioned as a cost-effective
type of care by reducing the need for referral and increasing the possibility of
returning the patient to a productive status more rapidly.

3. Approximately 97 percent of the care delivered by dermatologists is cur-
rently provided on an ambulatory basis-a higher percentage than for any other
specialty. As a group, therefore, dermatologists provide a less expensive type
of medical care because they seldom have to admit their patients to a hospital.

4. Dermatologists can often diagnose their patients' problems without resorting
to the use of expensive diagnostic equipment or laboratory technology. The
substitution of visual expertise by a highly trained physician for expensive
laboratory studies thus further enhances the cost-effectiveness of the derma-
tologist's management of msny problems.

5. Dermatologists are trained to employ a wide range of therapeutic skills
on an ambulatory basis. This is, in large measure, responsible for the reduced
necessity for dermatologists to admit patients to hospitals for treatment.

6. Dermatologists have long been aware of the importance of providing geo-
graphic access for patients with skin disease to specialist-care and have been
leaders in the field of health manpower analysis, specialist placement services
and voluntary educational incentives to attract young dermatologists to under-
served areas. Dermatologists currently are neither in .oversupply, nor serious
undersupply, although there are admittedly still some underserved areas of the
country. Long-range projections of the need for dematologic manpower indicate
that by reasonable criteria we are currently close to an optimal level of training
new dermatologists.

7. Dematologic services are perhaps more subject than most other medical
services to fluctuations in the state of the economy and would be most apt to
experience a sharp increase in demand under a comprehensive, compulsory sys-
tem of national health insurance. The potential effect of unrestrained demand
upon the ambulatory care system has been carefully analyzed by Newhouse and
his associates. Patient queing and physician shortages which might be created by
increased demand for services by the abrupt imposition of comprehensive third-
party payment mechanisms upon the ambulatory care system would be par-
ticularly acute for the specialty of dematology which is so heavily devoted to
provision of ambulatory care. Such a system might be expected to result in
substantial patient queing and inordinate delays for patients with serious
problems.

U7. GENERAL GUIDELINES

The following recommendations regarding national health insurance are in
part a reflection of the perspective which is created by the type of problems
unique to our patient population and the type of practice of the dermatologist
as outlined in section 1. They are also in part a reflection of our belief that a
system of national health insurance should correct only the inequities in the
present system but not create such severe disruptions in a reasonably efficient
health care system as to subvert the superb quality of care which has char-
acterized the American system of health care delivery. The American Academy
of Dermatology does not currently endorse any of the existing proposals for
national heatlh insurance but would propose that if the American public chooses
to adopt a system of national health insurance the following guidelines be
adhered to:

1. During the formative period, when various proposals are under discussion,
the public should be fully informed about the overall costs of each proposal
including, but not limited to, the overall administrative costs of each program.
The cost analyses should not only include estimates of the direct out-of-pocket
yearly expenses to the individual and/or family, but the hidden, indirect ex-
penses in terms of increased costs of goods and services which would result from
employer-manated provision of portions of the yearly premiums. These should be
presented to the public in readily understandable terms. The Information should
specify precisely what fraction of the cost of selected items would reflect the
cost of the insurance provisions to the manufacturers or other provider of goods
and services. In addition, the increase in costs of these goods and services over
current costs which would accure if the program is adopted should be docu-
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mented. Furthermore, cost projections should be published which indicate esti-
mated increases in costs over a period of at least 10 years.

2. Administrative costs or any program adopted should be compiled and pub-
lished annually as an audit by the General Accounting Office and there should
be dissemination of information about the impact of the program upon the
economy.

3. All patients should have the right to seek the services of the physician of
their choice regardless of specialty or type of health care delivery system. Fur-
thermore, there should be no financial or other constraints Imposed which would
deter the patient from, or reward the patient for, selection of any special cate-
gory of physician or ancillary health personnel.

4. To reduce unnecessary utilization of services and to enhance patient cooper-
ation and compliance, graded co-payment should be required in all types of health
care delivery systems for the provision of all medical services. The level of co-
payment would vary according to the patient's economic status and the type of
service provided and should not be of such magnitude as to preclude the provi-
sion of appropriate care for all patients.

5. Reimbursement mechanisms should not be so constructed as to favor hos-
pital admission over ambulatory care.

6. Other than appropriate peer review, external judgments or financial con-
straints via reimbursement mechanisms should not be applied, either directly or
indirectly, to influence medical decisions about the need for, or appropriateness
of, the provision of services.

7. Purely cosmetic surgery should not be reimbursable and for this purpose a
carefully constructed definition of cosmetic surgery should be adopted to pro-
vide general direction for the decisionmaking process. The American Academy
of Dermatology would consider a slight modification of the definition of cos-
metic surgery developed by the American Medical Association as noted below to
be most appropriate:

Definition of cosmetic surgery

"Cosmetic surgery shall be defined as: That surgery which is done to revise
or change the texture, configuration or relationship of contiguous structures of
any feature of the human body which would be considered by the average prudent
observer to be within tue broad range of 'normal and acceptable variation for
age and ethnic origin; and in addition is performed for a condition which Is
judged by competent medical opinion to be without potential for jeopardy to
physical or mental health. Removal of a skin lesion suspected of being a benign
or malignant cutaneous neoplasm (new growth), whether congenital or acquired,
is not cosmetic surgery."

8. There are many nonsurgical skin conditions, either of an inherited, con-
genital or acquired nature, which have a significant cosmetic component. Because
these conditions are not normal for the average individual and because they may
be either disabling or disfiguring, medical management of such conditions should
be reimbursable.

9. The freedom of the physician to bill patients directly and to refuse assign-
ment of benefits should be preserved.

10. The law should not require a physician or other medical personnel to par-
ticipate in a program of national health insurance as a condition of the p.:actice
of the individual's chosen profession.

11. If there is to be an expansion or alteration of the financing of the health
care delivery system in the United States, it should be added to and integrated
with the existing third-party system. Federal funding should be provided to pur-
chase appropriate insurance for those who cannot afford such coverage for usual
care. All individuals, regardless of their economic status, should have adequate
protection against catastrophic illness by one mechanism or another.

12. It is improbable that any single monolithic and rigid health care delivery
system can adequately address all of the medical care needs of our complex
society. Sufficient flexibility should be incorporated into any program to provide
for innovative or alternative methods of health care delivery. Federal subsidies
for health care delivery systems should not favor one system over another with-
out clear evidence of quality assurance and economic superiority of the sub-
sidized system. No financial or other constraints should be created to limit patient
mobility from one type of health care delivery system to another.

13. Minimal standards for health insurance coverage should be established at
a national level under any program of national health insurance for both public
and private insurance policies.



APPENDIX

RESPONSES TO QUESTIONS SUBMITTED BY COMMITTEE MEMBERS BY DEPARTMENT
OF HEALTH, EDUCATION, AND WELFARE

The following material is supplied in respon-e to questions asked during
Finance Committee consideration of National Health Insurance.

Answers to question on page 14:
According to Department of Iabor estimates, 5 million full-time employed

workers out of a work force of 73 million full-time workers, are without health
Insurance.

1he proportion of premiums paid by employers and employees varies consid-
erably for those with coverage.

Percentage paid
Industry: by employer

Total -------------------------------------------------------- 85.2

Manufacturing ------------------------------------------------------ 88. 2
Mining ------------------------------------------------------------- 86.9
Construction ---------------------------------------------------- 97. 7
Transportation -------------------------------------------------- 9.9
Communication and public utilities --------------------------------- 95.9
Wholesale and retail trade --------------------------------------- 62. 1
Finance, insurance, and real estate -------------------------------- 71.5
Services ------------------------------------------------------------ 87.6

Source: These estimates are from a sample of 1,665 company health plans of private
firms with more than 25 employees. The data were provided to the Department of Labor
by plan administrators pursuant to the Welfare and Pension Plans Disclosure Act
(WPPDA). Leo Fraser, "BLS Health Plan Computerized Data" preliminary report. Office
of Health and Disabiility, ASPE. U.S. Department of Labor, January 1978.

Answer to question on page 35:
The Administration plan will have the following tax impact:
Individual out-of-pocket payments will be reduced, and itemized deductions

under the personal income tax lowered. This will increase federal tax J ayments
by $0.5 billion.

The personal income tax provisions for health insurance premiums and medical
expenses will be changed. A deduction will be provided only to the extent that
premium and medical expenses exceed 10 percent of adjusted gross income
(rather than 3 percent as in current law). This will increase federal tax pay-
ments, and reduce the net deficit to be financed. Net Cost-$1.3 billion.

Employers will be required to spend $6.1 billion more under the employer
guarantee plan than they would under current law. To the extent that employers
substitute these premium payments for wage payments, taxable income of em-
ployees will be reduced (or, in practice, increased less than they otherwise
would have increased). This will reduce federal tax payments, and increase the
net deficit to be financed. Net Cost-$1.2 billion.

(527)

0


