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NATIONAL HEALTH INSURAN{'®

MONDAY, APRIL 286, 1971

U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, D.C.

The committee met, pursuant to call of the Chair, at 10:05 a.m., in
room 2221, New Senate Office Building, Senator Russell B. Long
(chairman) presiding.

Present : Senators Long, Anderson, Ribicoff, Byrd, Jr., of Virginia,
Bennett, Curtis, Jordan of Idaho, Hansen, and Griffin.

The Cramrman, The hearing will be in order,

In fiscal 1970, the national ﬁealth bill amounted to more than $67
billion. This was 7 percent of the gross national product. Only 10
years earlier, the cost of health care was $27 billion, representing 5.4
ercent of the gross national product. One reason for the sharp rise
in health care expenditures is that modern medicine and newly devel-
oped medical techniques have enabled Americans to survive 1llnesses
and injuries which once had been fatal. In many of these cases, how-
ever, life is preserved only at tremendous costs,

Medical and social advances over the past decade have also resulted
in an increased use of the hospital—and an increase in the costs of
hospital care.

ospital admissions rose from about 25 million in 1960 to about
81 million in 1969, an increase of 23 percent. Total hospital expenses
rose 162 percent over this same period of time—from $8.4 billion to
$22 billion—reflecting both this increased utilization and the increas-
ing cost of providing hospital care. Unfortunately, development of
ways to finance the better health care we get today has not kept pace
with medical advances,

To help all Americans receive the care they need is the common
goal of each of the national health care bills pending before the Com-
mittee on Finance. At present, there are eight such bills, ranging from
mfr own modest bill to pay the costs of catastrophic illness to froposals
which would put the Government in the business of paying for all the
health care provided to all the people of America.

For the record, these bills are :

S. 8, the Health Security Act, sponsored by Senator Edward M.
Kennedy ;

S. 191, the National Catastrophic Illness Protection Act, sponsored
by Senator J. Caleb Boggs;

S. 836, the National Health Insurance and Health Improvements
Act, sponsored by Senator Jacob K. Javits;

S. 987, the Hz;a-lth Care Insurance Assistance Act, sponsored by
Senator Clifford P. Hansen -

1)
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S. l1f376, the catastrophic health insurance program, sponsored by
myself;

yS. 1490, the National Health Care Act, sponsored by Senator
Thomas J. McIntyre;

g. 1598, the Health Rights Act, sponsored by Senator Hugh Scott :
an

S. 1623, the National Health Insurance Partnership Aect of 1971,
sponsored by Senator Wallace F. Bennett on behalf of the adminis-
tration. This is President Nixon’s health plan.

In exploring the national health issue, there are many questions
which must be developed, and I hope that in this—and the hearings
that must follow—we can inquire into them all. For instance:

1. To what extent does private health insurance and Govern-
ment health programs, such as medicare and medicaid, now cover
the population ?

2. Where public and private health insurance is available, is it
adequate; or are there so many deductibles and copayment fea-
tures and other limitations that in the event of serious need the
protection is insufficient or nonexistent ?

3. What would be the impact of a program of national health
insurance on providers of health care in terms of their own opera-
tions, as well as in terms of their ability to meet increased demand ¢

4. Do we have sufficient facilities and providers of health care
services such as doctors and nurses to provide quality care to all
the people of America?

5. To what extent would a sharp increase in demand affect the
quality of care?

6. ’Iyo what extent can we build upon existing health care mecha-
nisms, rather than starting from the ground up?

In large measure, many of these issues pose the rhetorical questions
of whether the health care system can deliver what the politician
promises with the various bills. Can paper solutions be translated
into actual and workable answers?

There is no question but that the implications of national health
insurance are great. The cost, too, is great. Estimates of costs of the
various health plans before the Finance Committee range from $214
billion a year for my catastrophic illness plan, S. 1376, to $66 billion
a year for Senator Javits’ bill S, 836, and $?7 billion a year for Senator
Kennedy’s bill, S. 3.

In studying the question of national health, cost will be a factor we
cannot ignore. Our experience with medicare and its own continuing
financial crisis attest to the virtual impossibility of estimating costs
and utilization when Federal dollars replace private dollars in paying
for health care. Today, by official estimates, the medicare deficit over
the next 25 years is $242 billion. The American Hospital Association’s
estimate of increases in hospital costs result in a 25-year deficit pro-
jected at $37 billion; their estimates in the past, I regret to say, have

een more accurate than the Government’s.

Our experience with the enormous cost overruns and administrative
difficulties with medicare and medicaid justifies caution—to say the
least. To put cost estimates in perspective, it is not reassuring to know
that in the entire history of medicare we have never experienced costs
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below or even near estimated levels. For example, when medicare was
originally enacted in 1965, projected costs for the year 1975 will be
exceeded by $7.4 billion, almost 200 percent.

For the year 1990, the estimated projected cost when medicare was
enacted was $8.8 billion. Those costs are now projected at $33.3 bil-
lion! Quadrupled !

We are now turning to the consideration of proposals—some far
larger than medicare in terms of benefits, population covered, and
costs. Logic and experience indicate that the potential margin of error
in cost estimates for those proposals is far greater also.

In large measure, these uncontrolled, rapid rises in health care costs
have generated much of the impetus for national health insurance by
pricing many people out of the private insurance market and substan-
tially increasing their out-of-pocket costs not covered by insurance.

Substantial success in moderating the costs of health care might
very well relieve pressure to the point where a partial, selective health
insurance program might be more desirable to the American people
than the total approach of a national program.

As a matter of fact, national health insurance itself poses a political
paradox. Americans want the best health care money can buy. On the
other hand, Americans are predictably sensitive when it comes to
paying taxes required to finance the program. No one knows the maxi-
mum tax load the American people will tolerate. Tolerate is probably
a good word choice—to my knowledge, no Government on earth has
ever imposed a tax relished by those against whom it was assessed.

Assuming the need for a national plan is established, the problem
then becomes one of fixing priorities. Today, this Nation faces crises
in the cities, in housing, in education, and in other vital areas, in addi-
tion to health. Each of these crises, and their solutions, may make
equally justifiable and competing claims on the Nation’s available
resources,

I am hopeful that this hearing, and those which the committee will
hold subsequently, will provide the committee—and the Congress—
with an insight and a perspective into the need for national health
programs and the best way of filling that need. Unfortunately, we
cannot, say, let there be light, and then bask in perpetual sunshine.
Answers to serious questions rarely come easily, and much long, hard
work lies ahead of us if Congress is to meet its responsibility properly.

We will include at this point in the record, a copy of our committee’s
press release announcing these hearings and a document prepared by
the committee staff outlining the various health bills now before the
committee,

(The material referred to follows. Oral testimony continues at
page 25.)



PRESS RELEASE

FOR RELEASE SUNDAY A, M, COMMITTEE ON FINANCE
April 25, 1971 UNITED STATES SENATE
2227 New Senate Office Bldg.

FINANCE COMMITTEE BEGINS PUBLIC HEARINGS
ON NATIONAL HEALTH INSURANCE PROPOSALS

Honorable Russell B, Long(D,, La.), Chairman of the Committee on
Finance, today relcased the text of a prepared statement on the matter of
National Health Insurance, Senator Long will deliver the statement on Monday,
April 26, as the Committee on Finance begins open hearings on eight separate
bills proposing various solutions to the health care crisis in America, The
statement follows:

"In fiscal 1970, the national health bill amounted to more than
$67 billlon, This was 7 percent of the Gross National Product, Only ten
years earlier, the cost of health care was $27 billion, representing 5.4
percent of the Gross National Product. One reason for the sharp rise in
health care expenditures is that modern medicine and newly developed
medical techniques have grown increasingly complex and expensive, Further,
these techniques have enabled Americans to survive illnesses and injuries
which once would have been fatal, In many of these cases, however, life is
preserved only at tremendous costs,

""Medical and social advances over the past decade have also
resulted in an increased use of the hospital -~ and an increase in the costs
of hospital care,

"Hospital admissions rose from about 25 million in 1960 to about
31 million in 1969, an increase of 23 percent, Total hospital expenses rose
162 percent over this same period of timo -~ from $8, 4 billion to $22
billion =~ reflecting both this increased utilization and the increasing cost
of providing hospital care, Unfortunately, development of ways to finance
the better health care we get today has not kept pace with medical advances,

"To help all Americans receive the care they need is the common
goal of each of the national health care bills pending before the Committee
on Finance. At present, there are eight such bills, ranging from my own
modest bill to pay the costs of catastrophic illness to proposals which
would put the Government in the business of paying for all the health care
provided to all the people of America, The combined cost of these bills
total more than $300 billion,



1 For the record, these bills are: -
S. 3, the "Health Security Act, ' sponsored by Senator Edward M, Kennedy;

S. 191, the '"National Catastrophic Illness Protection Act," sponsored by
Senator J, Caleb Boggs;

S. 836, the '"National Health Insurance and Health Improvements Act, "
spongored by Senator Jacob K, Javits;

S. 987, the '"Health Care Insurance Asgsistance Act,' sponsored by
Senator Clifford P. Haneen;

S, 1376, the '"Catastrophic Health Insurance Program,' sponsored by myself;

S, 1490, the '"National Health Care Act,' sponsored by Senator Thomas J,
Mclintyre;

S. 1598, the "Health Rights Act,' sponsored by Senator Hugh Scott; and

S, 1623, the '""National Health Insurance Partnership Act of 1971, " sponsored
by Senator Wallace F, Bennett on behalf of the Administration, (This is
President Nixon's health plan,)

" In exploring the national health issue, there are many quostions
which must be developed, and I hope that in this -- and the hearings that
follow ~= we can inquire into them all, For instance:

To what extent does private health insurance and
Government health programs, such as Medicare and
Medicaid, now cover the population?

Where public and private health insurance is
available, is it adequate; or are there so many
deductibles and co~payment features and other
limitations that in the event of serious need the
protection is insufficient or nonexistent?

What would be the impact of a program of national
health insurance on providers of health care in terms
of their own operations, as well as in terms of their
ability to meet incrcased demand?

Do we have sufficient facilities and providers of
health care services such as doctors and nurses to
provide quality care to all the people of America?

To what extent would a sharp increase in demand
affect the quality of care?



To what extent can we build upon existing health
care mechanisms, rather than starting from the
ground up?

" In large measure, many of these issues pose the rhetorical
question of whether the health care system can deliver what the politician
promises with his bill., Can paper solutions be translated into actual
and workable answers?

""There is no question but that the implications of national health
insurance are great, The cost, too, is great, Estimates of costs of the
various health plans before the Finance Committec range from $2-1/2 bil-
lion a year for my catastrophic illness plan, S, 1376, to $66 billion a year
for Senator Javits' bill, S. 836, and $77 billion a year for Senator Kennedy's
bill, S, 3,

""In studying the question of national health, cost will be a factor
we cannot ignore, Our experience with Medicare and its own continuing
financial crisis attests to the virtual impossibility of estimating costs
and utilization when Federal dollars replace privnte dollars in paying for
health care. Today, by official estimates, the Medicare deficit over the
next twenty-five years is $242 billion. The American Hospital Association's
estimates of increases in hospital costs result in a twenty-five year deficit
projected at $370 billion; their estimates in the past have been more
accurate than the Government's,

""Qur cxperience with the enormous cost overruns and adrinis-
trative difficulties with lviedicare and Medicaid justifies caution -~ to say
the least, To put cost estimates in perspective, it is not reassuring to
know that in the entire history of Medicare we have never experienced costs
below or even near estimated levels, For example, when Medicare was
originally enacted in 1965, projected costs for the year 1975 were $4,3
billion, The 1975 costs are now estimated at $11, 7 billion, Thus, the
original estimates for 1975 will be exceeded by $7, 4 billion.

"For the year 1990, the estimated projected cost when Medicare
wag enacted was $8, 8 billion. Those costs are now projected at $33,3
billion! Quadrupled!

""We are now turning to the consideration of proposals ~- some far
larger than Medicare in terms of benefits, population covered, and costs,
Logic and experience indicate that the potential margin of error in cost
estimates for those proposals is far greater also,

" In large measure, these uncontrolled, rapid rises in health care
costs have generated much of the impetus for national health insurance by
pricing many people out of the private insurance market and substantially
increasing their out-of-pocket costs not covered by insurance,



""Substantial success in moderating the costs of health care might
very well relicve pressure to the point where a partial, selective health
insurance program might be more desirable to the American people than
the total approach of a national program,

""As a matter of fact, national health insurance itself poses a
political paradox. Americans want the best health care money can buy,
On the other hand, Americans are predictably sensitive when it comes to
paying taxes required to finance the program., No one knows the maximum
tax load the American people will tolerate, ''Tolerate' is probably a good
word chojce «~ to my knowledge, no Government on earth has ever imposed
a tax relished by those against whom it was asscsased,

""Agsuming the need for a national plan is established, the problem
then becomes one of fixing priorities, Today, this nation faces crises
in the cities, in housing, in education, and in other vital areas, in addition
to health, Each of these crises, and their solutions, may make equally
justifiable and competing claims on the nation's available resources.

"I am hopeful that this hearing, and those which the Committee will
hold subsequently, will provide the Committee -~ and the Congress ~~ with
an insight and a perspective into the need for national health programs and
the best way of filling that need, Unfortunately, we cannot say, 'Let there
be light, ' and then bask in perpetual sunshine, Answers to serious questions
rarely come casily, and much long, hard work lies ahead of us if Congress
is to meet its responsibility properly,"
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NATIONAL HEALTH INSURANCE
Brief Outline of Pending Bills

Health Security Act—S. 3
(SENATOR EDWARD M. KENNEDY)

A. General Approach

A national health insurance plan, administered by the Federal
Government, covering all U.S. residents, comprehensive in benefits,
and financed by a combination of payroll taxes and general revenues.
Includes provisions intended to improve quality and efficiency of
health care delivery system ; medicare wouldct)e repealed, but medicaid
would continue as a supplemental program.

B. People Covered

All U.S. citizons and aliens admitted for permanent residence would
be covered. Allows for reciprocal and “buy-in’’ agreements to cover
certain nonresident aliens and in some cases U.S. residents traveling
abroad.

C. Scope of Benefits

Comprehensive health benefits, including physician services, inpa-
tient and outpatient hospital care, home health services, supporting
services such as optometry, podiatry, devices and appliances, subject
to the following exclusions:

(1) Dental care initially limited to children under 15; covered
uﬁe group is to be extended in each of succeeding 5 years until
all under age 25 are covered. Once eligible, an individual is sub-
sequently covered regardless of age.

(22) Drug benefit limited to inpatient drugs, specified drugs
necessary for chronic conditions, drugs provided through group
practice systems.

(3) Skilled nursing home care initially limited to 120 days
with provision for expansion when feasible.

(4) Mental hospital care is limited to 45 days per year active
treatment; limit of 20 consultations per year for outpatient
psychiatric care if provided by solo practitioner.

Benefits are covered in full with no deductibles, coinsurance, waitin
periods, maximums, or cutoffs other than the limitations describe
above.

Effective date for benefits is July 1 of second calendar year follow-
ing enactment.

D. Payment to Providers

A total arca budget would be established for all services. Hospitals,
skilled nursing homes, home health agencies would be paid on basis of
negotiated budget designed to pay reasonable costs. Such payments
would constitute virtually the total income of a hospital. Comprehen-
sive health service organizations or professional foundations will be

1)
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paid by capitation or approved budget. Independent physicians and
dentists may be paid on fee-for-service basis or by capitation. Pay-
ments to practitioners would come from earmarked portion of total
area budget. Supplemental stiipends may be paid to practitioners
locating in remote or deprived areas. System may also reimburse
practitioners for costs of continuing professional education. The Health
Security Board would establish schedules of allowances for fee-for-

service reimbursement.

E. Administration

Direct Federal administration by a 5-member Health Securit
Board within Department of HEW. National Health Security Ad-
visory Council, representing consumers, providers of care, health
organizations, etc., would advise Board on program operation. Re-
gional authorities would be given strong discretionary powers. The
program would substantially supplant private health insurance.

F. Financing

Financed by a 3.59%, tax on employer’s payrolls (369, of costs);
1.09, tax on employees (129, of costs); 2.59, tax on sclf-employed
(29, of costs); and the balance (509;) from general tax revenues.
Annual taxable wage base for employed persons would be $15,000
initially, rising subsequently. Employers would pay on total payroll
without maximum. Certain uncarned income of individuals would also
be subject to 2.5, tax.

G. Cost Estimates

Committee for National Health Insurance estimate: program would
cost $57 billion in fiscal year 1974. HEW estimate: $77 billion for
fiscal year 1974.

H. Other Major Provisions

Authorizes a total of $600 million for a Health Resources Develop-
ment Fund to be used in two years preceding program operation for
development of health manpower, cducation, training, group practice,
etc. After the program is in effect, 5%, of the Health %ecurity Trust
Fund would be set aside for these purposes. Establishes national
standards for providers and incentives to encourage preventive health
care and formation of group practice arrangements.

2
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National Catastrophic Illness Protection Act—S. 191
(SENATOR J. CALEB BOGGS)

A. General Approach

A Federal health reinsurance program, designed to encourage the
development by the private insurance industry of policies which would
provide extended coverage against the costs of catastrophic illness.
The Government would reinsure against losses in instances where
private insurance companies paid ovt more in benefits than they
received in premiums. Involves creation of state-wide plans for
extended health insurance coverage which insurers or state-wide pools
of insurers would be required to offer all eligible individuals at a
reasonable cost in order to qualify for Federal reinsurance program.

B. People Covered

Individual State resident (and his dependents) who makes appro-
priate application for such extended insurance coverage.

C. Scope of Benefits

A catastrophic health insurance plan offered by private insurers
would be designed to cover costs of any and all medical care rather
than specified benefits. Before payments would be made under the
plan, a sliding deductible based upon adjusted income of an individual
or family would have to be satisfied. The deductible would be equal to
% of the amount by which the individual or family’s adjusted income
exceeds $1,000 but does not exceed $2,000, plus all of tllle amount by
which such adjusted income exceeds $2,000. (A person with an adjusted
income of $10,000 would have a deductible of $8,500; an individual
with adjusted income of $5,000 would have a $3,500 deductible.) The
deductible would be reduced by the amount of any out-of-pocket pay-
ments or any public or private third-party payments made on behalf
of an insured person.

D. Payment to Providers

Present methods under private insurance.
E. Administration

Federal Government role mainly limited to contracting with private
insurers for reinsurance coverage. An insurance company would pay
the Government certain premiums or fees for reinsurance. HEW
would also set premium rates to be used by private insurers in charging
individuals for catastrophic health insurance plans. State insurance
authorities would develop state-wide plan for extended coverage and
would provide for pooling of risks among private insurers within a
State. Where a state-wide plan cannot be established, private insurers
would deal directly with t{le Federal Government.

F. Financing

Catastrophic insurance would be financed by means of payments of
premiums to private insurers. The Government’s reinsurance program
would be financed through premiums paid by private insurers into a
National Catastrophic Il%ness Insurance Fund.

G. Cost Estimates
No estimate available.
(3)
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National Health Insurance and Health Improvements Act—S. 836
(SENATOR JACOB K. JAVITS)

A. General Approach

A national health insurance plan established through a gradual
expansion of the medicare program to cover the general population.
Benefits would be broadened to include certain services not presently
covered under medicare. The medicare Part B premium would be
eliminated. Medicaid would be continued.

B. People Covered

Medicare would be extended to all those over 65, the disabled,
widows over 60, and widowers over 62 effective July 1972. Effective
July 1974, the program would be extended to all citizens and aliens
admitted for permanent residence.

C. Scope of Benefits
Same benefits as under medicare at the beginning:
(1) 90 days of hospital care with $60 deductible and coin-
surance of $15 per day after 60th day.
(2) 100 days post-hospital extended care with coinsurance of
$7.50 per day after 20(n day.
(3) Physician and related services including outpatient diag-
nostic services, home health services, and physical therapy.
Additional benefits would be phased in, as fo{lows:
gl) Maintenance drugs for chronic conditions, effective July
1973.
(2) Annual physical examinations, effective July 1975.
(3) Dental care for children under 8, effective July 1975.

D. Payment to Providers

Until July 1, 1974, reasonable cost for hospitals and institutions
and reasonazle charges for physicians (as under medicare). Thereafter,
new methods, developed in interim, may be employed.

E. Administration

Essentially the same as medicare. Federal administration using
private carriers, intermediaries, and State health agencies for appro-
priate roles. New public insurance corporations could be set up to
administer the program if private carriers and intermediaries could
not do so properly.

F. Financing

Financed by taxes on employers, employees, and self-employed
(3.39%, each in 1976 and thereafter) with Federal general revenue
contributions equal to 14 of the amount collected through payroll
taxes. Annual taxable wages for workers would be $15,000; for em-
ployers, no taxable wage base would apply.

(6)
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G. Cost Estimates

Estimate by Social Security Administration: $66.4 billion in fiscal
1975.
H. Other Major Provisions

Individuals can “elect out” of program by securing coverage from -
private insurers offering comparable or better protection and thereby
exempt themselves from payroll taxation for Federal health insurance.
Employer plans may qualify in lieu of Federal program if they pay
75% of the cost and the protection is hetter than the Government
plan. Provides incentives for growth of comprehensive health service
systems which would benefit from cost-savings for efficient operation.

6«
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Health Care Insurance Assistance Act—S. 987 -
(SENATOR CLIFEORD P. HANSEN) .

A. General Approach ' ' ' -
A voluntary health insurance program called ‘“medicredit,” under
which the Federal Government would pay health insurance premiums
for the poor, and allow income tax credits for all others toward the
purchase of private health insurance plans. The amount of tax credit
would include 1) 1009, of premium charges for catastrophic in-
surance plans and 2) an income-rclated percentage of premium
charges for other health insurance providing certain basic benefits
approved by the Government. Medicare would continue as at present.

B. People Covered

The total population under age 65 would be eligible. Those with no
Federal income tax liability would receive full payment of their
health insurance premium costs. For all others, the Federal share
of health insurance premiums gradually decreases from 1009, until
those with a tax liability of $891 or more would get a tax credit of 109,
of premium cost.

C. Scope of Benefits
A health care policy, in order to qualify under this program for
urposes of a tax credit, would have to provide, at a minimum, the
ollowing benefits:

(1) 60 days hospitalization (with extended care days counting
as % hospital day or 2 days of extended care for cach hospital
day, including nursing services, drugs, blood, appliances, mater-
nity and psychiatric care, physical therapy—subject to a $50
deductible.

(2) Emergency or outpatient services including diagnostic
services, x-rays, lab tests, otc.—subject to 209, coinsurance on
1st $500 of expense.

(3) Medical care by physician, in hospital or office, including
diagnosis and treatment, psychiatric care, immunizations, physical
exams, lab services, radiation therapy, maternal and well-baby-
care—subject to 209, coinsurance. ‘

(4) Dental or oral surgery, ambulance service—subject to 20%
coinsurance.

(56) Catastrophic illness provisions beyond basic coverage, in-
cluding hospital services, extended care services (limited to 30
additional days), outpatient blood, prosthetic aids—subject to
graduated corridor of deductible expense based on a family’s or
individual’s taxable income, on the following scale: 109, on 1st
$4,000, 159, on next $3,000, 209, thereafter.

D. Payment to Providers
Usual and customary charges for all services, including hospital
and extended care. -
(M)
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E. Administration :

Establishes Health Insurance ‘“Advisory’’ Board to write policy and
regulations. Private insurance companies would each administer their
own approved policies.

F. Financing

Costs of health insurance for the poor would be met by Federal
general revenue expenditures and by reductions in Federal income tax
collections for those receiving tax credits.

G. Cost Estimates
American Medical Association estimate: $14.5 billion.

8
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Catuastrophic Health Insurance Program--S. 1376
(SENATOR RUSSELL B. LONG)

A. General Approach

A national program of catastrophic health insurance for people
under 65, covered under Social Security Program would be adminis-
tered by Social Security and would supplement existing private health
insurance. Medicare would continue for those age 65 or over. Medicaid
would continue as is, except that the benefits provided to eligible
individuals under the new program would no longer need to be paid
for through the medicaid program.

B. People Covered
All Eersons under 65 fully or currently insured under Social Security,
lus their spouses and dependents. “Buy-in” agreements for State and
ocal governmental employees not covered by Social Security.

C. Scope of Benefits

Same as currently provided under medicare parts A and B, without
limitations on the number of hospital days, extended care facility
days, or home health visits, and benefits would be subject to following
deductibles and coinsurance:

(1) Hospital deductible of 60 days hospitalization per year per
individual, plus $15 a day coinsurance after 60th day. Post
hospital extended care services provided after the 60-day hospital
deductible was met would be covered subject to $7.50 a day
coinsurance.

(2) Supplemental medical deductible initially established at
$2,000 per year per family, with coinsurance of 209, of medical
expenses exceeding the deductible.

Benefits would become effective January 1, 1972.

D. Payment to Providers

Payments made to patients, providers, and practitioners under
this program would be subject to the same reimbursement controls
as under medicare. Quality, health and safety standards and utilization
controls used in the medicare program would apply also.

E. Administration
Same as medicare.

F. Financing

Financed through payroll contributions from employees, employers,
and self-employed (0.3% in 1972-74, 0.35% in 1975-79, 0.49% in
1980 and thereafter). Wage base would be $9,000 initially, rising
subsequently. Trust fund for Federal Catastrophic Health Insurance
would be completely separate from other trust funds operating under
Social Security programs.

G. Cost Estimates .

H.E.W. estimate: $2.5 billion on an incurred basis and $2.2 billion

on a cash basis for 1st year of operation. :
(9)
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‘National Health Care Act—S. 1490
(SENATOR THOMAS J. McINTYRE)

A. General Approach

A program which would provide financial assistance for State health
care insurance plans for the poor and uninsurable and set a Federal
Minimum Standard Health-care Benefits Program as a condition of
eligibility for increased Federal income tax deductions for the costs of
private health insurance coverage. Individuals who itemize deductions
would be allowed an unlimited tax deduction from income equal to
all premiums paid under health plans meeting the minimum standards.
An employer would be eligible for a tax deduction equal to 100%
of his costs in providing a qualified health plan to his employees.
Only 509, of the cost of a nonqualified policy could be deducted.
It would supplement medicare and medicaid.

B. People Covered

Persons on public assistance would be covered through qualified
State health-care plans at no expense to themselves. Uninsurable
individuals and those with low-incomes could enroll at a modest cost
in the State plan. All other individuals participating in a qualified
health care plan who itemize deductions would be entitled to receive
increased tax deductions for insurance premium expenses.

C. Scope of Benefits

Different levels of minimum benefits would be required for private
group and individual plans and for State pool plans for the poor,
near IYoor, and previously uninsurable, with the State pool plans
initially being more comprehensive. Effective January 1, 1973, the
private group and individual plans would include the following
subject to (a) in qualified employer plans, deductibles of up to $100
per family and coinsurance payments of up to $1,000 per family;
(b) in qualified individual plans, unlimited deductible amounts and
colnsurance ran%ing up to 209% of covered expenses and; (c) a ceiling
on copayments for participants in the State pools:

(1) 30 days hospitalization—subject to $10 deductible for
1st day, $5 for each additional covered day.

(2) 60 days extended care services—subject to $2.50 per day
deductible.

(3) 90 days home health services—subject to $2.50 per day
deductible.

(4) All diagnostic, x-ray, and lab exams on an ambulatory
basis—no limit and no deductible.

(6) 3 visits per year to physician in office or ambulatory
center—$2 deductible per visit.

(6) Unlimited visits for outpatient surgery and radiation
therapy—3$2 deductible per visit.

(7) 6 exams for well-baby care—no deductible.

(8) Unlimited inpatient physician services—$3 deductible per
day, for 1st 30 days, $5 per day thereafter.

(1)
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Effective July 1, 1972, State pool plans would be identical to the
above but also include the following benefits:
(1) Physician visits—6 per year
(2) Hospitalization—120 days
(3) Extended care facility—120 days
(4) Well-baby care—12 visits during 1st two years®
(5) Home health services—180 days
(6) Additional benefits—dental care for children under 19
(209, coinsurance), prescription drugs ($1 per prescription),
physical therapy (209, coinsurance), family planning services,
prosthetic aids (209, coinsurance), maternity care (209, coin-
surance).
By January 1, 1976, private group coverage would be expanded to
cover the initial State pool plan level of coverage. Subsequent benefit
improvements are provided for in future years.

D. Payment to Providers

Payments would be limited to the 75th percentile of prevail-
ing charges for professional services and for institutions, to
rates approved by a State Health Care Institutions Cost Com-
mission.
E. Administration

Private insurers would each administer their own policy for qualified -
group and individual plans. For the qualified State health-care plans,
" cach State would set up a health insurance pool, a portion of the risks
of which private insurers would be required to underwrite. One or more

rivate companies would be designated to administer the State plan.

Bremium rates for the State plans would be determined within each
State, subject to review by HEW.

F. Financing

Costs of protection for all people not insured through a State pool
would be borne by employers, employees and the self-employed through
premium payments to private insurance companies, and indirectly by
the Federal Government through tax deductions for these premium
expenses.

A State pool would be financed with premium payments from the
uninsurable, partial premium payments from the near-poor, and
Federal-State contributions to subsidize, in part, costs of protection
for the near-poor, and in full, the costs oF protection for welfare
recipients. Contributions of the near-poor vary with income.

The Federal matching payments would vary with a State’s per
capita income and range from 709, to 90%. Federal matching pay-
ments would come from general revenue funds.

G. Cost Estimates

The Health Insurance Association of America estimates cost of the
program (using 1970 cost data) at $2.4 billion. The estimate is said to
include Medicaid cost off-sets. The estimate does not include the
amount of revenue loss to the Government from the tax deductions
granted to cover the purchase price of qualified health care plans by
employers and individuals.

12
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H. Other Major Provisions
Includes provisions intended to 1) increase and redistribute sup-
ply of health manpower 2) promote ambulatory care 3) strengthen
health planning 4) improve cost and quality controls for health
services.
13



21

Health Rights Act—S. 1598
(SENATOR HUGH SCOTT)

A. General Approach

Establishes two separate health insurance programs to supplement
existing private health insurance protdction—1) a Fedecrally-admin-
istered inpatient plan designed to cover costs of catastrophic illness
2) an optional outpatient health maintenance plan administered by
private insurers under contract to the Government. Inpatient plan
would pay for covered benefits when a family’s or individual’s medical
expenses exceeded a ‘health cost ceiling.” Outpatient plan would
pay for covered services above a specified deductible. Would replace
medicare and Retired Federal Employees Health Benefits program;
n;edicaid would pay only for services not covered under inpatient
plan.

B. People Covered

All US. residents and aliens admitted for permanent residence
would be entitled to benefits. Reciprocal agreements could be ar-
ranged to cover aliens temporarily residing in U.S. and employed by
foreign countries.

C. Scope of Benefits

Inpatient plan would pay 1) all costs for covered services (listed
below), once a family’s or individual’s medical expenses exceeded a
“health cost ceiling,” based on family income and size, and 2) 509, of
costs of covered services when such expenses exceeded % of the health
cost ceiling. (For example, a family of 4 with income of $10,000 would
have a health cost ceiling of $545. Once medical expenses reached
$272.50, the inpatient plan would pay 509, of additional medical ex-
penses up to $545, then 1009 of costs beyond that.)

Inpatient plan would cover following services:

(1) inpatient hospital and dental care

(2) inpatient psychiatric services up to 180-day lifetime
maximum

(3) skilled nursing home services

(4) home health services

Outpatient plan would pay for all covered services above an indi-
vidual deductible of $50 per year, with lower deductibles for the poor.
An additional $25 deductible would be applied to covered dental
services.

Outpatient plan would cover the following:

(1) physicians’ services, including diagnostic exams, limited
physical exams, 3 pre-natal exams per pregnancy, 2 well-child
care exams per year for children under 5

(2) outpatient physical therapy

(3) 100 home health visits i

(4) outpatient psychiatric visits up to lifetime maximum of 104
visits

(5) dental services for children under 12

(6) long-term maintenance drugs.

Benefits would become effective January 1, 1973.

(15)
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D. Payment to Providers

Provides that payment to providers of services under inpatient plan
will be in accordance with regulations of the Secretary of HEW. For
outpatient plan, insurance carriers who have contracted with the
Government to administer the plan within a particular region will
reimburse providers of services.

E. Administration

An Office of Health Care would be established in Department of
HEW to administer, through its regional offices, the Government’s
inpatient plan. Private carriers under contract to HEW would be
assigned responsibility for administering the outpatient plan within a
particular region or subregion. A Health Services Review Commit-
tee, representing providers and consumers of health services, would
be set up within each region to evaluate effectiveness of the program.
A National Review Board would review overall administration,
develop minimum national standards for participating health person-
nel, compile a generic list of drugs for use by participating institutions
and health maintenance organizations. Providers would be required
to have a utilization review program. HEW could contract with
health maintenance organizations to provide all services covered
under both inpatient and outpatient plans.

F. Financing

Inpatient plan would be financed in part through the present health
insurance portion of Social Security payroll taxes and in part through
general revenues. Supplementary outpatient plan would be financed
through individual premium payments which would be supplemented
in whole or in part with Federal payments for poor families. Employers
could agree to pay part or all of their employees’ premiums for the
supplementary plan.

G. Cost Estimates
None available.

H. Other Major Provisions

Authorizes Federal grants and loans for planning, development,
and construction of health maintenance organizations, with special
grant provision for HMOs in physician short areas. Revises provisions
of medical and nursing student loan program to extend the loan re-
payment periods and increase amount of loan. Establishes program of
yearly capitation grants to medical schools to encourage increases in
enrollment and shorter curricula. .

16



23

National Health Insurance Act—S. 1623
(SENATOR WALLACE F. BENNETT)

A. General Approach

A program which would require health insurance coverage for all
employed persons and their dependents through Federally-mandated
employer-employee private insurance packages meeting National
Health Insurance Standards established by the bill. Additionally,
the program would provide medical care bencfits to low-income
families with children through ecstablishment of a Federal family
health insurance program (FHIP).

B. People Covered

All employees would be covered; employers would be mandated
to provide private insurance coverage meeting minimal standards.

Low-income families (for example, a family of four with income
up to $5,000) would be eligible for coverage under the Family Health
Insurance Plan. Families with lower incomes (family of four with
income below $3,000) would pay no premiums. Families with incomes
between $3,000 and $5,000 would contribute toward premium costs.

C. Scope of Benefits

A. National Health Insurance minimum standards would be estab-
lished for employer-cmployee policies: Such policies must include
(up to a maximum of $50,000 in benefits and subject to deductibles
and co-payment requirements described below):

(1) In-patient hospital service without limit;

(2) Physicians’ services (including Christian Science practi-
tioners or nurses) without limitation; and

(3) Laboratory and x-ray services without limitation.

B. The Family Health Insurance plan would provide:

(1) 30 days of in-paticnt hospital care (extended care day
would count as (}%) hospital day);

(2) In-patient physicians’ services and 8 out-patient physi-
cians’ visits per year; and

(8) Varying number of visits for “well-child” care dependent
upon age of child. ‘

D. Deductibles and Co-insurance

A. The employer-employee package would have a two-day hospital
deductible and a $100 deductible for other services. There would be a
259%, co-insurance for all services (including hospital charges). Co-
insurance and deductibles would be waived after an individual receives
$5,000 of covered services in a year.

B. In the Family Health Insurance Program, deductibles and co-
insurance amounts vary in accordance with the income of eligible
families. A family of four with an income of $3,000 would pay no
deductibles or co-insurance. Families with incomes above $3,000 but
less than $5,000 would pay deductibles of one or two days of hospital

an
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care depending upon income and those with income of more than
$3,500 would also be required to pay varying co-insurance and/or
dollar amounts.

E. Payments to Providers and Practitioners
Payments for care would be subject to Medicare limits on reasonable
costs for institutions and reasonable charges for providers.

F. Administration

Employer-employee health insurance policies would be administered
and underwritten by private insurance companies.

Family Health Insurance Program would be administered by the
Federal government on a basis comparable to Medicare utiﬁzing
carriers and intermediaries.

G. Financing

Employer-emgloyee health insurance plans would be financed by
payments from both employer and employee. Employee contributions
could be no higher than 35% of premium cost initially, and 25%, after
two and one-half years.

Family Health Insurance Plan would be financed through Federal
general revenues and payments from the near-poor.

H. Estimates

The Administration estimates the cost of the employer-employee
coverage for 1974 at $7 billion above estimated employer-employee
health insurance expense for present benefit coverage.

The Federal general revenues contribution to the Family Health
Insurance Program would be $3 billion in 1974. This would be offset
in part, by an estimated savings of $1.8 billion in Medicaid.

18
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The CrarmaN. We are pleased to have with us this morning as the
first witness the senior Senator from Massachusetts, the Honorable
Edward M. Kennedy, to testify on behalf of his proposal, S. 3.

STATEMENT OF HON. EDWARD M. KENNEDY, U.S. SENATOR FROM
THE STATE OF MASSACHUSETTS

Senator Ken~epy. Thank you very much, Mr. Chairman and mem-
bers of the committee.

The CrAlRMAN. May I interrupt for a moment to say that I would
Krefer that we hear the Senator’s statement in its entirety before we

ave any questions. I would hope that in order to accord all witnesses
the opportunity to be heard during the morning session that we can
confine the Senators to 5 minutes in their first round of interrogation,
and thereafter they can ask such additional questions as they desire.

Senator Kennepy, Thank you very much, Mr, Chairman and mem-
bers of the committee,

I am pleased to have the opportunity to share with this committee
my deep concern over the crisis in health care in America, and to
describe how I believe the Health Security Act will alleviate the crisis.

The extensive and continuing efforts of this committee in the areas
of catastrophic illness, mental illness, peer review, cost control, and
above all, '519, health needs of the elderly, prove your long-standing
concern with health care in the Nation.

The quality of health care in the Nation is rapidly becoming the
overriding domestic issue of our day, and I look forward to working
with the members of this committee as we in Congress seek to deal with

. theissue in the monthsahead.

Eight weeks ago, our Subcommittee on Health began its own hear-
ings on health care in America, as background for the wide variety
of legislation currently referred to our subcommittee. During that
period, we heard primarily from the experts—representatives of medi-
cal schools, hospitals, physicians, organized medicine, the insurance
industry, and virtually all of the other major institutions of American
health care.

Now we have begun to take the issue to the people. Already we have
held field hearings in New York, West Virginia, and Tennessee, and
hearings in a number of other States will take place in the comin
weeks. We plan to hear testimony directly from the people who need,
use, and pay for health care in every part of the country, as well as
from the doctors, nurses, and others who are on the firing line, actually
providing health care to the people.

Let me share with you what we have now learned of the health crisis
in America.

The Finance Committee is, of course, preeminently aware of the
soaring cost of health care. The chart I have brought with me—
chart 1—illustrates how hospital charges have tripled in the last dec-



CHART 1

INFLATION IN HEALTH COSTS

ade, while physician fees have risen by 150 percent. Insurance pre-
miums have soared to keep pace with these costs. The chart also shows
that the inflation in hospital costs outstrips even the inflation in con-
struction wages, which has concerned the Nation so much in recent
months, Surely, in light of recent developments, it is fair to ask, if
we need @ stabilization review board for construction costs, why don’t
we need one for hospital costs?

From the purely economic standpoint alone, serious inflation in an
industry as large as health care indicates a system that is out of con-
trol. But there are other signs of the loss of control as well. There is

ross waste and inefficiency in the way health services are provided.

e have heard testimony that hospitals are used unnecessarily because
insurance covers hospitalization but not outpatient care. We have
heard that costly hospital facilities, such as open heart surgery units,
are built for prestige reasons, and then pai(f for by insurance com-
panies, even when the facilities are not needed in the community and
stand idle much of the time.

I have walked through emergency rooms packed with patients wait-
ingi long hours for routine health care. In the same city, I have also
walked through empty emergency rooms. I have walked through
crowded hospital wards, and I have also walked through hospitals with
empty padlocked wings and half-filled wards.

We have heard from areas of the country with too many surgeons
and too much surgery, and we have heard from areas where there are
no doctors at all.
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In short, behind the soaring costs of health care, we see a health sys-
tem riddled with inefficiencies—a system that attracts physicians where
they are needed least, treats patients where it costs the most, and over-
loads one facility only to leave neighboring facilities empty.

Worst of all, Jne health system seems unsﬁﬂe to respond to these prob-
lems. It shows few signs of creativity, or of being able to take even the
most rudimentary steps to eliminate the crisis. America is a prisoner of
a health care system designed for a bygone era. Doctors, hospitals,
and patients alike are trapped in a system they cannot change alone.

One further point needs to be made about the health crisis.

We can talk all we want about costs, and quality, and manpower
shortages. But you do not really see the health crisis until you leave
the hearing rooms of Congress and travel into America to listen to the
Eeople. 'We have a health crisis in this country, and it is a crisis in very

uman terms. Day in and day out across America, real tragedies are
happening to real people, and they are happening because in the rich-
est nation in the world, health is a forgotten right.

In the past few weeks, our Health Subcommittee has seen first hand
the many different faces of the health crisis:

It is a union brewer fror Queens, whose kidney dialysis machine
is about to be unplugged unless he can pay $10,000 a year for its
cost.

It is a ghetto mother in Harlem, whose oldest son is severely
retarded %or life because of lead Eaint poisoning, but whose
younger children have not yet even
the disease. ‘

It is a Cornell engineering student, paralyzed for life by a tragic
football injury last fall, whose upper middle class family has been
ruined by the devastating financial consequences of the accident—
$50,000 in 5 months, and no end in sight. The family thought they
were protected, because the father was an insurance salesman who
carried the best health policy his company offered.

It is the elderly widow in West Virginia, whose husband died of
black lung disease, and who now lives on a benefit of $84 a month.
She pays $5 a month for insurance to cover the medicare deduc-
tible and coinsurance. Her doctor refuses to fill out any of the
insurance forms so she has to do it all herself.

It is a paint sprayer for a bridge company in Nashville, who
lost his health insurance when his company went out of business.
He had to file for bankruptcy because he couldn’t pay a $600 hos-
pital bill when his son was born.,

It is a disabled World War II veteran living on a pension of
$200 a month, and paying $5 a month on what he still owes from a
1968 hospital bill.

It is countless citizens harassed by bill collectors, hired by
h}(l)spitals that are better at chasing patients than at treating
them.

It is a college linguistics professor dead of brain cancer at 46,
after tens of thousands of dollars in expenses. Now, the lives of
his wife and children are mortgaged for years into the future.
The crue'est irony of all is that the wife is from Israel, where
all of her expenses would be covered.

een tested for symptoms of
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We have learned that a $500 expense for a working man can be
just as catastrophic as a $50,000 expense for a businessman. We have
learned that even the cost of health insurance premiums and medicare
deductibles can be catastrophic expenses for millions of senior citizens.

When I think of the health crisis I also think of physicians work-
ing 12 to 14 hours a day, and still turning away patients in distress.
We have heard hospital administrators boast of collecting over 95
percent of their bills—they do it by turning away the poor.

We have heard the same administrators say they don’t know why
their emergency rooms are empty, when a sign over the entrance
demands $15 for the privilege of walking through the door. In New
York City, we could not find private hospitals with emergency rooms
in many counties. They take patients only by referral from private
physicians. Despite the terrible need, only the public hospitals open
their doors to the people at large.

We have a health crisis in America, and it cuts across all political,
social, economic, and geographic lines. It affects old and yvoung, black
and white, rich and poor, urban and rural, business and labor, North
and South, Republican and Democrat alike. Rarely, if ever, in our
histo;'y has any issue so united so many different elements of our

eople.
P The reason for this situation is clear. At every turn, it is financing
that causes or contributes to the crisis.

Because hospital charges are covered by insurance, more people are
hospitalized than necessary.

Because specialists are reimbursed at higher rates and enjoy shorter
working hours, doctors enter specialties and abandon general practice.

Because suburban America can better pay for specialists, doctors
flock to the suburbs, and leave rural and urban America to the brutality
of hospital emergency rooms.

Because hospitals cannot afford to treat those who have no health
insurance, private hospitals restrict their services to the affluent, and
public facilities are swamped under an avalanche of people who are
poor risks for payment.

Because insurance is marketed primarily for good health risks,
fragmented public programs must be set up by Federal, State, and
local governments for the unemployed and the chronically ill, and to
respond to special problems like black lung disease, kidney disease,
and other critical areas.

I am convinced that the way we finance health care has trapped
Americans in this inefficient and enormously expensive system. My
bill, the Health Security Act aims at breaking open this trap by
changing the way we finance health care.

There are those who say it is un-American for the Government to
intervene in the way we do business in the health care industry. This
is utter nonsense.

If anything, the health care industry is itself un-American in the
way it does business. In America we rely on competition and the in-
formed choice of individual citizens to guarantee that products are
available at reasonable prices in the marketplace. But where do we
see doctors or hospitals actually competing in the American health care
industry? Where do we find consumers able to judge quality well
enough to compare the health services they receive?
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Things simply don’t operate this way in the medical marketplace.
Doctors reach tacit agreements about prices among themselves, with
the active support and blessing of the insurance industry. They refer
their patients to hospitals, which charge what they please and then
coerce the insurance industry into paying whatever price they think
the public will bear.

Surely, we cannot rely on competition and consumer choice to keep
thedhealth care industry innovative and responsive to the country’s
needs.

Some will object that there is competition—competition among
health insurance companies. There is indeed competition, but it is com-
petition for profits, not for health services. The competition is in fact
so fierce that it has forced even nonprofit companies like Blue Cross
and Blue Shield into practices that skim the cream off the insurance
market, and leave many Americans with exorbitant premiums, or
without any health insurance at all.

But this sort of competition is worthless. It has failed to assure
efficient, effective, and reasonably priced health care. In our subcom-
mittee hearings, we have heard strong evidence that the insurance
industry has neither the ability nor the will to control costs or promote
efficiency in the health system.

They take the path of least resistance. They simply raise their pre-
miums to cover the inefficiency and inflation. And then they add their
profits on the top. Competition in the insurance industry is costing
us billions of dollars in waste and inadequate health care. It is doing
nothing to control costs, to stimulate new resources, or to improve the
quality of service.

SCLERK’S Nore: Senator Bennett subsequently requested that the
following information appear at this point in the printed record.
See page 72.)
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FINANCIAL EXPERIENCE OF PRIVATE HEALTH INSURANCE ORGANIZATIONS, 1069

{Amounts in millions]

Claims expense Operating expense Net underwriting gain Net income
Subscription Percent of Percent of Percent of Percent of
Total or premijum premium premium premjum Premium
Type of plan income income Amount income Amount income Amount income Amount income
Total . ... () $14,657.7 $13,068.5 89.2 $2,133.7 14.6 —8$544.5 3.7
Blue Cross-Blue Shield__..... $6, 265. 8 6, 155, 6 5, 903. 1 95. 9 457.7 7.4 —205.2 3.3
4,434, 1 4, 365. 2 4,271, 4 97.9 252. 3 58 —1585 3.6
1,831 7 1,790. 4 1,631. 7 91. 1 205. 3 11. 5 —46.6 —2.6
Insurance compal 1 7, 569. 0 6, 306. 0 83.3 1,609 5 21.3 —346.6 —4.6
Group policies O] 5, 685, 0 5, 349. 0 94. 1 750. 4 13.2 —414.4 7.3
Individual policies........ ) 1,884.0 957. 0 50. 8 859. 1 45. 6 67.9 3.6
Other plans_ _ . _._.__.....__ 933. 1 933, 1 859. 4 92, 1 66. 5 7.1 7.2 8
Community. . ....__.... 375.0 375. 0 349. 0 93.1 27.0 7.2 —1.0 —.3
Employer-employee-
union .. ooaoio.n 490. 0 490. 0 450. 0 91, 8 35.0 7.2 5.0 1.0
Private group clinie_ . __ 16. 3 16. 3 14. 2 87.1 1.1 6.8 1.0 6.1
Dental service
corporation_.._....... 51. 8 51. 8 46. 2 89. 2 3.4 6.6 2.2 4.2

! Data not available.
Source: Social Security Bulletin, February 1971.



RETENTIONS ! OF PRIVATE HEALTH INSURANCE ORGANIZATIONS A8 A PERCENT OF SUBSCRIPTION OR PREMIUM INCOME, 1048-692

Blue Cross-Blue Shield plans Insurance companies Other plans 3
Employor- Private Dental
Blue Bluo Group  Individual employee- group service
Year Total Total Cross Shield Total policies policies Total Community union clinfc  corporations
1948 . ... 29. 7 15. 6 14. 6 22.0 45. 8 30. 2 61,7 7.9 (%) () (3; ¢
1950 ... 23. 2 14. 5 12. 3 21. 6 33.9 22, 8 47, 4 10. 0 ® é’; (G @
1956 ... 19. 5 11.3 8.6 17. 6 27. 56 16. 1 46.9 8.8 ® 3 @) ¢
1960..... .- 14. 5 7.9 7.2 9.6 21,1 0.6 47.1 3.5 ®) ® (’g ®
1961 ___.. 14. 7 7.8 6. 8 10. 3 21.0 10.1 47,1 8. 4 () 5‘) @ ®)
1962 .. ... 14. 4 7.2 5.7 11.0 20.9 9.4 49. 3 9.2 ®) 3 ¢) ®
1063 ... 13. 3 6.5 50 103 19.4 8.3 46,0 9.7 ® @) ) E’)
1964 ... 12. 8 5.6 3.9 9.7 19. 1 8.3 45.5 9.5 (3) ®) ®) %)
1965.. ... 12,7 6.1 4.7 9.9 18. 4 6.9 45, 3 9. 4 8.2 10. 2 10. 7 6.9
1966 ... ... 13. 5 81 6.6 12,0 18. 1 6.9 45. 6 9.3 8.0 10. 2 11. 8 6. 5
1967 .. ... 14. 0 10. 4 8.3 15, 6 17. 4 6. 4 47,2 9.7 8.4 10. 8 13.3 6. 2
1968, .. ... 10. 4 6.7 3.7 13. 8 18. 5 6.2 46. 4 8.6 6.2 9.7 5.8 17, 2
1969 ... ... 10. 8 4.1 2.2 8.9 16. 7 5.9 49. 2 7.9 6.9 8.2 12.9 10. 8
1 Amounts retained by the organizations for operating expenses, addition to reserves, 3 Data by type of plan before 1965 not available,

nn'dlg)erm'eii from table 17, Sourco. Social Security Bulletin, February 1971,

1€
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Senator Kennepy. The hospitals and doctors are not the villains.
They, like us, are caught in a system that contains the wrong incen-
tives and rewards the worst inefficiencies, If we are to succeed in our
goal of achieving health reform, we must break the trap that binds
us and free the hospitals and the doctors to create a health care system
worthy of our Nation.

I believe the Health Security Act will do the job. Only the health in-
surance industry stands to lose if the bill is passed—and I believe we
have already witnessed the failure of that industry to serve the people.

Frankly, Mr. Chairman, it is incredible to me that the adminis-
tration proposes to place even greater responsibility in the hands of the
insurance industry—and further abdicate public responsibility in this
area. As the accompanying chart—chart 2—makes clear, the amount
of health funds handled by the insurance industry will increase sub-
stantially under the administration’s proposal—a windfall worth bil-
lions of dollars a year for the private carriers.

But let me turn specifically now to S. 8, the Health Security Act—
its costs and benefits. I would like to submit for the record a detailed
description of S. 8, and make summary remarks at this time.

At the outset, I believe that a nation as affluent as ours cannot afford
not, to offer comprehensive health care to all of our people, whatever
the cost. But this is not the issue. I am convinced that the Health
Security Act can be put into operation for the same amount of money
we are now spending on the current system, and give us better care
in the bargain.

You have heard enormous figures quoted as the “cost” of the Health
Security Act, but the figures are meaningless unless we compare them
with the cost of other programs.

As you can see by chart 2, the amount of money that will be spent
under the existing system in 1974 is $100 billion, the same amount of
money that woulg be spent if the Health Security Act is passed. Of
that $100 billion, $68 billion will go for benefits covered by the Health
Security Act, but none of that spending is new money.

The crucial point is that under the Health Security Act, the major
part of the funds will flow through the Federal Government, instead
of through the private health insurance industry. The cost to the Na-
tion, however, remains the same—$100 billion, The higher Federal
payment is offset by a reduction of equal amount in spending for
private insurance and out-of-pocket payments.

In addition, as chart 8 indicates, the Health Security Act will achieve
substantial savings in future years, once it goes into effect. We estimate
that, under the Health Security Act, by 1980, we will be saving $50
billior:jl over what we would be spending then if things go on as they
are today.

The k%y question in this and all national health insurance pro-
posals, Mr. Chairman, is who should have the responsibility for
administering the enormous funds being spent on health care in
America. I believe that the Federal Government should have this
responsibility—and I would make the Federal Government the health
insurance carrier for all Americans.

Under the Health Security Act, the doctors, the nurses, and the hos-
pitals would not be owned by the Government, any more than they
are currently owned by the private insurance industry. They remain
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free to organize themselves and charge for their services in a variety
of ways. In fact, they would be freer than they are now, because more
options would be open to them.

An insurance agent for the Nation, the Federal Government would
effect controls on costs, as well as incentives for efficiency and quality
of care. It would also undertake to increase the resources available to
supply care.

Of all the bills before Congress, only the Health Security Act
places positive and firm controls on costs. I want to stress that point,
and I am sure we will have an opportunity to elaborate later, It does
this by prospectively budgeting the amount of money available to
cover all health care services for the population. The budget would be
based on the previous year’s expenditures for health care, plus a rea-
sonable increase to cover inflation and new demand.

The budget would be broken down for various regions and areas of
the country. Within a particular service area, the budget would be
allocated among hospitals and other facilities, as well as among
HMOQO’s, medical foundations, and other organizations of physicians.
A pool would be left for physicians in private practice who choose to
offer care on a fee-for-service basis.

These budgets would be essentially absolute, and hospitals and

hysicians would have to live within the ceiling. In effect, the budget-
ing will place a lid on how much money can be spent to cover health
services in the Nation.

The Health Security Act would also offer strong incentives for
efficiency. The bill encourages the development of %IMO’S, medical
foundations, and other more efficient patterns of health care.

The Health Security Act also promotes the efficient use of hospital
and other facilities by an annual review of their budget proposals.
During these reviews, costly duplicative, or grossly underutilized fa-
cilities would be phased out, and new construction would be based on
areawide planning for health services.

There is another aspect of the health care crisis that has been little
studied and is seldom discussed. It is the area of the quality of care
Americans receive. Our subcommittee has heard extensive testimony
that raises grave questions in this area. The Health Security Act would
offer major assurances in this regard. '

It would establish national licensing requirements for physicians
and facilities, and require continuing education for health profes-
sionals. Controls would be set on the use of drugs, and referral ar-
rangements would be required for both physicians and organizations,
to insure against abuse of expensive specialist and inpatient services.

But the most important aspect of the Health Security Act is that
it frees the people of this country to build a better health system.
Some opponents have labeled the bill monolithic, and have raised the
specter of oppressive Federal control of health services. In fact, the
only thing monolithic about the bill is its proposal to create one na-
tional health insurance policy for all Americans. It replaces the many
fragmented public and private insurance arrangements we have today
with one publiic insurance system.

It is my conviction that this basic change will simplify the financing
arrangements for health care, and break open the trap that keeps the
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]ilealth professions from responding creatively to the country’s prob-
ems, '

Once the trap is broken, the Health Security Act allows for virtually
unlimited pluralism in the patterns of practice, organization of serv-
ices, and the manner of payment to physicians.

But the bill goes even further. Physicians are given a wide range
of choice in how they offer care, and they are also offered financial
backing and support for attempting innovative patterns of care.

The resources development fund, from which this support will
come under the Health Security Act, is also available for training
paraprofessionals, improving facilities and equipment, and otherwise
expanding our capacity to offer health services.

Only the Health Security Act provides such a fund. It will be estab-
lished prior to the act’s effective date for benefits, in order to lay the
groundwork for the bill and help to build the system we need. Once
the act goes into operation, the Fund will provide several billions of
dollars a year to keep the system running and responsive.

Mr. Chairman, let me conclude by offering my subcommittee’s full
cooperation and support in your investigations. As you know, the
Health Subcommittee has many pieces of legislation under active
consideration which affect the health care system, and which are
closely related to bills under your review. I urge the Finance Com-
mittee to assess the health care crisis in all its aspects, and to report
out a bill which is equal to the need. T'o me, the challenge is enormous,
and I believe that only the Health Security Act is equal to the task.

The Cnamman. Thank you for your statement, Senator, and let
me assure you that this committee will undertake to thoroughly famil-
iarize itself with the testimony that was developed in the hearings
before your subcommittee.

When we went into the medicare program I had predicted for
some time that the costs were going to greatly exceed any estimate
ever made, and I submit that the record would prove me right on
that. It is a good program, and I am happy that I participated in
passing it. At the same time, I think that I was predicting some things
that should have been taken into account at the time we passed that
bill. Part of the reason I made that prediction was because in the
elaborate charity hospital system we had in Louisiana prior to medi-
care. It was our experience that the average patient stayed 50 percent
longer in a State-supported hospital than he was staying in a private
hospital. We were providing good care in that State-supported hos-
pital, but it was not superior to the private hospitals in small com-
munities. Now, mainly that had to do with an element of psychology.
It was costing a person at that time $35 a day, and now it would cost
$100 a day for hospital care. If he is paying for himself, he wants
to move himself from the hospital as soon as possible. On the other
hand, if the Government is paying for it, he is inclined to stay a while
longer. The pressures on the doctor vary; “can I go home today#” in
the one instance, and in the other instance, “well, doctor, there is
nobody at home to give me the kind of attention I might need, the
wife is busy looking after the children, and is it all right if I stay on
another day or so?” And we found that that latter type of philosophy
came into effect when we had medicare.
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Now, as I pointed out in the opening statement, in 1975 the medicare
costs are going to exceed the estimate by almost 2 for 1, and looking
a few more years down the road they are going to exceed the estimate
by about 4 to 1. Even in that program there are some deductibles that
a person has to pay. For example, under part A he pays the first $60
and under part B he would pay the first 550, and then he would pay
20 percent of the cost above that. Now, have you taken increased
utilization into account in arriving at your estimate of what you think
the plan you are recommending to us would cost ¢

Senator Kennepy. Yes, I have Mr. Chairman, and I think you have
stated accurately what has been the trend in the costs of medicare and
medicaid, and in health costs %enerally. I think it is best illustrated
bf, the enormous increase, as shown in chart 1, in hospital costs, and
also in doctors services.

In the medicare and medicaid program, we increased demand with-
out increasing supply. And we provided for the financing in ineffi-
cient ways. For examﬂle, as you pointed out, a person may stay in the
hospital too long, but his treatment still gets paig. It is more expensive,
for example, to operate on someone than to give them other kinds of
treatment, yet we have excessive surgery. Take medicaid, for example,
in California. Why is it that the chilgren of Medi-Cal recipients in
California have four times as much surgery as other children in
Califorina ? The experts will try to pass it off, but I would suggest that
the system rewards those who operate the most, so long as Medi-Cal is

there to pay the bill.

Why is 1t that under prepaid group ll)mctice, for example, Federal
employees have only half as many tonsillectomies as those under Blue
Cross? Obviously, you get more surgery when there is an open faucet
to pay the bill. Now, what the Health Security Act is attempting to do
is take the concept of prepayment and write it into a national pro-
gram. What we are attempting to do is say we have only so much
money to be spent in the health area in 1 year. We have only got so
much money, and we are going to have to live within that budget.

There is not a businessman who would not do that if he were run-
ning the health system as a business. And what we are doing under
the present system and under the administration’s program, and what
we would be doing under every other program that has been sug-

ested to the Congress is to provide an open-ended system, where un-
imited funds will be paid out by the consumers of this country. We
have tried to control these costs by a front-end budgeting program for
health generally, and also by an attempt to encourage the kinds of
services which can provide comprehensive programs and do it more
efficiently.

Another feature of our program under S, 8 is to build competition
between health delivery systems. We do not have any of that now. The
sicker people get, the more they are treated in hospitals, The more
operations they have, the wealthier the doctor gets. These problems
are built into the system now and what we are going to try to do with
front-end budgeting is to bring this inflation under control. I think
we can.,

The CuarmMaN. Well, I would like to ask more questions about this
matter, Senator, but I want to adhere to my own rule that I imposed
on the committee, so now I yield to Senator Anderson.
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Senator AnNpersoN. Mr. Chairman, I recall that we discussed medi-
care at great length, and debated it thoroughly and as a result it is a
good program. But medicaid was passed more rapidly and has had
more problems. I am glad that we are starting early with a full debate
on national health insurance. This full debate will result, I am sure, in
sound legislation.

The Crarman, Thank you. Senator Bennett.

Senator Bennerr. Well, Mr. Chairman, this is the beginning of a
series of hearings in which we are going to at least have presented to
us one after another of the eight proposals to which you referred. I
do not think there is too much to be gained by attempting to question
the Senator closely about this proposal. I think we would do better
to wait until we get them all in, and then begin to compare the various
features.

I would like to remind our audience that we consider ourselves to be
a responsible committee, and whenever we approach a proposal, the
best example is in medicare and social security, we provide the revenue
to pay for it. That is our ultimate responsibility to see that there is
revenue to meet the costs of government.

Now, the Senator says his proposal will cost $68 billion, roughly
$50 billion more than the money that is now being spent in the public
sector. Last year we collected in income tax from private individuals
$88 billion. ‘So, in order to cover this, assuming that it would have to,
the cost would have to come in terms of additional individual income
tax, and we would be, assuming that $50 billion, looking at an inecrease
of about 70 percent in the individual income tax. Now, 1t is easy to say,
well, this is going to be linked by a reduction in the burden that the
individual will have to pay for himself. I am not sure that the Ameri-
can people are repareg to face an individual income tax increase of
iomething like 70 percent. This is the kind of problem that we have to

ace.

I have just one question to ask the Senator as a matter of informa-
tion. T have been told that you recently updated your estimate of cost
from $57 to $68 billion. How long ago was that change made in your
estimate ?

Senator Ken~epy. When we introduced the bill last January, our
estimate was that it would cost $57 billion in 1971, the year it goes into
effect. That wasn’t new money, of course, since the American people
would be paying $57 billion for health services covered by the Health
Security Act, whether the bill is passed or not. The $57 billion figure
was reached by extrapolation from 1970 to 1971 at the current rate of
inflation. Since January, however, as the chairman has suggested,
HEW has increased its estimate of the rate of inflation, so we revised
our figure to $68 billion. The rate is now 12 percent a year.

Senator BennerT. But your estimates of cost are in 19747

Senator Kennepy. Yes, and the longer we wait before we begin to
control costs, the longer the inflation will continue.

Senator Bennerr. Well, in other words, to me you are validating
the statement of the chairman that when you get to 1974 actually you
will find the costs will have risen above your current estimate, and
that you have already indicated that by the mere passage of time,
2 years that you have been forced to increase your estimate of the cost
about——
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Senator Kennepy. Twelve percent.

Senator BennerT. From 57 to 68. Well, I will not do the arithmetic.

Senator Kenxepy. We have done the arithmetic.

Senator BeNNETT. So, we are still facing this idea that it is probably
grossly under the cost. The costs are grossly underestimated, but I
return to my point that somebody has got to raise the extra money,
and it has got to come from some tax fare. If you take it all from the
individual taxpayer it is an increase of about 70 percent, and I am
not sure the American people are prepared for an increase in their
individual taxes of that vate; that isall.

Senator Ken~epy. The increase won’t be anywhere near that step
on individuals. In S. 3 as we introduced it, the resources will be raised,
half by general revenues, and half by a payroll tax on employers and
employees. Of course, we are quite flexible in terms how particular
ratio would be set if the committee were to accept the principle. Basi-
cally, we feel that half should be raised by general revenues, and
half by a payroll tax.

I think it is important to realize that we are going to be expending
this money in any event. We have to start with that. Opponents of the
Health Security Act have been using scare tactics to suggest we are
going to bankrupt the taxpayer. The taxpayer has to realize that he is
going to be spending his money on health in this country, whether we
have a Health Security Act or not. The administration is deluding
the American taxpayer, by not raising his taxes and by making him pay
by other means, such as by increasing the cost of his private insur-
ance premiums, or by increasinﬁ his deductibles, increasing his co-
insurance, and increasing what he will be paying to doctors. All of
these private costs would be eliminated by the Health Security Act.
He is going to be paying an increase in terms of taxes, but he is not
going to be getting a doctor’s bill every month, and he is not going to
be paying separately for medicare, and he is not going to be paying
c(lleductib es and coinsurance when he goes to the hospital or sees a

octor.

The important fact is, this country is going to be spending many
billicns of dollars on health care in 1974, and we have to make a de-
cision whether we are going to be spending it efficiently and effectively
and usefully, or whether we are going to continue to spend it in a sys-
tem, as stated by the Chairman so eloquently and dramatically, that is
open-ended, absolutely open-ended in terms of increased costs.

We have tried to provide a realistic kind of ceiling on costs, and if
better ceilings can be built in by this committee, I would welcome them.

I believe we have the only bill that provides these kinds of ceilings.
You will hear testimony later by the administration, talking about the
development of health maintenance organizations and how they are
going to control costs that way. I think that approach is unrealistic
because it cannot do the job. The Health Security Act provides a busi-
nesslike, sound, prudent, and prebudget method of controlling expen-
ditures, and I think that we have got a handle on the costs which we
have never had before.

And finally, I would say, it is fair to ask how much the taxpayer will
tolerate. I think it is also fair to ask how long we are going to tolerate
one of the most inefficient and wasteful health systems in the world.



39

Senator BEnnerT. Well, I just have one comment to make. On page
4, the Senator talks about the budgets that are going to be set up in
advance, and in the fourth paragraph in the bettom of his statement,
he says, “these budgets will be absolute, and hospitals and physicians
would have to live within the ceiling and, the budgeting would place
a lid on how much money can be spent.” But, I can see a situation in
which a hospital because of an epidemic, or for some reason or another
runs out of its budget in September and then you are faced with the

uestion of do we break the budget, or do we turn people away from
the emergency room, as the Senator has so dramatically indicated ? So,
I think his plan is, in effect, open-ended. You cannot put an absolute
predetermined budget and enforce it against the vagaries of accidents
or the pattern of disease and hospital needs.

Senator KennEepy. If there is an urgent need as you have described,
I think, obviously, the Congress would want any Secretary of Health,
Education, and Welfare to respond. Other tKan that, we have to
build in sound businesslike practices like prebudgeting. The health
industry must live within a budget.

We also have to ask whether the insurance companies can do the job,
as the administration wants them to. I don’t think they can. The Fi-
nance Committee’s staff report last year makes the point very clearly:

Carrier performance under Medicare has in a majority of instances been
erratic, inefficient, costly, and inconsistent with congressional interest. Unques-
tionably, many millions of dollars of public funds have gone to subsidize carrier
inefficiencies.

That is what this committee’s stafl has stated about the insurance
carriers that the administration wants to use. That is their record. I
think the Committee on Finance has performed an enormous public
service with this report.

Senator BENNeTT. Can you guarantee that a Federal bureaucracy
set up to operate under this system would not be subjected to those
same criticisms?

Senator Ken~NEepy. I think we can rely on the record of social secu-
rity. The performance of social security has been efficient and effective.
It has the confidence of the American people. We will model our
national health insurance system after social security.

Senator Bennerr. I have more than used my share of the time,
Mr. Chairman. -

The Crarman. Senator Curtis.

Senator Curtis. Senator, it was reported that the social security
bill now being considered by the Ways and Means Committee will
provide for a tax of 7.1 percent on employer and employee each, now,
you;‘ plan would add 814 percent to the employer payroll, would it
not?

Senator Kex~epy. That is correct, yes.

Senator Curris. And 1 percent to the employee ¢

Senator Kennepy. That is correct.

‘Senator Curtis. That would make a combined payroll tax of 18.7
percent ?

Senator KennEpY. I think your addition is correct.

Senator Curtis. Do you think that that is satisfactory? Do you
think that is too high a social security tax of 18.7 percent?
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Senator Ken~EpY. As I mentioned earlier, that is the proposal which
is included in S. 3. If this committee wants to vary the formula with
respect to the 8.5 and 1 percent, we are flexible in that particular
feature of the bill. This was the best recommendation that we were
able to make. I think the rate is high.

Senator Curtrs. Is that in itself inflationary? If social security
tax is going to be a fifth of payroll, almost a fifth, would not increased
wages have to follow?

Senator KennNepy. The increased wages might be inflationary, but
the effect would be offset by the increased taxes. In any event, the
inflationary feature which does not begin to equal what will happen
if we let the current inflation in health costs continue.

Senator Curtis. Did your subcommittee take any testimony in refer-
ence to the hospital medical plan provided for Government employees
and retired Government employees ¢

Senator Kennepy. No, no we did not.

Senator Curtis. Have you heard any complaint about it ?

Senator KennNepy. In what respect ?

Senator Curtis. Generally.

Senator Kennepy. Yes, in terms of the coverage, the deductibles,
coinsurance, waiting time, paper work.

Senator Curtis. You have heard complaints about it ¢

Senator KennepY. Yes, we have, in general terms. But we have not
had much specific testimony about the program.

Senator Curtrs. I think you will find that that program has been
freer from criticism than any health program for any comparable
number of people. It offers three options. The employvee can decide
what }?le wants, and that is handled entirely by the private sector, is
it not

Senator KennEDY. Yes.

Senator Curtis. The Government does not operate that at all. Tt
is contracted for by the nrivate insurers.

Senaator Kennepy. How have the premiums gone up in the last few

ears?
Y Senator Curris. I do not know whether they have exceeded the other
costs in that connection. What cushion of the hospital

Senator KenNepy. Have their deductibles gone up ¢

Senator Curris. Not to my knowledge.

Senator KennEDY. As I say, we have not had testimony on the par-
ticular features.

Senator Curris. It is a pretty good plan.

Senator Kennepy. Unfortunately, as I understand it, the program
covers only about 50 percent of their total health expenses. The other
50 percent is paid out of pocket by the employee.

Senator BennerT. May I comment ?

Senator Curris. I will not take the time, but I wish you would
elaborate and establish that.

Senator BENNETT. I would like to correct that.

Senator Curtis. I think most of the employees in this building and
the departments find that it substantially takes care of the greater
portion of their medical expenses. This is one of the best working
systems we have.
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Senator Kennepy. I do not question that it is one of the best. I do
not dispute that. I think what I question is whether the private insur-
ance companies can do the job. As Senator Bennett stated in his floor
statement last week introducing the administration’s health program :

On the one hand we hear that our people have a right to health care, but the
evidence is overwhelming that with a crisis in availability in delivery of essen-
tial health services the cost of health care simply overwhelms the vast majority
of our people and if we are to avoid the collapse of our health care system we
must take drastic action.

But I do not think the administration’s program is drastic action,
and I rest on what Senator Bennett said.

Senator Curtis. At the top of page 3 I notice, or the top of page 5
I notice that you call for a national licensing of physicians.

Senator Kennepy. That is right.

Senator Curtis. If the Federal Government had power to license
physicians they would have power to take their licenses away from
them, would they not ?

Senator Kennepy. That would probably be correct. Yes.

Senator Curtis. Do you think that any insurer, whether it be the
Government or anybody else, should have such authority ?

Senator Kennepy. Yes, I do. The problems are enormous, and we
find that many of the medical societies have been absolutely unre-
sponsive in terms of disciplining even clear-cut malpractice situations.

Senator Curtis. This provision is put in there in order to exercise
the necessary control ?

Senator Kennepy. Yes. But in addition it was put in there to pro-
vide greater flexibility for our mobile population. Too often, reci-
procity is denied in a number of States.

What we hope to do is to provide a greater sense of mobility in
terms of distribution of doctors, in enabling them to move around the
country to practice in different areas.

Senator Curtis. Yes. So that the same level of government that had
power to license and remove licenses would be running the Govern-
ment health program ?

Senator KEnNEpY. If what you are suggesting is that we are going
to have a strong standard of quality and quality control, the answer
is affirmative. We feel that there are two ways of building that in.
There are some direct ways, which I have outlined, and there are some
indirect ways, such as through group practice.

Senator Curtis. I notice in your chart there is a very great in-
crease in hospital costs. Now, the facts before this committee indicates
that about 65 or 70 percent of hospital costs represent wages. It is
attributable to labor costs. In your statement you state you are going
to budget this in advance and put a lid on it. Would this 1id include
a provision that wages could not be raised ¢

‘Senator Kennepy. I would like to ask this committee if there have
been any hospitals that have turned over their records to the com-
mittee to examine, to determine what the labor costs are ¢

I question that figure. We have had wage increases, the increases
have been generally a catching up for hospital employees. They have
been unquestionably the poorest paid group in our society with the
possible exception of migrant workers, such as the grape workers in
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California. They have been poorly paid, and the increases have cer-
tainly been added to hospital costs.

Senator Curtis. Well, I am not arguing about that. I think that
these people were underpaid. My point is you say that there will be
budget and a lid placed on it.

Senator Kennepy. That is right.

‘Senator Curtis. Will that lid prohibit wage increases?

Senator Kennepy. It will provide for a bargaining system within
that framework. The hospitals will have to bargain within that frame-
work, but wage increases certainly will be possible.

Senator Curtis. My time is up.

The CralrMAN. Senator, you asked a question. So far as I know,
we have not had experience with the problem. It is not so much the
committee as the auditors of the Department of Health, Education,
and Welfare who have the primary burden to go out and find out
what these costs are and why. Working with them, we have not found
it a problem to find out how much they are paying and where the
money is poing. What we challenge is whether knowing that most of
the hospital cost is labor, whether they are making the most efficient
use of that labor in these hospitals.

Senator Jordan.

‘Senator Jorban, Thank you, Mr. Chairman.

Senator, to what extent are present facilities underutilized ¢ Does
your committee have any information on that ?

Senator Ken~epy. I think HEW would be able to provide better
data here,

Senator JorpaN. Do you have any estimates as to the number of ad-
ditional facilities that would be required to implement your plan and
the number of doctors and technicians that would be required to im-
plement your pl.n?

Senator Kennepy. We already have a general shortage of health

“manpower, and a major part of the problem is the maldistribution of
personnel, both in terms of geographic distribution and the number of
physicians in the various specialities. What we are attempting to do
in the Health Security Act is to encourage a much more efficient
utilization of the existing doctors.

We probably have to many surgeons and not enough general prac-
titioners. We have not been able to train or utilize paramedical
personnel effectively. The Health Security Act would establish
more realistic licensing procedures, instead of placing excessive
reliance on individual States.

‘We have the capability within S. 8 of a faster expansion of health
personnel than any of the other proposals. In addition, other legisla-
tion will give direct assistance to medical schools and health mainte-
nance organizations, to create what I consider to be more innovative
delivery systems.

T think we can make a significant impact in terms of future increases
in health personnel, but I want to say quite clearlv that we are not
going to see a dramatic, enormous increase in the outputs of the medi-
cal schools. What we are going to have to do is to use what we already
have, and to use them more efficiently. I think there can be a much
better utilization of health personnel, and we intend to encourage it
with this bill.
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Senator JorpaN. Another matter, Senator, you are rather severe in
your indictment of hospitals and doctors generally. You say hospitals
turn away the people that cannot pay, that they brag about being able
to collect 95 percent of their bills and so on, and you have said doctors
reach tacit agreements about prices among themselves, and so on, and
you go on to say, and I think this appears to be a contradiction, that
the hospitals and the doctors are not tIE)e villains. Who are the villains?

Senator KeNNEDY. It is the system that is the villain, it is the system
itself. It is not the doctors. I cannot imagine, in a fee-for-service opera-
tion, that the doctors would not take full advantage of it, and act in
their own financial interest. The doctor knows, for example, that if you
spend the night in the hospital, Blue Cross will cover it, but that if
you use the outpatient department, you have to pay the cost yourself.
So the doctor takes the path of least resistance. He’s trapped in a sys-
tem that contains the wrong incentives.

Everybody is a part of the system except the consumer. The insur-
ance companies are part of the system, but they are in it for profit.
Every time someone has a claim against an insurance company, it is a
threat to their profit.

I can understand that. They are in business, so they have to go out
and make a buck. Everyone is caught up in it. Everyone is frustrated
by it. And the one person who is left out is, of course, the consumer,
and he is the one who is suffering from it.

What we hope to do is to enact a program capable of comprehensive
health reform. A patchwork response will not work. We can’t just
add another feature, another special program for the indigent, another
program for the working man. If that is all we do, we will simply be
compounding what is already a festering sore in this country.

Senator Jorbpan. Thank you. I yield, Mr. Chairman.

The CuairmaN, Senator Ribicoft.

Senator Risrcorr. Thanks, Mr. Chairman.

Senator Kennedy, I have followed your work in this field with great
interest, and I want to commend you for your most provocative set of
hearings and your commitment to this cause. I have not cosponsored
your bill or any other, but I would expect the complications are so
vast that there will have to be a lot of new thoughts and ideas before
we get through.

Now, the legislation that you propose would generate a fantastic ex-
pansion of demand, which is an indication that so many people are not
getting the medical care they need.

Now, how do you believe that you are going to be able to increase
the facilities and manpower and the delivery system quickly enough
to take care of the increased demand ?

Senator Kennepy. First of all, Senator, I do not believe we are
going to have the extraordinary kind of increased demand that many
people have predicted.

One of the most important observations that we have been able to
make so far is the fact that even with health resources available, work-
ingmen and lower-income people are extremely reluctant to use them.
In the neighborhood health centers, for example, which in many cases
are bringing health care into communities for the first time, they have
to reach out to get the people to-come in and utilize the facilities.
They have actually established outreach programs to do this. I have
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the greatest reservations about any deductibles and coinsurance for
health care. People do not go to the doctor or the hospital just for
the fun of it.

Senator Risrcorr. That is true, and the examples you used in your
testimony represent, I believe, what is happening all across the country,
namely that many people who need medqcal care, are not seeking it
because they do not have the money to pay for it.

Once the funds are made available, I believe a great many people
who want very much good health care for themselves and their fami-
lies, will begin to seek that medical help.

Now, what T am driving at is this: What you are talking about is a
basic national need. We do have a system that is broken down, that is
not delivering health care to great segments of the American people.

" Now, once your system, or a system similar goes into effect there
will be a large demand, and we do not have the system throughout
the country, uniformly, to take care of the need among the poor, among
the rural areas, as you point out.

You have nlentv of health care areas in the suburban areas where
people with large incomes live. Now, under those circumstances, would
it not be, would we not all be bettey off if we gradually phase in a
system such as you propose, with Congress setting an u?,timate goal,
whether it is your line or the administration line, whether it be 5 or
10 years, and working up to the maximum goal of what you would
like to see a health system include ?

Then we could have interim goals until we have the facilities and
manpower to take care of the demand. I think we have run into this
with medicare, 