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THE CHANGING FACE OF HEALTH CARE: THE
MOVEMENT TOWARD UNIVERSAL ACCESS

MONDAY, DECEMBER 11, 1989

HOUSE OF REPRESENTATIVES,
SELECT COMMITTEE ON CHILDREN, YOUTH, AND FAMILIES,

Washington, DC.
The select committee met, pursuant to notice, at 9:46 a.m., in the

Devaney Lecture Hall, Albertus Magnus College, Aquinas Hall, 700
Prospect Street, New Haven, Connecticut 06511-1189.

Members present: Representatives Morrison and Evans presid-
ing.

Staff present: Jill Kagan, professional staff; and Dennis G.
Smith, minority staff director.

Mr. MORRISON. I would like to call to order this field hearing of
the House Select Committee on Children, Youth, and Families. I
would especially like to welcome my colleague, Lane Evans, from
Illinois here to New Haven. We are pleased to have the opportuni-
ty to look closely at the subject, "The Changing Face of Heip,lth
Care: The Movement Toward Universal Access".

The Select Committee on Children, Youth, and Families is hold-
ing this hearing to examine the impact on children and families of
the United States, outmoded means of financing health care and to
explore alternative systems that provide better care.

I want particularly to thank our Chairman, George Miller, for
authorizing this hearing, and the staff of the Select Committee on
Children, Youth, and Families; especially Jill Kagan, for their ex-
cellent work in organizing the hearing. I also want to thank Janet
Rozen and Stuart Gaul of my personal staff for their help as well.

Over the past few years, I have spent a great deal of time work-
ing with people here in Connecticut on this issue. I am happy to
have the opportunity today to explore it further and to share some
of what I have learned.

While today's hearing will focus on the problems of children and
families, the failings of American health care have not been limit-
ed to these groups. All Americans now live with a "system" that is
too bureaucratic, too expensive, and provides inadequate care to
many people. Further, we are unwilling to recognize that we do not
have a system so much as an enormous coincidence.

This leads us to try to resolve our problems by addressing the
health care problems of only a portion of the population. This proc-
ess of focusing on bits and pieces of our health care problems is
driving this country toward a multi-tiered system of health care in
which some go without needed care while others pay too much to

(1)
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defray the cost of treating the uninsured. The most recent failure
of this philosophy was the now-repealed Medicare Catastrophic
Coverage Act of 1988. Although the population it targeted was very
different from the one we will consider today, we have much to
learn from its failure.

As long as we continue to take this band-aid approach to the
issue, dealing with problems by tinkering with Medicare and Med-
icaid and private health insurance programs, we will continue to
have inequities in the cost of and access to care. And we will con-
tinue to waste billions on needless paperwork and red tape. Devel-
oping an efficient and equitable plan for broad reform of our
health care system is one of my highest goals. The United States is
the only major industrialized nation without a national health care
or health insurance system.

Over the last few years, I have met extensively with a Medical
Advisory Committee, composed of a number of physicians from this
area, to discuss exactly how we feel such a system should be struc-
tured. We have been particularly intrigued by the system of health
insurance in place in Canada. Even a cursory look at the health of
Canadians and Americans shows that Canada has a lower rate of
infant mortality than does the United States. Also, the life expect-
ancy of Canadian citizens is longer than that of Americans. More-
over, their better health is purchased at a lower cost. While the
United States spends over 11 percent of our Gross National Prod-
uct on health care, Canada sper is only 7 to 8 percent of its GNP
on the same function.

I am convinced that we need a system of universal health insur-
ance similar to the one in place in Canada. Such a program should
be provided as social insurance similar to the way that Social Secu-
rity provides for death, disability, and retirement benefits. The fi-
nancing system should be broad-based, progressive, and sufficient
to sustain the program. Only in this way can we assure a base of
support broad enough to make the program viable. The shortcom-
ings of any other approach are apparent in the underfunding of
Medicaid and the massive numbers of those eligible for such anti-
poverty programs as WIC and Head Start who cannot be included
because of underfunding caused by misplaced budget priorities.

The number of Americans who are in agreement with me is
clearly on the increase. Constituents holding varied political beliefs
are telling me that the time has come for a system of universal
health insurance. One Midwestern Senator returning from the
August recess told the Washington Post that 70 to 80 percent of the
constituents with whom he spoke at town meetings supported a Ca-
nadian style system. Stories abound of small business owners who
have faced crippling health insurance expenses after even one
enormously expensive illness of an employee or the dependent of
an employee. Executives of America's largest corporations, Lee Ia-
cocca of Chrysler foremost among them, have stated that the cost
of providing health coverage to employees, retirees, and dependents
has harmed their companies' ability to compete in the internation-
al market place.

There is no question that the challenges of establishing such a
universal system would be daunting, and that the system would be
costly. However, there is no reason to assume that it would be
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more expensive than our current ragtag approach. The lesson to be
learned from our health care experiences over the last several
years is that universal health insurance makes sense, not only for
poor people or young people or families, but for all Americans.

Today, however, we will focus on the young. Our first panel will
help us to understand the problems in access to health care faced
by children in the United States, particularly those in Connecticut.
This panel will also help us to understand why the cost of health
care has increased so precipitously in this country over the last
several years.

The second panel will offer the perspectives of the hospital and
insurance industries on these problems and how to address them.
We will also hear from the business community in Connecticut
about how it has dealt with the cost of health insurance for its em-
ployees and their families.

Finally, we will hear about alternative systems. We will hear
from Dr. Steve Wolfson about his work and the efforts of the Medi-
cal Advisory Committee; from Ted Marmor, one of the country's
leading experts on the Canadian health insurance system; and
from Dr. Leonard Krassner, the president of the Connecticut chap-
ter of the American Academy of Pediatrics, who will discuss his or-
ganization's proposal to provide universal access to care to children
and pregnant woman.

I am looking forward to talking with our witnesses today. We
have much ground to cover.

[Opening statement of Congressman Bruce Morrison follows:]

OPENING STA.TAMENT OF HON. BRUCE A. MORRISON, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF CONNECTICUT

The Select Committee on Children, Youth, and Families is holding this hearing to
examine the impact on children and families of the United States' outmoded means
of financing health care and to explore alternative systems that provide better care.

I want to thank Chairman George Miller for authorizing this hearing and the
staff of the Select Committee on Children, Youth and Families for their excellent
work in organizing the hearing. I also want to thank Janet Rosen and Stuart Gaul
of my personal staff for their help, as well.

Over the last few years, I have spent a great deal of time working with people
here in Connecticut on this issue. I am happy to have the opportunity today to ex-
plore it further and to share some of what I have learned.

While today's hearing will focus on the problems of children and families, the fail-
ings of American health cat e have not been limited to these groups. All Americans
now live with a "system" that is too bureaucratic, too expensive, and provides inad-
equate care to many people. Further, we are unwilling to recognize that we do not
have a system so much as an enormous coincidence.

This leads us to try to resolve our problems by addressing the health care prob-
lems of only a portion of the population. This process of focusing on bits and pieces
of our health care problems is driving this country toward a multi-tiered system of
health care in which some go without needed care while others pay too much to
defray the cost of treating the uninsured. The most recent failure of this philosophy
was the now-repealed Medicare Catastrophic Coverage Act of 1988. Although the
population it targeted was very different from the one we will consider today, we
have much to learn from its failure.

As long as we continue to tako this band-aid approach to the issue, dealing with
problems by tinkering with Medicare and Medicaid and private health insurance
programs, we will continue to have inequities in the cost of and access to care. And
we will continue to waste billions on needless paperwork and red tape. Developing
an efficient and equitable plan for broad reform of our health care system is one of
my highest goals. The United States is the only major industrialized nation without
a national health care or health insurance system.
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Over the last few years, I have met extensively with a Medical Advisory Commit-
tee, composed of a number of physicians from this area, to discuss exactly how we
feel such a system should be structured. We have been particularly intrigued by the
system of health insurance in place in Canada. Even a cursory look at the health of
Canadians and Americans shows that Canada has a lower rate of infant mortality
than does the United Stores. Also, the life expectancy of Canadian citizens is longer
than that of Americans. Moreover, their better health is purchased at a lower cost:
While the United States spends over 11 percent of our GNP on health care, Canada
spends only seven or eight percent of GNP on the same function.

I am convinced that we need a system of universal health insurance similar to the
one in place in Canada. Such a program should be provided as social insurance simi-
lar to the way that Social Security provides for death, disability, and retirement
benefits. The financing system should be broad-based, progressive, and sufficient to
sustain the program. Only in this way can we assure a base of support broad
enough to make the program viable. The shortcomings of any other approach are
apparent in the underfunding of Medicaid and the massive numbers of those eligible
for such anti-poverty programs as WIC and Head Start who cannot be included be-
cause of underfunding caused by misplaced budget priorities.

The number of Americans who are in agreement with me is clearly on the in-
crease. Constituents holding varied politial beliefs are telling me that the time has
come for a system of universal health insurance. One Midwestern senator returning
from the August recess told the Washington Post that 70 to 80 percent of the con-
stituents wit', whom he spoke at town meetings supported a Canadian-style system.
Stories abound of small business owners who have faced crippling health insurance
expenses after even one enormously expensive illness of an employee or the depend-
ent of an employee. Executives of America's largest corporations, Lee Iacocca of
Chrysler foremost among them, have stated that the cost of providing health cover-
age to employees, retirees, and dependents has harmed their companies' ability to
compete in the international marketplace.

There is no question that the challenges of establishing such a universal system
would be daunting and that the system would be costly. However, there is no reason
to assume that it would be more expensive than our current ragtag approach. The
lesson to be learned from our health care experiences over the last several years is
that universal health insurance makes sense, not only for poor people or young
people or families, but for all Americans.

Today, however, we will focus on the young. Our first panel will help us to under-
stand the problems in access to health care faced by children in the United States,
particularly those in Connecticut. This panel will also help us to understand why
the cost of health care has increased so precipitously in this country over the last
several years.

The second panel will offer the perspectives of the hospital and insurance indus-
tries on these problems and how to address them. We will also hear from the busi-
ness community in Connecticut about how it has dealt with the cost of health Insur-
ance for its employees and their families.

Finally, we will hear about alternative systems. We will hear from Dr. Steve
Wolfson about his work and the efforts of the Medical Advisory Committee; from
Ted Marmor, one of the country's leading experts on the Canadian health insurance
system; and from Dr. Leonard Krassner, the president of the Connecticut chapter of
the American Academy of Pediatrics, who will discuss his organization's proposal to
provide universal access to care to children and pregnant women.

I am looking forward to talking with our witnesses today. We have much ground
to cover.
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THE CHANGING FACE OF HEALTH CARE:
THE MOVEMENT TOWARD UNIVERSAL ACCESS

A FACT SHEET

MILLIONS OF ANIERICAN&_INCLUDING CHILDREN, LAcK
HEALTH COVEResfiE

In 1987, 37 million non-elderly Americans had no health
insurance. Of these, more than 12 million were children, a 14%
increase since 1981. (Swartz, 1989; American Academy of
Pediatrics (AAP), 1989]

Almost 3 out of 10 of the uninsured are "near-poor," those with
family incomes between one and two times the poverty level!
More than half of uninsured children live in two-parent, white
families where there is at least one full-time employed parent
earning more than a poverty level income. (Swartz, 1989; AAP,
1989)

Only 4 out of 10 people in poverty are covered by Medicaid. In
1986, almost half of all poor children were nol covered by
Medicaid, up from roughly one-third a decade earlier. (Swartz,
1989; National Association of Children's Hospitals and Related
Institutions, Inc, (NACHRI), 1989]

Twenty -six percent of women in their child-bearing years (15.44)
have no health insurance coverage for maternity care; 17% of
women in this age group have no insurance at all. Fifteen
percent of women who deliver babies are not insared for
maternity cum (AAP, 1989)

INNSURED RECEIli'EJIMAZALTH /..AJLIMa
HEALTHY

The uninsured are nearly twice as likely as those with health
insurance to lack a regular source of health care. They also have
27% fewer ambulatoty visits and a slightly higher rate of medical
emergencies. (Robert Wood Johnson Foundation, 087)

z In 1988, the federal poverty level was 312,092 for a family of 4.
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The uninsured are 33% more likely to be in fair or poor health
than those with health insurance. (Freeman and !Hendon, 1987)

Uninsured low-income children receive 40-50% leis physician and
hospital care than insured children. (Rosenbaum, 1987)

Babies whose parents have no health insurance are 30% more
likely than those from insured families to die or be seriously ill
at birth, acc'rding to a study of more than 100,000 births in the
San Francisco Bay area. (Braveman, 1989)

Egtomp coNNEcjacurigsjsmiman pr_ALffilo

Over 11%, or roughly 350,000, of Connetticut's residents, have
no medical insurance. More than one-third (120,000) of these
are children. [Health Systems Agency (HSA), 1988)

Roughly three-quaners of Connecticut's medically uninsured are
employed persons and their dependents. (USA, 1988)

About 20% of children in Counection ago; 0-19 are insured,
nearly twice the rate of residents Mitt age 30 who are uninsured.
(HSA, 1988)

In 1987, blacks in Connecticut were over 50% more likely to be
uninsured than were whites. (HSA, 1988)

FAMILIES BIO,R BRUNT OF CO" STS

National health expenditures amounted to $500 billion in 1987,
Individuals incurred 42% ($200 billion) of all health services and
supply cost. Over $123 billion of money spent by individuals was
in the form of out-of-pocket expenditures, while $42 billion went
toward premium payments. (Health Care Financing Administra-
tion, 1988; Matlin, 1989)

Between 1984 and 1989, average per employee annual premiums
more than doubled ($1,453 to $3,117). The percentage of
surveyed companies paying 100% of the premium for family
coverage dropped from 38% in 1984 to 32% in 1988. (Hay/-
Higgens, 1989)
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On average, employers paid 83% of premiums in 1987. Only
of employees had first dollar coverage; 75% pereent of employees
had to pay a deductible and coinsurance tit 20% or more,
(Di Carlo and Gable, 1989)

A Massachusetts study found that families earning 200% of
poverty have little or no disposable income to spend on health
insurance. I/ minimal child care expenses are taken into account,
families were considered unable lo contribute significantly to
insurance premium costs until their income exceeded 303% of
poverty. (Goldberger and Hegarry, 1989)

I1 LTN CARES:WM FO# CHILDREN InG jiturrowm;

Between 1977 and 1987 total personal health care expenditures
for children almost tripled from $19.5 billion to $52 billion. Of
the $52 billion, 74% came from private sources, 17% from
Mcdieaid, and the renr ating ';`% from all other public s :,rtes.
(McManus, :989)

For children under 19, per caeita health expenditure.; rose from
$269 in 1977 to $745 in 1987, a 171% increase. (McManus,
1989)

CANDAMINIVERSAL INSURANCE SYSTEM LESS COSTLY THAN
U.S.

In 1987, estimated health care costs accounted for 8.6% of
Canada's GNP, compared to more than 11% in the U.S.
Between 1971 and 1987, health care costs as a percentage of
GNP increased about 16% it Canada, compared to more than
44% in the U.S, (Evans, March 1989)

Americans spend five times as much as Canadians to pay for the
overhead component of health insurance. Nearly 15% of U.S.
health expenditures go for administrative costs. (Evans, March
1989; Kosterlitz, July 1989)

Between 1971 and 1985, the percentage of the U.S. GNP going
to physicians increased more than 40%, compared to a 10%
increase in Canada. (Evans, March 1989)
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According to Blue Cross of Ontario, it costs 67% more to take
care of a broken leg in the U.S. than it does in Canada. (Wall
Street Journal, 1988)

INFANT AND CHILD HEALTH IN THE U.S.

Approximately I million U.S. children do not receive routine
medical care. (NACHRI, 1989)

Less than 60% of children under age 4 h21 received the complete
basic series of immunizations in 1985, while cases of mumps,
measles, and pertussis have risen. Only 37% of infants ages 0-
1 are fully immunized against diphtheria, tetanus, and pertussis.
[NACHRI, 1989; Office of Technology Assessment (OTA), 19871

Each year, nearly 40,000 infants die before their first birthday,
representing a rate of 10.1 infant deaths per 1000 live births.
The U.S. ranks last among 22 industrialized nations in its infant
mortality rate. [National Center for Health Statistics (NCHS),
1989; U.S. Public Health Service (PHS), 19891

INFANT AND CHILD HEALTH IN CANADA

In 1985, Canada's infant mortality rate was 7.9 infant deaths per
1,000 live births. Canada ranks eighth among 22 industrialized
nations in its infant mortality rate. (PHS, 1989)

In Canada, 80% of children ages 0-1 arc fully immunized against
diphtheria, tetanus and pertussis. (OTA, 1987)

12/11/89
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Mr. MORRISON. The gentleman from Illinois.
Mr. EVANS. Thank you, Mr. Chairman. I am very pleased to join

you here in New Haven today. I come from a down state Illinois
district of 14 counties, and many of the problems that you have
outlined, we have also. And that is why I am pleami to talk about
the need for universal access to health care.

In my district, we are having problems not only reaching indi-
gent clients of health clinics, but also many of our farmers and
people in rural areas who have no health care whatsoever, or very
little health care, available to them. We have had problems with
the rural differential in the ways that our hospitals are reimbursed
for the provision of Medicare services.

With our farm crisis and the unemployment we are having and
the farm implement manufacturers in my districtthe John Deers
and the Cases and even in the construction equipment manufactur-
ers, Caterpillar, we have had unprecedented unemployment. Many
of those people who have had health insurance, after six months of
losing their jobs, no longer have that. They turn to the Veteran's
Administration, many of them being veterans, and find that the
Veteran's Administration has cut their health care programs, at
least in the non-service connected area.

And I have had the opportunity to go to West Haven, Connecti-
cut, VA hospital in he past at Congressman Morrison's invitation.
I am a Chairman of the Veterans Affairs Committee, Subcommit-
tee on Oversight and Investigations. It is a problem nationwide
that we are having. And with the repeal of catastrophic health
care, and the absence of any real long term home health care pro-
gram, I think now we do need to look at it as more than a piece
meal program that just benefits particular groups of people who
need help. As a veteran myself, I think that this is a right that all
Americans ought to have, not just people who happen to Lava per-
haps a veteran's status or a senior citizen's age.

So, I am very pleased to join you to hear from these people. I
have come to the conclusion that with us spending more of our
gross national product on the delivery of medicine than virtually
any other country that has national health care, it is time to take
a new look at how we deliver health care in this country and how
we pay for it. So, I am very pleased to join you and look forward to
hearing from these witnesses.

Mr. MORRISON. Thank you very much. Prior to the convening of
this hearing, the Committee and its staff had the opportunity to
visit the Fair Haven Community Health Center. We learned about
the particular problems of that center and the population which it
serves and the special problems of the approximately 50 percent of
individuals that they see who have no health insurance coverage.

I would like to enter into the record the Annual Report of the
Fair Haven Health Clinic which describes some of the work that
they are intending to do.

[Annual Report of the Fair Haven Community Health Center fol-
lows:]
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health rare providers, the Stall
and Itoard of- Ihrectors of the Fair
I laven Comiiiiinity I lealth Center
have none to recognise that one
patents need more than just a simple
"hand-aid."

Our l ampaigh which will finance
our expansion into the limpet-iv at
37!! Grand Avenue uses a "Lind-aid" ..-

giaphie to empliasi/e the scope or
air that we arc called upon to deliver. 11 Cover 1':111 the

w11111% imprinted over the Ovum, ill a handaid, tell the complete

shay.
Set ving the needs of the ',heater Fair !lawn commennis, means

providing midwives for mothers ind Melt tinhorn childiii, peal&
fru lam and nurse practitioners lot yoking tamilies; Mtn gists Ire
adults and elderly; counselors and chum jails ten teens at 11111

high m hoot; and (11111catil sec jai win kit. Inc vjrtuns ill iirban
sties% and violence.

'I hr addition of six WV v1(.111111)0111%, and lieu ill lie 111 sill jail

WI vices %III enable its to rouitinne to Imiaelni the mope of nut %pu-

sh es. For many of our 'ranchos, the Celina is the only pia( Miele
dill seek medical (Arr. At the (*aa mil patients air heated with
the respect, :mil taw, which is essential lo building a pallet ii of
trust with dirk health care providers. IA'r treat (ile families, and

not dermition of health care dill 01111)"%es 1101 01%1 1-111,111t and

eillmidi illness, hilt their total well-being physical mid mental.
1)iiring 19N9, we will nerd it, call of the generosity ill our

friends to meet our weal of $5041,fla' tor one new expansion. lei the
past. Mir rontaibinors, Stall, it lends, %Munn:els, hoard menthe's,
funding senores and patients have demonstrated their support of
our continuing wok in Fair I lawn, and for Mat, we thank them all.

IA'e welcome your interest and support or the Fair !lawn
I Italth ( :enter. II )nit would like additional inteirmation about out
programs, or hair any question% or comnients. tilase e all urs.

Kau ina Clark, :111'1 I .AMV(;01111.111), Phi)

Wets It11;11(1 of I)Irrc tills

7

kanna (lark,

littram
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The words of rvnerts on the state of health
care in our nation provie- a bleak picture. Some
ST minion Americans, 16% of our population,
have no hfdtfllars insurance. ?WO thirds of
these are the "working poor." They are
employed In low paying lobs, and 12 million are

When the Pair Haven Community Health
Clink opened our doors as a free clinic housed
in a neighborhood school seventeen years ago,
MOM was a noted for health ears In this neigh-
borhood of the dly of New Hawn. The need Is
greater today than It was when we began. The
liver of the people we Serve have become
increasingly complicated with the problems
which cut across the nation.

in Mk community, we have been able to
make a difference. We are meeting the problems
which shoot our patients' health headon. We
take nor programs to the people who need them
and macho* health care actively, emphasising
prevention and intervention. Lastly, we know our
patients as people, not simple *feather.
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RENATAI. CARE

its that hit the hardest comet It
es lit the t its of New I last ii, 011t

A' est -y 57 Iralmes dies home reaching the

age of one
For those 'rabies who have a low birth.

weight. if they sitrvhe past theh lirst birth-
day. tires may still lace long term physical
and developmental ploblems. At the Fair
I layett I lealth Center we know that pi vita-
tal care is the rink-al 'actor. Expectant
mothers receive the
couusAing. social see cites and I hildbirth
classe . whirl; they need to give birth to a healthy baby.

Each expectant mother has the benefit lit a ottetimme relation-
ship %vial a nit mithvil wl.ti ptiwities rare tinting the 1.r-comics.
at the birth, and .11 a 1011ow-up visit at the new mother's Nome. this
is the kind of rare that we know makes a (Idle em e. The C.eitte
staff provided prenatal care in 1988 to over I Ott women. Voilien
syith highisk meth( al t onalitions were relet led to rousniting obste.
trir inns or one of New I laven's hospitals. Prenatal vale is provided
on-site at the ( :enter, and births are at the flospital of St. Raphael.

With new holding from the state of (411111(4 tit tit through the
Ile:thin' Start program. the ( :enter has heett able to increase out
social se tires and support programs lot pregnant women.

The care a child receives in his or her first years can .11e(t the
rest of their life. In 1988. Heat Iv 700 children age 5 and under were

registered in mit well baby [migrant. Our pediatric and well-bah;
Visits include physical exams. education. inummtrations, and dewl-
°proem assessments. F:ach is an important element in the health of

a child. and we were able in 1988 to begin to provide more illective
development.' aSNINSIOIIIS.

IN11.101)111VIII assessments allow its to identify at a vets catty age

the need for speech. sot-tali/anon skills. and plissit al therapy. A
child as young its ti lllll tido. t an be assessed by members of um stall

who have re«.iyerl et-titivation in Inlaid Development .Assessnaln
'training. In a series (II three Sisits. which include meeting with par-
ents. we assess whether a child might need a %per-tali/141 progr:11111,
111 the past, 0111 patients were Idillell II) outside agencies and
faced a wailing time of 1-2 fears. Now in a mane, of weeks, an
assessment is t O.1-1111111W11(1.1111Ms 111;OIC whit II can Ix

11Sell In the stall as part 14 a child's WHOM' I are As a testilt, these
very soling children are getting a belie! start on their lives.

Food is bash It is bask. to kind It/ Ali and it is a basic need lot

many of the families we see flie l hildren in our neighborhood

"A child born In Japan,
Finland, Hong King, Iroland,

Australia, Canada, Singapore or

any of teeth* other Indastrialbsd

nations has a butter chance of

*untying his or her KPH year than

a chid born kr the United State

of America"
thr .Votumal Omisnic llllll

to Prryrnt Nan, .Slorlably
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have the benefit of a school lunch, and breakfast program once
they are of schord age. But the Health Center is able to step in with
the WIC (Women. Infants and Children) progran In supplement
pregnant women's and children's diets so a child fits sound unni
firm in those first Critical years. Through the Cc nui's program,
women who are pregnant or breast-feeding are able to putt hase
luminous food for themselves and their rhildre.' under :iv 5 wilt
kmd vouchers disbursed by the Center. Allh tug) the vouchers ale
lor spy( ific (spes o food such as milk, eggs, cheese, and juices, we
reccignite that handing out Vouchers is not enough. Our staff firm
interviews the mother to make an nutritional assessment. Then we
pro% ide information on basic food groups, and (ln recipes for
healthy meals. During PI M, we saw the need Ire this kind id pro-
gram increase dramatically, from Mgt) to over IMO participants in
Wit: la the end of the year.

Even with the hest possible [migrants in place, parents need to
be able to reach ill physician When 0161 Chilli is ill or injured. Since
we feel strongly that parents need to know that there is manumit. to
tall at these times, we provide telephone tram age 24 bons a dm, 7
dais a week. A nurse mautitioner oi a physician answers calls. han-
dles triage, and will tact patients to a hospital if needed.

Caring for children is a 24 hour a day .job for parents, and
km the Fair I lawn I Ivalth :mum

18 month old

('hallit, Mann /Non

..11.nr Sound Ill and

Mann Metender.11)

whoh, her M00111.

%howl .11attn lonhi on.
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AT RISK

veil the most 1untptehensiye program will not help
teenagers if nu rapport exists between the provider s ul the pro-
grain and young people.

Six years awl, the Fair Haven I (outer opened a sahi-
b', clinic at Wilbur Cross high School. The clinic, called The

a

Body Shop. serves bask health needs such as physical exams.
reproductive education and counseling, and information on
drug and alcohol abuse. The Rudy ship was initially funded In a
pi Odic foundation. Now, the State Department of Health
SerVil lti ( 1)1011Si 11111(1% the seli.lel. and contracts %sit!' the
Center through ihe New Hawn Butud of Edo(aliem 10 provide
the services for this nnielue program. During 1981.4. increase'!
'Fite Body Silly's !IOW!. to list (W, a week. Stith petit:ill idiots,
Itisim.pi titioitels and social %owl k staff available to the talidelits
and stall.

.1 Roth Shop gained at «viaitie among the stodelit.
awl stall, al NVIlltuta I light School. soe added pt aim nn

3

Stolen; lint/mit Ail)

irri num of our

ridnIrvrra patirnh.

Ilm 11, n now enrig

quetimpli for 17lear

tilt! ban Re.o.
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AIDS and parenting skills. In addition, ACknier program called
"Bdy and Soul" was established to help teenagers who were
rev as potential dropouts. Body and Soul was funded by
the U.S. Department of I lealth and Human Services in con-
junction with the San Diego State University. Foundation as a
demonstration project. This past year, 1988-1989, was the final
year of the project under the current f ling. The staff of the
Rudy and Soul project has concentrated on integrating this pro-
gram into an ongoing social development program within the
school itself.

A new project in 1988 saw the Center join fOrces with con-
cerned teenagers to sponsor a Students Against Drunk Driving
(SADD) chapter at Wilbur Cross High School. The Center has
provided meeting space and direction to the group which is
working to create a greater awareness of the problems of alco-
hol use among teenagers.

The Body Shop has continued I,. be our fastest growing
program. We all hear about the noublcs of adolescents today
teen pregnancy, drugs, alcoholism. Inn what we don't hear is
the fact that teenagers want solutions um. They need help.
When that help is readily available at their own school it
can make a difference in their lives.

When The Body Shop opened its doors in 1982, 80 stu-
dents came for help. Last year, there were over 800 visits to The
Reidy Sho

FOR AN AGING POPULATION

Quality of life is more than a handy phrase. It is an impor-
tant component of the Center's approach to providing health
care to patients at our Satellite Clinic at Bella Vista senior tin-
wn housing complex. We have successfully been able to help
many of our elderly patients continue to live independently in
their apartments there, and forego the stress and financial bur-
den of entering a nursing home. By clowly monitoring their
health, we enable these patients to successfully manage chronic
illnesses and avoid debilitatirm conditions.

The Bella Vista Satellite consists of two parts. At Clinic I.
residents of the housing complex can visit for blood pressure
checks, individual counseling. exercise poigrams and discus-
sions on health topics. In 1988. over 1.000 residents visited
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1 patient at the Fail I lawn 1 11..11111 t -cowl Inas 1 aas holt as 's7 lot a
golai 1111111' Visit. it then int mot. and 1.1111ils sitilattoti plot 1111.111 .11
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1988 DONORS TO THE FAIR HAVEN HEALTH CENTER

oollon that keep the Fair health (inter operating mine not

mil Man government privain, and foundations, bill from people who care

about the Conti, and the urn* ur do. l ies dollars row also from attic organi

:idiom and liminess's and frinuls of patients and staff.

In 19104, our capital campaign hegan, and will continue through 1989.

In (Mita to P Inqdslig the additional spats we need, the campaign has giv-

en ul the apportunav to introduce The Center's work to more ptopk through

media releases arid individual tours of our facilities.

:hotfoots to the tinter increased in 1 9/48, /Wiping us keep pace with

era I I PI rr ,I1((eblrig &Ina nal tot fare to prmade health care.

Ste thank all ,nor contalnitors for this past year:

1988 DONORS TO THE. FAIR HANT.N HEALTH CLINIC
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MARY DE STF FANO
(infra/ St IA Coordinator/Italian Neiklilkollood Wok,/

ANNETTE FARINA
that. Coordinator

I II (IAN MA/WY-KZ
lhaltny orintinittor

MARIA MEL ENDS/
Weil flesh and Itutrrarh 1.arrlrnnlrn

CANDI MENI)t S JINNI TI I
haunt (iffy 1:fortlinator

MILY RM :RA
Appointment% Itereptionid

MICHELLE HOSE
CA men/ and I on ,Ituilant

BILLING & TELEPHONE SUPPORT

FABLANA NIETO
Hailing Methane lin tiationti

F'HISCILIA RIVE RA
Oonlinator

NYI)IA ROME RO
Iiitphone Iiirriatornit

CAROLE RUGGIERO
Ilrnrptioroll

NANCY TOM S
Itilhng .4 itstlatil

MARI VARI LA
Affshrisl limo& Urcridianitt

CLINICIANS

SEME ON TSALHINS, MD
Minimal Pori tor/I ',balm ton

FLIZAHTTIi MAGINi TIMER. MEN, CNM. FM'
/Waco /1M-wig/Mime rim/menet foloqe

DAVID APPEL , MD

MARGARET RI CKER, MSN. f NP
Family Nu, Pnulibmn

WILLIAMIAM CHIDE. MI)
11161711{i

MIRIAM FORD, MSN. FNP
Fond, Nun, Proraturroir

SUSAN FRIES, MSN, FNP
Famish Nun, I'mrtilionin

MARY JANE GALVIN. MSN, f NIP
Monti Nun, Practituoirr

SARA 00111 II IA, MSN, CNM
Midwife

MELISSA LONERGAN, MSN. (:NM
Mid

HUTH MAGRAW, MD
redsainann

MARIA MAUL DON, MSN, f NP
Falai* Num I'rIttioner

KATHLEEN MITCHET)M, MSN. CNM
%drag,

Ul VASOOTI, MD
Innrina

I CANOR WE INE11 IN. MI)
Ininnto

II If N WORMS1 H, MSN. CNM
Midwife
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OUR VOLUNTEERS AND PART-TIME STAR'

I9M, as in pail ',an, minnows 'oho dorsal, then lime ham allooml
Dv Ceram to blonder, its programs. At our IbIla Villa .Satellar, voturarrn
terve at rampanI1011i0 mir eldirly Murray, run rayrite program+. and %tall
Nu of/hr. Our !body 49 Sou! pnurn at Wiling, Cunt High Am' bentfitint
from trident V011inirrr noon /mm lily l'nimnity Al the Critter shell.
!Wolin,. &minas from Ea& again oalunirrrn! then tune 4 thtl ring our

liiriday Highs chair - a /minim begun taxmen man ago.
The renter mar organiuM and nth by yolituken in at lint nyot, and or

ham tow to rely ars Mt grnmun of the people 5,1 Ihr COMMIIIIIIII101010111111

Ise fa lultpaa ut mirk awn law.

PART -TIME. STATE VOLUNTEERS AND STUDims

KARLA ELFRNS I DN. RN (Wnstorn Cs...Newts:01
MARY BETH DONICA. MD
LAURENCE DE-VALENCIA (Yalu (:odour.)
SUSAN DURAND
NANCY HAZEL CNM
WIRY ALICE JOHNSON. CNM
ANDREW MEYERS
KATHY MAUI R MD
KRISTIN MITCHELL MTH G1kx,i6
TONY NICA
ANGEL FIEYES
POLY ROSEN (Mammography V,v1)
ROSAIY VEGA NVnse Cross Strr000n
ANDREW WORMSER. MD
LAURA WRIGHT

Carpenter and Maintesuutre

L AM PLAN/
WANDA MUG, IA

VALE SC:111(1(TI. OF NURSING ELLINICAL PI Al:BOATS
Students

OUEVEA MN Bt . RN
SUSAN MOTINNGS TAFT. HN
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MAGNUS'iN
OIS MALI INSON

LOAN CLOSET
JEAN GOI DSTEIN
ANN SOLIMIN1
MARY WEL DON

SENIOR COMPANIONS
JULIA FIMIAN'
JEAN LA1IMrE4
BERNICE LYONS
EILEEN MAURO
HE LEN PENDER
ORLEANE SANDIEORD
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KAY WATROUS
MARY WITYCOMBE

EXERCISE. GROUP LEADER
LILL IAN SULLIVAN

YALE COILLF.GF. STUDF.NT VOL uNTEEits

RODS' & SOUL TUTORS
JULIAN ANTHONY
CHRIS BROWN
SANDONNA BRYANT
LISA BULLARD
FABIENNE CHARLES
AiENDY CRUNDEN
NANCY GALLMAN
LISA IRVING
JOE JACKSON
TERESA JONES
GWEN JOYNER
JOHN I<EMP
DAPHNE LAMOTHE:
PAM LASE
TONYA LINDSEY
RAMIE LOZANO
BRIAN MCCASKILL
JILL MUNDY
MELISSA NICHOLSON
CHRISTIAN PITLER
DAVID ROBBINS
YASIN SHABALZ
MICHAEI WARREN
ANITA WELLS
LESLIE WIMS

PEDIATRICIANS
VITA GOEL MD (Coordnatorl
BRAD JUBELirn, MD (Goottinaton
JANET ASPRELLI, MD
NANCY BRAVERMAN, MD
BARBARA GARDNER, MD
MARGARET IKEDA, MD
SUE LIEB, MD
NIX LAW, MD
PAUL MARTIN, MD
ANNE MARE MELO-IF-1E1T. MD
CATHY PEW, MD
ELI EN STECKER MD
ALISON WONDRISKA, MD
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These figures represent the Operating Budget of the Fair Haven Health

Center for fatal years 1988 and 1989. A ratified audit trport is available
upon request, prepared by the accounting firm of Konowitz, Kahn, Rashba

Leibovitz, PC.

STATISTICS

During 1988, the Clink served over 8,000 patients in over 27,000 vis-

its, and also served 920 WIG registrants.
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REVENUES & EXPENSES

REVENUES
GRANTS 87-88 88-89

City of New Haven - Community Development 32,505 29,512
City of New Haven - Bella Vista 20,0(8) 20,000
City/State Pregnancy Prevention and Youth 6,000 11,300
State of Conn. - Dept on Aging - Bella Vista 30,600 32,400
State of Coml. - Maternal and ChildHealth 110,100 117,800
State of Conn. - Family Planning 34,875 38,000
Stair of Conn. - School Based (3inir 35,000 31,2(17
State of C . - Community Health Centers 12,500 41,000
State of Conn. - Prevention-Blood Pressure 19,01)0 12,001)
Federal/State - WIC (USDA) 72,796 75.500
Federal - Urban Health 330 Grant (DIMS) 260,000 368,80
Federal - Family Planning with PPC 65,000 40,00(
Federal - DHHS Body V: Soul Demonstration 64,505 67,000
Private - Robert Wood Johnson Foundation 25,001) 30,000
Private - New Haven Foundation (Prenatal) 55,000 40,000
US Conference of Mayors - AIDS (1 23,330
Hispanic Male Outreach 0 17,40(1

$842,881 $995,258
PATIENT GENERATED

Title XIX (Medicaid) 238,000 305,000
Title XX (Family Planning) 23,000 25,000
Medicare 60,000 60,000
Private Insurance 40,000 65,000
City Welfare 13,000 10,000
Patient Fees Sliding Fee Scale 50,000 $0.000

424,000 515,000
OTHER

Contributions/Misc. 11,000 13,500

TOTAL: $1,277,881 $1,523,758

EXPENSES

Personnel & Fringe 1,036,140 1,246,990
Heat, Light, Building Costs, etc. 37,500 33,040
Office Costs (Telephone, supplies, printing, postage) 44,500 44,150
Education Materials and Supplies 4,500 4,750
Patient Care and Medical and Lab Supplies 55,000 62,700
Transportation 3,001) 4,000
Insurance (Including Malproctice) 70,000 100,000
Bella Vista Rent 2,365 2,365
Other (Legal, Accounting, Professional Training) 18,000 19,800
Equipment Repairs and Scribe 10,000 9,000
Mortgage - 372 Grand Avenue 0 9,300

TOTAL: $1,281,005 $1,536,095
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Mr. MORRISON. And now I would like to call the first panel of
witnessesLorraine V. Klerman, Professor of Public Health at the
Department of Epidemiology and Public Health for the School of
Medicine, Yale University; Cornell Scott who is not yet with us but
is the President of the Connecticut Primary Care Association and
Director of the Hill Health Center here in New Haven; and Ken-
neth E. Thorpe, Ph.D., Director of the Program on Health Care Fi-
nancing and Insurance, the Department of Health Policy and Man-
agement, School of Public Health, Harvard University, Boston,
Massachusetts.

We thank you for being with us today. Your written testimony
that has been submitted will be made a part of the record in full.
We would appreciate your summarizing your testimony and focus-
ing on those things that you want to emphasize most for the bene-
fit of the panel and those who will be reading the record.

Thank you very much. And, Dr. Klerman, if we could start with
you.

STATEMENT OF LORRAINE V. KLERMAN, DR. P.II., PROFESSOR
OF PUBLIC HEALTH, DEPARTMENT OF EPIDEMIOLOGY AND
PUBLIC HEALTH, SCHOOL OF MEDICINE, YALE UNIVERSITY,
NEW HAVEN, CT

Dr. KLERMAN. My name is Lorraine Klerman, and I am a Profes-
sor of Public Health at Yale. My area of expertise is the health of
children and of women in their reproductive years.

I wish to begin by stating how honored I am to be asked to testi-
fy before Representatives of the Committee that has done so much
to inform Congress and the American people about the problems
facing children, youth, and families today. This Committee's hear-
ings and its publications have made us all aware of how our society
is failing its children, not only in the health arena, but also in
regard to income, housing, education, and social support. And we
in New Haven, of course, are particularly proud of the contribu-
tions of our Representative, Mr. Morrison.

Today the Committee is addressing the issue of access to health
care. And I have been asked to provide a public health perspective,
including an overview of the status of children's health. Fortunate-
ly, the health of most children in the United States is quite good.
Most American children are not handicapped nor malnourished,
nor do they suffer excessively from illnesses. Why then are we all
convinced that there is a problem with access to medical care?

We are convinced because there are subgroups of American chil-
dren whose health is poor. These include the homeless, those who
live in inner city ghettos or isolated rural areas, children in foster
care, children in migrant families, children in Native American
families, and the list could be continued. Clearly, these families
have at least one thing in commontheir incomes fall below or
near the federal poverty level.

These poor children disproportionately suffer from a variety of
health problems. They are born too soon or too small. They are
more likely to die in the first year of life from causes associated
with low birth weight and prematurity or from SIDS. In subse-
quent years, they are more likely to die or suffer from AIDS, child
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abuse, injuries, infectious disease, chronic medical conditions,
anemia, lead poisoning, and vision and hearing difficulties. They
are more likely to be hospitalized. Poverty is definitely not good for
the health of children.

But why are poor children less healthy than more affluent ones?
Certainly problems in paying for essential medical care is one
reason, but it is not the only one. My public health perspective
makes it difficult for me to believe that even the most inclusive
and most expensive insurance program would, by itself, have a
major impact on the health status of children.

At Last three approaches are needed to improve significantly the
health status of poor and near poor children:

1. Improve the basic living conditions of their families;
2. Remove the financial impediments to medical care; and
3. Reduce the other barriers to access, particularly by expanding

the capacity of the medical care system to provide the disadvan-
taged with the full range of services that they need.

Poor children are less healthy than more well to do children only
partially because they receive less medical care in relation to their
health needs. They are also less healthy because their housing is
inferior, their nutrition is inadequate, and their parents know less
about what to do to promote health and prevent disease. Even
when their parents have this knowledge, they may not have the
time nor the money to take the necessary actions.

Thus, if Congress or the state legislatures really want to improve
children's health, they must be willing to provide funds for hous-
ing; not only to house the homeless, but also to upgrade housing
which now exposes children to lead paint poisoning, rodents, inad-
equate heating or plumbing, unnecessary injuries, and worst of all,
violence. Legislators must also consider the expansion of WIC to all
low income eligibles, and increasing the availability of school
breakfasts and lunches. In many areas, raising the level of AFDC
benefits would also improve children's health by enabling parents
to buy the things their children need for their physical and emo-
tional development.

Programs that keep adolescents in school until at least high
school graduation can improve not only the health of the adoles-
cents through health education and health services, but also the
health of their future children by reducing the chance of their
growing up in poverty, as well as increasing their parents' knowl-
edge of child health and development.

And since injuries are the number one cause of death among
children over age one and of adolescents, funds spent in this area
will affect health status. In addition, any program that reduces the
availability of illegal drugs will have a powerful impact on chil-
dren's health by reducing the number of infants with health prob-
lems, including AIDS, caused by their parents' addiction and by re-
ducing family and street violence.

The second essential approach to improving children's health is
through removing the financial impediments to the receipt of medi-
cal care. There can be no doubt that insufficient funds to pay phy-
sicians or hospitals prevent many women and children from obtain-
ing the medical care that they need. This country should be able to
remove this obstacle relatively easily because the care that chil-
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dren need is so inexpensive. Even when the care that sexually
active and pregnant women need is included, costs are still very
low.

This country is reasonably very concerned about the ever in-
creasing costs of medical care, but children and women in their re-
productive years contribute very little to those costs, unless they do
not receive preventive care. We need not worry that making neces-
sary medical care available to all children and pregnant women
will make medical costs rise appreciably. Some costs might even
drop such as those for infants in Neonatal Intensive Care Units.

And, finally, even a well designed system of financing will not
make health care available to all the children and women who
would benefit from such care. This country's medical care system
cannot presently provide primary health care to all children and
pregnant women. An improved financing system would probably
increase demand more than it would increase the supply of provid-
ers.

Thus, in addition to a financing system, this country needs to
expand the number of providers willing to serve disadvantaged
populations, and particularly providers able to offer the expanded
service package that many disadvantaged populations require. You
learned about that expanded package at the Fair Haven Health
Center,

Any insurance system based on the current Medicaid model will
have problems because providers are not reimbursed at the market
level, and thus will either not accept Medicaid patients or restrict
the number of patients they accept. But even improved fee sched-
ules will not solve all the access problems. Some providers will still
be reluctant to treat the poor because they believe that they are
more likely to sue. This is particularly a problem in obstetrics. Nor
will an insurance program provide sufficient incentives to bring
private physicians to areas where they prefer not to practice, such
as inner city ghettos and isolated rural areas.

In addition, we must be concerned with the kind, quality, and ap-
propriateness of care. Medicaid mills do not provide adequate care.
And we must be certain that such facilities are not encouraged by
a financing program.

Many children and pregnant woman need a broader array of
services than is usually available through insurance programs.
These include home visiting, counseling, addiction cessation pro
grams, food supplementation, and other services not usually provid-
ed in office-based practices.

In order to offer the services needed in the places where they are
most conveniently sought, a health insurance program would need
to be supplemented by funds for community and migrant health
centers, for clinics operated by health departments, schools, and
family planning agencies, for National Health Service Corps per-
sonnel, and for similar capacity building initiatives. These pro-
grams provide care in areas where office based physicians and den-
tists are reluctant to serve, and they offer a wider range of serv-
ices.

In summary, a health insurance program that would cover
family planning, pregnancy, labor and delivery, and medical care
for infants, children, and adolescents is certainly essential to the

4 1
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health of women and children in the United States. It will not be
enough, however, if our goals are to improve health status. In
order to improve the health of the least healthy, it is essential to
improve living conditions that have a major impact on health, that
is, to raise family incomes, improve housing, provide sufficient
food, and ensure adequate education.

Moreover, even within the health domain, a universal or target-
ed insurance program will not be effective by itself. Community-
based health campaigns to reduce injuries, violence, and the use of
addicting substances must also be part of a health promotion strat-
egy. Nor will insurance alone even guarantee access to needed
care. Funds will be required to increase the capacity of the medical
care system, particularly, to serve the disadvantaged, and to pro-
vide the full range of services essential to the health of these popu-
lations.

I wish to thank you for this opportunity to share my understand-
ing of children's health care needs with the Committee, and
through you with the Congress and the American people. My writ-
ten statement expands on many of thee ideas, and I hope you will
include it in the report. And, of course, I am available to answer
your questions.

[Prepared statement of Lorraine Klerman follows:]
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PREPARED STATEMENT OF LORRAINE V. KLERMAN, PROFESSOR OF PUBLIC HEALTH, DE-
PARTMENT OF EPIDEMIOLOCY AND PUBLIC HEALTH, SCHOOL OF MEDICINE, YALE UNI-

VERSITY, NEW HAVEN, CT

Prepared for Connecticut Field Hearing of the Select Committee on
Children, Youth, and Families, United States House of
Representatives, held on Monday, December 11th, 1989, in New
Haven, Connecticut.

A CHILD HEALTH PERSPECTIVE
ON

The Changing Face of Health Care
The Movement Toward Universal Acci2ss

My name is Lorraine Klerman and I am a Professor of Public

Health at Yale. My area of expertise is the health of children

and of women in their reproductive years.

I wish to begin by stating how honored I am to be asked to

testify before the Committee that has done so much to inform

Congress and the American people about the problems facing

children, youth, and families today. This Committee's hearings

and publications have made us all more aware of how our society

is failing its children - not only in the health arena, but al.,o

in regard to income, housing, education, and social support. We

in New Haven applaud your efforts and, of course, are

particularly proud of the contributions of our representative,

Bruce Morrison.

Today the committee is addressing the issue of access to

health care and I have been asked to provide a public health
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perspective, including an overview of the status of children's

health. Fortunately, the health of most children in the United

states is quite good. Most American children are not handicapped

nor malnourished, nor do they suffer excec...ively from illnesses.

Why then are we all convinced that there is a problem with access

to medical care?

Poverty and Child Health,

We are convinced because there are subgroups of American

children whose health ig poor. These include the homeless; those

who live in inner city ghettos or isolated rural areas; children

in foster care; children in migrant families; children in Native

American families...and the list could be continued. clearly,

these families have at least one thing in common: they are poor

by most standards. Their incomes are below or near the federal

poverty level.

These poor children disproportionately suffer from a variety

of health problems. They are born too soon or too small. They

are more likely to die in the first year of life from causes

associated with low birth weight and prematurity, or from SIDS

(the Sudden Infant Death Syndrome). In subsequent years they

are more likely to die or suffer from AIDS, child abuse,

injuries, infectious disease, chronic medical conditions, anemia,

lead poisoning, and vision and hearing difficulties. They are

also more likely to be hospitalized. Poverty is definitely not

good for the health of children! (The effect of poverty on

children is documented in a monograph I have prepared for the
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National Center for Children in Poverty. Copies can be made

available to the Committee.)

But why are poor children less healthy than more affluent

ones? Certainly problems in paying for essential medical care is

one reason; but it is not the only one. My public health

perspective makes it difficult for me to believe that even the

most inclusive, and expensive, insurance program would by itself

have a major impact on the health status of children. Multiple

approaches are needed to achieve the goals of reducing unintended

pregnancies; premature or low birth weight infants; infant,

child, and adolescent mortality rates; preventable diseases;

injuries; and, as a consequence, hospitalizations; days lost from

school; and, not to be overlooked, pain and suffering.

Obviously, these are our health status goals. In addition, we

have equity goal:.!. We want the same medical services to be

available to our disadvantaged as to our advantaged populations.

Unfortunately, in these days of budget crises, we may have to

decide between our health status and our equity goals. Given the

reasons for excess deaths and disability among the disadvantaged,

a health insurance program, even one with universal enrollment,

may not be the most efficient method of achieving our health care

goals.

Thus, I want to suggest three approaches to improving

significantly the health status of poor and near poor children:

(1) improve the basic living conditions of their families; (2)

remove the financial impediments to medical care; and (3) reduce

't
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the other barriers to access, particularly by expanding the

capacity of the medical care system to provide the disadvantaged

with the full range of services that they need.

Improve Living Conditions

Legislators and the public should not expect medical care to

cure social ills. Medical care can accomplish near miracles in

preventing some diseases and in curing others. But traditional

office-based medical care can do little to prevent the unintended

pregnancies that lead to inadequate prenatal care; the smoking,

alcohol consumption, and use of illegal drugs during pregnancy

that leads to damaged infants; the injuries and homicides that

are major causes of hospitalization and death; and the lead

poisoning and anemia that contribute to poor school performance.

These health problems require community-based interventions.

Most of these interventions are less glamorou3 then medical care.

These include injury prevention programs, food supplementation,

and home visiting. Others, unfortunately, are much more

controversial than health insurance. They include publicly-

subsidized housing, destruction of substandard housing,

provision of contraceptives in school-based clinics, and hand gun

control.

Poor children are less healthy than more weal -to -do children

only partially because they receive less medical care in relation

to their health needs. They are also less healthy because their

housing is inferior; their nutrition is inadequate; and their

parents often know less about what to do to promote health and

,t
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prevent disease. Even when their parents have this knowledge,

they may not have the time or the money to take the necessary

actions.

Thus, if Cungress or the state legislatures really want to

improve children's health, they must be willing to provide funds

for housing; not only to house the homeless, but also to upgrade

housing which now exposes children to lead paint poisoning,

rodents, inadequate heating or plumbing, unnecessary injuries,

and violence. Legislators must also consider expanding WIC (the

Special Supplemental Food Program for Women, Infants, and

Children) to all low income eligibles and increasing the

availability of school breakfasts and lunches. In many areas

raising the level of AFDC benefits would also improve children's

health by enabling parents to buy the things their children need

for their physical and emotional development.

Programs that keep adolescents in school until at least high

school graduation can not only reduce the rate of adolescent

pregnancy and improve the health of the adolescents through

health education and health services; but also have the potential

to improve the health of their future children through reducing

the chance of their growing up in poverty, as well as increasing

their parents' knowledge of child health and development.

We are also becoming increasingly certain that community-

based programs of injury prevention do work. (This is well

documented in an article by Bernard Guyer and his colleagues in

the November 1989 issue of the American Journal of Public
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Health.) And since injuries are the number one cause of death

among children over age one and of adolescents, funds spent in

this area will affect health status. In addition, any program

that reduces the availability of illegal drugs will have a

powerful impact on children's health by reducing the number of

infants with health problems, including AIDS, caused by their

parents' addiction; and by reducing family and street violence.

Remove Financial Impediments

The second essential approach to improving children's health

is through removing the financial impediments to the receipt of

71edical care. There can be no doubt that insufficient funds to

pay physicians or hospitals prevents many women and children from

obtaining the medical care they need. (A recent publication of

the United Hospital Fund of New York entitled, Povertv_An0 Health

in New York City, provides outstanding documentation of the

impact of inability to obtain primary health care on health and

hospitalization.) This country should be able to remove this

obstacle relatively easily because the care that children need is

so inexpensive. Even when the care that sexually-active and

pregnant women need is included, the costs are still very low.

This country is very concerned about the ever-increasing

costs of medical care; but children and women in their

reproductive years cor.ribute very little to those costs - unless

they do not receive preventive care. We need not worry that

making necessary medical care available to all children and

pregnant women will make medical costs rise appreciably. Some
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costs might even drop, such as those for infants in Neonatal

Intensive Care Units.

I will leave the issue of how best to remove financial

barriers to the experts you have assembled. However, as an

advocate for those most vulnerable members of our society,

infants and children, I must urge vigilance. We have learned

from Medicaid how expensive it is to provide care to the elderly.

We are rapidly learning how expensive it is to provide care to

individuals with AIDS. I fear that a comprehensive insurance

program will prove more expensive than anticipated. Once again,

eligibility and/or benefits will be limited in an attempt to

control costs. And, once again, despite their relatively low

costs, it will be the preventive medical and social services for

children and pregnant women which will cut, not the high

technology services for more vocal constituencies. A special

access program for children and pregnant women may not be the

most politically popular one, but it will undoubtedly be the most

cost-effective.

Reduce Other Access Barriers

Finally, even a well-designed system of financing will not

make essential health services available to all the children and

women who would benefit. This country's medical care system can

not presently provide primary health care to all children and

pregnant women. An improved financing system would probably

increase demand more than it would increase the supply of

provides.
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Thus, in addition to a financing system, this country needs

to expand the number of providers willing to serve disadvantaged

populations, and particularly providers able to offer the

expanded service package that many disadvantaged populations

require. Any insurance system based on the current Medicaid

model will have problems because providers are not reimbursed at

the market level and, thus, will either not accept Medicaid

patients or restrict the number of patient whom they accept. But

even improved fee schedules will not solve all the access

problems. Some providers will still be reluctant to treat the

poor because they believe that they are more likely to sue. This

is particularly a problem in obstetrics. (The recent Institute

of Medicine report, Medical Professional Liability and the

Delivery of Obstetrical Care, documented the loss of maternity

care providers and suggested some solutions to that problem.)

Nor will an insurance program provide sufficient incentives

to bring private physicians into areas where they prefer not to

practice, such as inner city ghettos and isolated rural areas.

In addition, we must be concerned with the content, quality,

and appropriateness of care. Medicaid mills do not provide

adequate care and we must be certain that similar facilities are

not encouraged by a financing program. Many children and

pregnant women need a broader array of services than is usually

available through insurance programs. These include home

visiting, counseling, addiction cessation programs, food
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supplementation, and other services not usually provided in

office-based practices.

Finally, we must also consider how best to encourage women

and children to use the services they need. Programs of outreach

and education, reduction in institution-based barriers, and case

management are essential. These services are not usually funded

through insurance programs, yet can not be ignored if

universal access is the goal.

In New Haven we are fortunate in having two community health

centers which offer this comprehensive approach to health care -

or at least try to offer these services given that increasing

numbers of families are seeking care without compensatory

increases in funding. The Young Parents Outreach Program (YPOP)

at the Hill Health Center is a national model for bringing

pregnant adolescents into care and supporting them through their

pregnancies. This program had financing support from both the

federal and state governments, as well as from the city through

the Board of Education's support for the Polly T. McCabe School

(an alternative school for pregnant women and young mothers

housed in the Hill Health Center complex), and the New Haven

Foundation. YPOP, however, was considered a "demonstration

project;" and, as is the case with most such projects, its grant

funds decreased and then ceased - leaving the Hill Health Center

to support one more program with no increase in funds. This is

no way to provide universal access!
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In order to offer the services needed in the places where

they are most conveniently sought, a health insurance program

would need to be supplemented by funds for community and migrant

health centers, for clinics operated by health departments,

schools, and family planning agencies, for National Health

Service Corps personnel, and for similar capacity-building

initiatives. These programs provide care in areas where office-

based physicians and dentists are reluctant to serve; and they

offer a wider range of services.

Institutional access issues must also be addresses if

childreu and pregnant women are to receive the care they need.

fAen in cities like New Haven, where financial barriers have been

reduced to a minimum, many remain uncared for. Overcrowded

clinics, imposing registration forms, long waits, lack of

knowledge of the need for services, insensitive clinicians, drug

problem, fear of medical procedures, and other problems

contribute to dangerous delays in seeking care. Thus, funding is

also needed for community-based program to assist institutions in

gaining insights into the barriers they may unintentionally

create and to help them solve them. Again, in New Haven we are

fortunate in having the Special Commission on Infant Health which

has undertaken this assignment, among other. Funded by the New

Haven Foundation and with the support of the City of New Haven,

the Special Commission has initiated many needed programs,

including the Pregnancy Healthline which provides information and

appointments for care to sexually active and pregnant women.
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What is Still Needed

In summary, a health insurance program that would cover

family planning, pregnancy, labor, and delivery, and medical care

for infants, children, and adolescents is certainly essential to

the health of women and children in the United States. It will

not be enough, however, if our goals are to improve health

status. In order to improve the health of the least healthy, it

is essential to improve living conditions that have a major

impact on health, i e. to raise family incomes, improve housing,

provide sufficient food, and ensure adequate education.

Moreover, even within the health domain, a universal or

targeted insurance program will not be effective by itself.

Community-based health campaigns to reduce injuries and violence

and the use of addicting substances must also be part of a health

promotion strategy.

Nor will insurance alone guarantee access to needed care.

Funds will be required to increase the capacity of the medical

care system, particularly to serve the disadvantaged and to

provide the full range of services essential to the health of

these populations.

There are no easy solutions to the problems of health care

in this country - and certainly none that do not involve spending

more money. In recent years we seem to have been more concerned

with whose money is spent than with possible health status

benefits. Costs have been shifted between the federal government

and the states; between employers and employees; between insurers
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and the insured; and among payors. In the long run, however, the

bills are p.id by the more advantaged either through taxes,

raised premiums, or increased product cot s.

Eventually legislators and the general public will need to

face the realities which other developed countries seem to have

grasped. There are basically only a few alternatives. One

alternative is to expend more of thg gross national product on

health care and in that way serve more people and provide more

services. Eventually the bill for that alternative must be paid.

If the public is unwilling to pay that bill, the

alternatives are to exclude some people from the mainstream of

health care - they will not receive the care they need; or to

make some services difficult or impossible to obtain by all who

could benefit from them. Great Britain, Canada, and other

countries have chosen the last alternative. By a variety of

mechanisms these countries restrict access to what they consider

less essential, " elective," medical services, and thus they

restrain costs. But these countries make certain that all,

regardless of income, receive essential services. The restricted

access to elective services results in long waiting periods for

those services. Experts say that Americans would not tolerate

such a system. What we have developed instead is a system that

attempts to limit costs by restricting the access to health care

- even essential services such as prenatal care - of certain

populations, the poor and the uninsured; while placing almost no

r7
X
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limits on the medical care that the adequately insured can

obtain.

It is possible that sore savings can be realized by a more

efficient system, particularly one that provides incentives for

preventive care. I am afraid, however that we will be deluding

the American public if we suggest that manipulations of the

system may make it possible to provide universal access to all

services without major increases in costs. Basic decisions must

be mada, even if they are unpopular: increase expenditures for

medical care, deny or delay some non-essential services, or

continue to make it difficult for some to obtain care.

I wish to thank you for this opportunity to share my

understanding of children's health rare needs with the Committee,

and through you, the Congress and the American people.
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Mr. MORRISON. Thank you very much.
Dr. Thorpe.

STATEMENT OF KENNETH E. THORPE, PH.D., DIRECTOR, PRO-
GRAM ON HEALTH CARE FINANCING AND INSURANCE, DEPT. OF
HEALTH POLICY AND MANAGEMENT, SCHOOL OF PUBLIC
HEALTH, HARVARD UNIV., BOSTON, MA

Dr. THORPE. Mr. Chairman, I would like to thank you for inviting
me to testify today. My name is Ken Thorpe. I am currently an as-
sociate professor and director of Harvard's program on health care
financing and insurance.

In recent months, as evidenced by this hearing, the growing
number of private and public sector groups have become increas-
ingly concerned about the performance of our health care delivery
system. Among these concerns include continued escalation in
health care costs despite at least a decade of public sector interven-
tions, regulations, and most recently, an attempt by the private
sector to control their costs.

In addition, Americans are increasingly concerned that, depend-
ing on the year the survey is taken, something in the order of 31 to
37 million Americans currently do not have health insurance cov-
erage. Recent studies indicate that a substantial number of the un-
insured are children under the age of 17. What we do know from
the literature and a number of studies that have looked at this
issue is that the lack of health insurance does translate into less
access to medical care, and in some instances, poorer health.

These disturbing trends have increased interest in embracing
more fundamental changes in the financing of health care in the
United States. Many who have studied these health policy issues
and their underlying causes are increasingly convinced that incre-
mental changes are not likely to significantly alter the disturbing
trends I will shortly highlight. More fundamental changes, includ-
ing proposals to extend universal health insurance coverage to the
uninsured have appeared on the health policy agenda with in-
creased frequency.

I will briefly describe what I view the magnitude of some of the
problems are, and conclude with a short list of potential solutions.
For ease of presentation, my summary remarks will refer to a
series of tables, with which I will not spend a whole lot of time, but
they are more for later digestion and for the record.

First, with respect to health care costs, as we all know, we spend
more in health care, yet provide less coverage than any country in
the world. This year we will spend over $600 billion in health care.
We spend more as a percent of GNP on health care than any other
country in the world, yet we fail to cover something in the order of
32 million Americans, and provide substandard access to care for
that population.

The escalation in health care costs, other than general price in-
flation, are largely traced to yearly changes in service intensity per
patient visit and hospitalization, as well as new technologies. For
example, between 1987 and 1988, health care spending went up by
approximately $44 billion. Of that total, service intensity, as I just
defined as new technologies, accounted for about $17 billion of that
increase.
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The essential role assumed by the implementation and adoption
of new technologies and increasing health care costs is unambig-
uous. While the new technologies have clearly provided unprece-
dented health benefits, they also come with a substantial price tag.

Compared to other major industrialized countries, Americans
have substantially more access to a wide range of new technologies.
As I note in Table 3, if you look at the access to a wide range of
technologies in the United States, Canada, and Great Britain, and 1
think I have Germany there, that there are dramatic differences in
the type of technologies, imaging devices and so on that Americans
receive vis-a-vis countries that have some sort of universal cover-
age.

An artifact, which is also a major problem of these increasing
costs, are rising private sector health insurance premiums. These
premiums have been increasing at rates 2 to 3 percentage points
higher than national rates of increase in health care costs.

With respect to coverage, according to the most recent counts,
approximately 32 million Americans do not have health insurance.
Despite mandatory expansions of Medicaid aimed at low income
children and pregnant woman, nearly 9 million children under the
age of 18 are also uninsured. An additional 3 million individuals
between the age of 18 and 21, some 21 percent of that age cohort,
are also without health insurance.

These trends are really traced to three factors.
First, in the face of sustained increases in private health insur-

ance premiums, employers have increased the share of premiums
assumed by employees for family health insurance coverage. As a
result, fewer dependents are receiving health insurance through
employment based plans.

Second, the substantial number of working Americans do not re-
ceive health insurance through their place of employment. In 1987,
nearly 45 million workers did not receive coverage through their
own place of employment. While 30 million of those individuals did
find coverage elsewhere, nearly 15 million workers, full time work-
ers, are still uninsured.

In addition, Medicaid currently covers less than half the poor.
That is something that has continued to climb since 1975, when
Medicaid, on an average, covered about 59 percent of the poor.

With respect to uninsured workers in the work force, about half
of them work in small firms. Health insurance costs are substan-
tially higher for small firms for two reasons.

First is that corporations, as you know, are able to deduct the
full value of the premiums that they pay, as opposed to self em-
ployed individuals, partnerships, and unincorporated firms, who
can only deduct one-quarter of their expenses.

Secondly, small firms face substantially higher loading fees than
larger firms face, because of the administrative costs of dealing
with small firms, as well as the risk of catastrophic expenses. To
buy the same set of benefits, small firm versus large firm, could be
20, 30, and in some cases, at least 40 percent difference to buy the
same type of coverage.

There are approximately 91/2 minion dependents of workers, pri-
marily children under the age of 18, who are uninsured. I think the
important thing to point out is that this accounts for nearly one-
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third of all the uninsured in the country. About one-third of them
are dependents of workers.

If you look at what this means with respect to access, clearly the
uninsured do get some level of care. They do have some access to
care. And you saw some of the types of facilities that they receive
care this morning. I think the problem is that that safety net that
we traditionally use to provide care, largely uncompensated or
through state level grarting mechanisms, is really stretched to the
limit. Hospitals this year will provide about $11 billion in uncom-
pensated care. And that is an amount as a percentage of costs that
continues to grow quite dramatically.

I think reflecting some of those tensions, a recent Robert Wood
Johnson survey reports that approximately 1 million Americans re-
ported that they actually tried to receive medical care, but were re-
fused by both physicians and hospitals due to financial reasons.
Similarly, an estimated 13.5 million Americans stated they were
not able to obtain needed medical care because of inadequate finan-
cial resources.

As I alluded to before, the lack of health insurance translates
into significantly less access to care. Uninsured children receive ap-
proximately one-third fewer physician visits than those with health
insurance. This gap appears largest for those with poor or fair
health.

Over two-thirds of the uninsured with a serious symptom did not
see or contact a physician.

Fully one-fifth of all uninsured pregnant women did not receive
prenatal care during their first trimester.

In general, the number of Americans reporting that they did not
receive needed medical care is substantially higher than found in
other industrialized countries.

Having said that, let me talk about a couple of potential solu-
tions. The litany that we just outlined is fairly discouraging.
Throughout the 1970s and 1980s, both the public and private sector
have sought solutions to these problems noted above. These are not
generally new problems, they are problems that we have had really
since 1965 in many ways. What is discouraging is the substantial
lack of general effectiveness of these programs to try to control the
rate of increasing costs, as well as provide and expand insurance to
the uninsured.

There are a number of proposals which have recently been ad-
vanced to try to address these issues. Therie proposals, however,
raise a number of issues. Particularly, they raise issues of who
should finance these expansions in the face of bk.idget problems
that local governments face, state governments face, and our na-
tional government faces. In addition, what mechanism would be
implemented to ensure that the rate of increase in health care
costs would not resume the trends that we have seen of late.

These proposals range from pure public sector approaches, such
as Medicaid expansions and buy-ins, to more comprehensive strate-
gies including mandates that employers provide health insurance.
And, of course, combinations of these proposals have also been sug-
gested.

In addition, to more effectively manage the growth and health
care expenditures, many have suggested that we adopt the Canadi-
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an style, single payer system. A version of this proposal was recent-
ly advanced in New York state. They have outlined a proposal,
which they call UNY CARE, which does adopt many elements of
the Canadian system.

These proposals do raise, however, a number of important issues,
including the new costs assigned to employers, employees, and gov-
ernments. I have recently completed a variety of analyses looking
at the aggregate and distributional costs of these proposals, and
would be happy to address or answer any questions you may have.

[Prepared statement of Kenneth E. Thorpe follows:]
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PREPARED STATEMENT OF KENNETH E. THORPE, PH.D., DIRECTOR, PROGRAM ON
HEALTH CARE FINANCING AND INSURANCE, DEPT. OF HEALTH POLICY AND MANAGE-
MENT, SCHOOL OF PUBLIC HEALTH, HARVARD UNIV., BOSTON, MA

Mr. Chairman, I would like to thank you for inviting me to testify
today. My name is Kenneth E. Thorpe. Currently I am associate
professor and director of the program on health care financing and
insurance a:. the Harvard School of Public Health.

In recent months, a growing number of private and public sector
groups have become increasingly concerned about the performance of
our health care delivery system. Among these concerns include
continued escalation in public and private sector health care
payments, and the inability to control these costs despite at least
a decade of public sector regulation and more recent private sector
interventions. In addition, Americans are increasingly concerned
that despite these high costs, over 31 million Americans currently
do not have health insurance. Recent studies indicate that a
substantial number of the uninsured are children under the age of
17. Lack of insurance translates into less access to medical care
and in some instances poorer health.

These disturbing trends have increased interest in embracing
fundamental changes in the financing of health care in the United
States. Many who have studied these health policy issues and their
underlying causes are increasingly convinced that incremental
changes are not likely to significantly alter the disturbing trends
I will shortly highlight. More fundamental changes, including
proposals to extend universal health insurance to the uninsured,
have appeared on the health policy agenda with increased frequency.
The nature of the problems that private and public policy leaders
currently face are substantial. I will briefly describe the
magnitude of these problems, and conclude with a short list of
potential solutions. For ease of presentation, my summary remarks
will refer to a series of tables and figures included at the end
of my written remarks.

In summary:

A. Changes in Health Care Costs

- Medical care continues to rise at rates far exceeding the
consumer price index. Total health care spending now exceeds
$600 billion per year.

- Payments for professional and other services represent the
largest components of the yearly changes in health care
costs. Between 1976 and 1988, physician and other professional
services (combined) increased nearly 175%, over double the rate
of increase in the consumer price index.

- Other than general price inflation, continued growth in service
intensity and new technologies account for the vast majority of
the yearly changes in health care costs. Between 1987 and 1988,
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national health care spending increased $43.7 billion, with
increased service intensity and new technologies accounting for
40 %, some $17 billion of this change.

- The central role assumed by new technologies in increasing
health care costs is unambiguous. While new technologies have
allowed unprecedented health benefits, they also come with a
substantial price tag. Compared to other major industrialized
countries, Americans have substantially more access to a wide
range of new technologies (see Table 3).

- One artifact of the sustained increases in health care costs are
rising private sector health insurance premiums. Since 1986,
private health insurance payments have increased some 2 to 3
percentage points higher than the national average.

- Expenditures for public sector programs have also risen. Since
1987, payments under the Medicaid program have increased even
faster than the private sector, most recently jumping 11 %.

B. Changes in Health Insurance coverage

According to the most recent counts from the Current Population
Survey, some 31.8 million Americans do not have health
insurance. Despite the recent mandatory expansions of Medicaid
aimed at low-income children and pregnant women, nearly 9
million children under the age of 18 are uninsured (see Table
4). An additional 3 million individuals between the age of 18
and 21, some 21 % of that age cohort, are also without health
insurance coverage.

The rising number of uninsured Americans (through 1987) is
traced to two trends. First, in face of sustained increases in
private health insurance premiums, employers have increased the
share of premiums assumed by employees for family health
insurance coverage. As a result, fewer dependents are receiving
health insurance through employment based plans. Second, ft
substantial number of working Americans do not receive health
insurance through their place) of employment. In 1987, nearly
45 million workers did not receive coverage through their own-
place of employment. While 30 million were covered through
other means (e.g. they purchase non-group policies or are
covered through a spouse's plan), some 14.4 million workers are
uninsured.

Near.'.y one-half of all uninsured workers are employed by small
firms (less than 25 employees). Health insurance costs are
substantially higher in small firms relative to larger ones.
Two factors account for these higher costs. First, corporations
(primarily larger firms) can deduct 100 percent of premium costs
for employees as a business expense when calculating their tax
liability. Self-employed individuals, partnerships and

C
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unincorporated firms (more likely small firms) may only deduct
25 % of the premium costs. Second, smaller firms face
substantially higher loading fees relative to larger firms. The
premium differential between small and large employers for the
same set of benefits purchased through commercial carriers is
between 20 and 30 percent.

- Over 9.4 million dependents, primarily children under the age
of 18, of working adults are uninsured. This accounts for 30
% of the total number of uninsured Americans.

- Medicaid fails to provide coverage for approximately one-half
of the poor (see Figure 2). Moreover, the percent of the poor
covered by Medicaid has decreased over time from a high of 59%
in 1975 to approximately 50 % in 1988.

- Due to the flexibility states have in determining AFDC
eligibility, the percent of the poor covered under Medicaid
varies from a low of 20 percent in Texas to nearly all the
poor in California and Hawaii.

C. Access to Care by the Uninsured

- According to a recent Robert Wood Johnson survey, approximately
one million Americans reported that they actually attempted to
receive medical care, but were refused by physicians or
hospitals due to financial reasons. Similarly, an estimated
13.5 million Americans stated that they were not able to
obtain needed medical care because of inadequate financial
resources.

- Absence of health insurance translates into less access to
medical care. Uninsured children receive approximately 34
percent fewer physician visits than those with health insurance.
This gap appears largest for those with poor or fair health.

- Uninsured adults received 27 percent fewer physician visits and
were hospitalized 19 percent less often than those with health
insurance (see Table 7).

- Over two-thirds of the uninsured with a serious symptom did not
see or contact a physician.

- Fully one-fifth of all uninsured pregnant women did not receive
prenatal care during their first trimester (see Table 8).

- In general, the number of Americans reporting they did not
receive needed medical care is substantial higher than found
in other industrialized countries (see Figure 3).
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D. Potential Solutions

The problems outlined above are substantial and the trends are
generally discouraging. Throughout the 19701 and 19801 both the
public and private sector have sought solutions to the problems
noted above. With few exceptions, these efforts to manage the
growth in health care vending, and target resources to those most
disadvantages have largely been ineffective. Largely based on
these results, a growing frustration in both sectors has evolved,
increasing interest in more fundamental reforms of the health caredelivery system. Current proposals range from pure public sector
approaches (such as Medicaid expansions and buy-ins) to more
comprehensive strategies includi*.4 a mandate that all employers
provide health insurance. Combinations of these approaches have
also been suggested. In addition, to more effectively manage the
growth in health care expenditures, many have suggested the US
adopt a Canadian style, single payer financing system. A proposal
recently advanced in New York (while retaining private insurers)
is an important recent example of this trend. These proposals
raise a number of important issues, including the new costs
assigned to employers, employees and governments. I have recentlycompleted a series of analyses examining the aggregate and
distributional impacts of these proposals and would be happy to
address any questions you may have.
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Table 1 National Health Expenditures By Source of Funds

(in billions of dollars)

Total Private
Health Health
mending Insurance Medicaid

UAL Total % Change Total % Change Total % Change

1983 357.2 98.0 33.9

1984 388.5 8.8 105.3 7.4 36.4 7.4

1985 419.0 7.9 112.0 6.4 40.3 10.7

1986 455.7 8.8 124.6 11.3 43.6 8.2

1987 500.3 9.8 139.1 11.6 49.4 13.3

1988° 544.0 8.8 153.0 10.0 54.8 11.0

Source: Health care Financing Administration,
Actuary

Office of the

1988 Figures are Projections



60

Table 2 Sources of Health Care Cost Growth, 1987-1988

Total Changes in Expenditures = $43.7 Billion

Change Traced To:

. Prices (Inflation) $22.7 Billion (52%)

. Population Growth
and Aging $3.9 Billion ( 9%)

. Service Intensity $17.0 Billion (39%)
(Technology)

Source: Author's Calculations Derived from Health Care Financing
Administration Office of the Actuary
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Table 3 Availability of Selected Medical Technologies

in Canada, the United States and Germany

(units per million persons)

Technology Canada United States Germany

Open Heart 1.23 3.26 0.74
Surgery

Cardiac 1.50 5.06 2.64
Catheterization

Organ 1.08 1.31 0.46
Transplantation

Radiation 0.54 3.97 3.13
Therapy

Magnetic 0.46 3.69 0.94
Resonance
Imaging

Source: Dale Rublee "Medical Technology in Canada, Germany and
the United States" Health Affairs Fall, .1.989

1 "

26-235 0 - 90 - 3
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Table 4 Uninsured Persons By Age, 1987

Number of Uninsured As
Uninsured Percentage of Persons

Ags (millions) in Group

0-6 3.0 13.6

0-17 5.9 14.3

18-21 3.0 20.9

22-44 14.5 16.2

45-64 5.3 11.2

Total 31.8 13.2

Source: Author's Calculations from March 1988 Current Population
Survey
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Table 5 Relationship of Unirsured to the Workplace, 1987

Workers and
Dependents Without Percent of

Workplace Insurance Through Number Total
Connection ad2 Uninsured Uninsured

Employed 44.9 14.4 45.3

No Employment NA 8.0 25.2
Connections

Non-working 20.8 9.4 29.5
Dependents of
Workers

Total 65.7 31.8 100.0

Source: Author's Tabulations From March 1988 Current Population
Survey
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;,:,!.." .
Mum amber at Ilvsician Visits Dj Trona= Cbderege RE Children U 17

Illareere coierega flsidm Vicits lenset. fairicr health

Minstrel Children 2.5
Insured Children 3.8

Gap (patnt) -34%

6.4%
6

Source: Robert Wood Johnson Foundation Survey of Care to the Poor,
1987
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Table

. , .

Item Muter at 113yeirdan Visith, flarozst I Italkml, kd Parceived Health Status Ey
rnsurance Owerage Ftic IZJb Urder 65

Xneurarce mverege S1. Pment . bailth
Uninsured
Insured

Gap (parent)

3.2

4.4
-27%

32%

9

restent tinepitalired

Uninsured 4.6
Insured 5.7

G3p (percent) -19%

32
9

Source: Robert Wood Johnson Foundation Survey of Care to the Poor,
1987
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Table 8

lirrinryzerarraftmazgarrirmarmurnistronrutrarrtnancIFELEInt
Indicators Of Rixotial Manua° Of Iledkal Otte

Prdalem U.S. thinsatd

Percent with chtcnio Without
physician visit in a year

17% 20%

Mang persze with one cr more physician
visits in par, moat with swims
synrtars go did not see or contact a
;hysicdsn.

41 67

Percent pregnant warm without first
trisestor preratal care

15 20

Fervent of krericans not receiving care
for amnanic masers

6 20

Source: Robert Wood Johnson Foundation Survey of Care to the Poor,
1987



IFIGURE 1

250

200

150

100

59
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FIGURE 2

Medicaid Recipients as a Percentage of Persons
Below 125 Percent of Poverty* 1972 - 1986
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FIGURE 3

Percent of Americans Who Report They
Did Not Receive Needed Medical Care

United States

Canada
0.6

-

Great Britain 0 1
A

- 'to"

5.1

2

-1-

7.5

0 4 6 8 10
Percent of total population

1111 Financial reason EA Non - financial reason 1r
Souroe :Health Management Quarterly 1909



IGURE

Infant Mortality Rates
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Covering the Uninsured
Interactions Among Public and Private Sector Strategies
Kenneth E. Thorpe, PhD. Joanna E. Siegel, RN, SM

THE MEDICAID program, designed
to provide access to health care for the
mangnb poor, fails to provide coverage
for more than 10.9 million individuals
with annual income be, w the federal
poverty level.' The gaps coverage of
the poor and the inequities of the cur-
rent categorical eligibility system have
focused interest on Medicaid reform.
Recent federal initiatives have incre-
mentally expanded Medicaid eligibility,
particularly for poor pregnant women
and young children. fbr proponents of
more comprehensive Medicaid reform,
however, the cost of expanding the pro-
gram is an important obstacle. The leg-
islative feasibility of any proposal to ex-
tend coverage dependsritically on the
level of new public sector spending
required.

In previous work, we estimated the
fiscal impact or a proposal to expand
Medicaid eligibility to cover all persona
with annual income below the federal
poverty level. This prolmsal, advanced
by the Health Policy Agenda for the
American People,' would require new
public spending from $9.1 billion to
$14.8 billion.' H iwever, public sector
spending required to implement Medic-
aid reform may also he affected by con-
currently implement.11 measures tar-
geting a broader range of the uninsured.
Several such measures are currently
being contemplated, including both
public and private sector approaches
to insuring the nation); 37 million
uninsured.

This article examines the impact of
two recent proposals to cover the unite

F fae 4111a Ca, 1a,
, a

, a' a Me, ageny, , ra, 1011.a R:s

cured on the cost of a Medicaid expan-
sion. The first, an employer mandate
(not specifically recommended by the
Health Policy Agenda), would extend
private sector coverage to the employed
uninsured. The second, a Medicaid
"buy-in," would subsidize public sector
insurance for the near poor. le Cemen-
tation of these proposals in isolation or
jointly would result in a dramatically
different distribution of costs between
the public and private sectors. Their
impact on the coat of Medicaid reform
highlights the importance of the broad-
er debate concerning strategies for coy-
ering the uninsured.

PUBLIC melonCOSTS OF
SEPARATELY PURSUED MEDICAID
EXPANSION

Our earlier analysis, described else-
where, estimates that expanding Med-
icaid to the federal poverty lire would
inert:we new puhlic spending by be-
tween $9.1 billion and $14.8 billion over

baseline $60.9 - billion Medicaid budget
(1988 dollars).' Our moat recent esti-
mates of a Medicaid expansion, which
include an additional 2.8 million individ-
uals with annual income above the pov-
erty line but suffering from spells of
poverty, range from $18.6 to $29.5 bil-
lion (1989 dollars), Our discussion focus-
es on I hese most recent estimates.

Thu range in these estimates reflects
uncertainty concerning decisions by the
currently insured poor to retain private
coverage. The lower bound assumes en-
rollment only by the poor who are cur-
rently uninsured, while the higher fig-
ure snows for the additional enrollment
of all poor who are currently privately
insured. Decisions by the near poor to
reduce their income to come eligible
for Medicaid could further increase the
cost of the program by M.:4 billion (Ta-
ble D. The incentives affecting these
decisions may be summarized as
follem s:

Newly eligible individuals who pur-

chase their own private insurance out-
side the workplace lie, nongroup policy-
holders) have a strong incentive to drop
their coverage and enroll in the ex-
panded Medicaid program.

Employers who predominantly in-
sure employees with income below the
poverty standard have ,n incentive to
drop their coverage for all employees in
favor of the expanded program.

Uninsured workers with internee
slightly above the federal poverty line
have an incentive to work fewer hours,
lowering their income enough to be-
come eligible.

Response to these incentives cannot
be predicted with certainty. However,
the following observations provide a
probabilistic ordering of expected coats.

With sufficient outreach efforts, we
expect nearly complete participation by
the uninsured poorin e, he objec-
tive of the Medicaid ex p n. We esti-
mate this enrollment iu.9 million us-
ing 1987 Current Population Survey
data. The Current Population Survey
obtains relatively high counts tithe an-
nual poverty population as compared
with other surveys.' However, this fig-
ure is based on annual income and there-
fore undercounts persons living in pov-
erty for shorter periods. In a typical
month, another 2.8 million persona
would meet the eligibility standard be-
cause of short-term spells of poverty.
Using current age-specific Medicaid
costs for nondisabled recipients,' we
project that enrolling all eligible unin-
sured poor would cost the Medicaid pro-
gram $13.5 billion.

Additional costs would accrue to the
expanded program through the en-011-
ment in Medicaid of newly eligiblo pri
wifely insured poor. The incentwe to
drop private coverage would primarily
effect current holders of oongri.up poli-
cies, woolly mil-chased direeti,. by sub-
scribers. Three policies, expensive and
mon limited than group pans, make
sate lledtraid packages lIttrfletiVP

2114 .AV A u sae?
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alternative.' New public costa of enroll-
ing the 3,7 million holders of nongroup
coverage with income under the pover-
ty level would add an estimated $4.5
billion to the Medicaid program, raising
incremental costs of the expansion to
$16.0 billion.

Many poor subscribers to group poli-
cies would also benefit from switchingtu
Medicaid coverage. Some employers
would likely encourage their low-in-
come employees to (Imp group coverage
and enroll in Medicaid. However, group
insurance provisions, which require
participation by a substantial propor-
tion of a flank employees, would pre.
vent a large-scale shift. Only firms em-
ploying primarily low-income workers,
where the employer would benefit from
dropping group health insurance cover-
age entirely, would be expected to allow
their workers to switch. Enrollment in
Medicaid by low-income workers would
thus depend on the demographics of the
firms currently offering group coverage
to the employed poor. A $2:3.2 billion
figure, which assumes complete enroll-
ment of the 3.7 million poor with group
coverage, is therefore a high estimate of
the cost of expanding Medicaid.

The poverty level eligibility standard
could, however, influence labor supply
decisions of those jest above the eligihid
ity threshold, resulting in the additional
enrollment of currently nonpoor indt
viduals in Medicaid. Participants in a
negative income tax experiment dem.
onstrated that employees will reduce
the number of hours worked to become
eligible for earth assistance and in-kind
transfers.' As the annual income guar-
antees under the negative income tax
were more generous than in-kind Med-
icaid benefits, the negative Income tax
win( k reduction of 5 to 7 hours per week
is the maximum expected to result from
an income eligibility standard for Med.
laid. Assuming an average 35-hour
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workweek,workweek, reductions of this magni-
tude could make eligible an additional
4.5 minim, persons with current int
between I (an and WA of the pow . ty
hoe. F:nroliment of this group would add
$6.3 billion to the cost of Medicaid. our
highest estimate of the cost of expand-
ing Medicaid eligibility is therefore
$29.5 billion, which would incream- total
Medicaid spending by approximately
501 .

'lb summarize, the range of estimates
provided above depends primarily on
two factors. f I decisions by the private-
ly insured poor to retain their coverage
and 121 response to any work disiocem
tines by those with income just over the
poverty line. Mandated health insur-
ance and Medicaid bi.v -in proposals
would affect both of the' areas of un-
certainty. The potential impact of these
proposals is described below

PUBLIC SECTOR COSTS
MEDICAID EXPANSION WITH
EMPLOYER HEALTH
INSURANCE MANDATE

Proposals to mandate health in-
surance coverage through the w ork-
placo are designed to extend coverage

to t he large 'Import loft of the uninsured
over two thirds) with an attachment to

the work fare. An example Is the re
drolly proposed liennedy-Waxman Ba-
sic Health Benefits fur All Americans
Act (S.766, H 1:445l This hill would.
among other provisions, mandate that
all firms offer health insurance to full-
time workers, extending coverage to
24.6 million uninsured worken, and
their dependents (Table 2).

The additional cost of this expansion
of employermvided insurance would
he financed by the titivate sector, but
would affect the puhlie sector as well.
The burden to employers would consist
of an estimated $33-billion increase in
insurance premium payments.' This in
creased labor cost could result in the
loss of an estimated 60000 to IntiOno
john, mostly in small businesses in the
retail, service, and construction indus-
tries."'' Increased health insurance
premiums would also reduce either
money mares or corporate profits, de-
creasing federal tax revenues on the or-
der of $5

Even with an empl"yer mandate,
however, more than l2 million mined
derly persons would remain uninsured.
Nearly half of these would he partdime
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workeni, unemployed persons. or their
dependents living in poverty. An cyten-
eion of Medicaid to the poverty line
woold supplement the mandated pri-
vate sector expansion with public sector
coverage of this group Approximately
30 million individuals would he covered
by the combined strategy, reducing the
number of uninsured to 7.2 million na-
tionwide (Table 3).

Because of the large proportion of the
poor who work, the em plover mandate
would diminish the public sector role of
providing insurance fur the poor, The
mandate would affect both those cur-
rently eligible for Medicaid and those
newly eligible under an expanded pro.
gram. Some 3 million employed recipi.
ems of Medicaid would receive work-
place coverage. reducing the cusp of the
current Medicaid program by at least $2
hillion."" More than 6.6 million cur-
rently employed uninsured workers and
their dependents living in poverty
would also be covered by the mandate.
Asa result, new puhlic costa of covering
the uninsured poor with an expanded
Medicaid program would be reduced to
$9.9 billion, only about half the amount
required to cover the uninsured poor in
the absence of a mandate.

The mandate would also extend
group health insurance to more than 1.2
million poor who currently purchase
nongroup policies, reducing the number
of insured poor potentially switching
into an expanded Medicaid program.
Switching by the remaining 1.9 million
poor with nongroup policies would in-
crease program costs by about $2.1 bil-
lion, to $11.5 billion. The upper hound
est imaie for covering those under the
poverty level thus falls from $29.5 bil-
lion to $11.6 billion following an employ.
er mandate.

MEDICAID EXPANSION
CONTAINING A BUM
PROVISION

An expansion of Medicaid to the is
erty line would still leave substantial
numbers of near poor individuals unin-
sured. Recognizing the potential i (mien
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tiro 1111MitlUeed by a strut income
threshold, proposals to allow the near
poor to huy in to the Medicaid program
are designed to extend coverage to this
population.

(Inc example of a Medicaid hay -in was
proposed in the last Congress by Sen
John Chafer (R, (S.11:39). This pro-
gram would allow premium-based par-
ticipation in Medicaid for persons with
art income between 1009 and 201ei of
the federal poverty levy' `,.. buy-in
premium, a key design con, :ient
wing the subscriber contribution
against the amount of public subsidy
required, would he limited to 3% of ad-
justed gross family income. This low
premium level would eliminate the in-
centive to become Medicaid eligible by
reducing houm of work for all but those
earning less than 1039( of the poverty
line (Table 41. However, the puhlic sec-
tor would abeorb the hulk of the cost of
insuring subscribers.

While enrollment of the near pour in a
traditionally welfare-related program is
difficult to predict, some 11.1 million
in. inured and 5. 1 million nungroup poli-
cyholders could purchase coverage
through this arrangement. Those who
currently purchase nongroup coverage
would he most likely to buy into Medic-
aid, dropping their more expensive non-
group coverage to enroll. Some portion
of the uninsured would also be likely to
participate.

Complete participation by the 16.2
million uninsured near poor and those
holding nongroup policies would cost an
estimated $22.9 billion (Table 64 The
cost to Medicaid would be offset by sub-
scriber preriunts of $4.6 billion, reduc-
ing the public sector coat of the buy-into
$18.4 billion (Table 61. New public costa
would thus include $4.6 billion to subsi-
dize persons who currently purchase
nongroup insurance. The remaining
amount, $13.8 billion, would subsidize
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.1 h expansf,n AC Medicaid pursitcd
in isolation, a purely public sector
approach to proeiilitiA c,...,,rage for (Iv
uninsured poor, would likely moult in
a substantial redistribution of costs
from the private to the public sector.
While the public sector cost of including
th. uninsured poor would amount to
$13.5 billion. the potential enrollment Lf
lwrsons who currently subscribe to noti
group or group health insuram, would
ship up to Pt" billion in additional costs
(odic program.

A Medicaid litiydn. implemented
without stipulations affecting private
sector coverage. would extend insur-
ance to the near isior at a s.thstantial
additional cost to the public sector. This
cost would depend importantly ,41 par
tieniat ion rates and the amount of subsi.
dizat ',nodded. In addition. costs ul
this progrn would he offset to mitt
thins in the cost of current public pro-
grams serving the near mum The erus-
co,ts for coverage of 111.2 Milron uinin
mired and non-group-insure 1 !icor
toot'. however, would approach $'1.
billion M least $4.11 billion of this
Roi an! would represent a financing
beat ion shifted from the private to the
moil; or.

Prior implementation of the urnilynr,
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1t, million of the neat' loon' eligible fora
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this program to $7,71 billion,. ttno,,,,,,
imoomontatn., of the mandate would
impose it 1,M-billion burden on the Pri-
vate sector. TN,: cost to twill,: ;red indi-
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the site of the uninsured tumid:I:ion,
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for would be substantial.

The creed if expanding the Medicaid
program thus depend:, critically Int a
decision concerning the appropriate
role of employers in pnwiding coverage
fur the uninsured. This decision affects
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work force. ewer two thirds of the total
uninsured. %YR his the larger group' f
uninsured. howiwr, this decision al
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age air these lt1 million persons urid,r
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Mr. MORRISON. Thank you very much.
Cornell, if you would join us at the witness table.
Cornell Scott, President of the Connecticut Primary Care Asso-

ciation; Director of the Hill Health Center has arrived. We would
be happy to receive your written testimony in full as part of the
record, and invite you to summarize it and emphasize those things
you want us most to hear.

STATEMENT OF CORNELL SCOTT, PRESIDENT, CONNECTICUT
PRIMARY CARE ASSOCIATION; DIRECTC R, HILL HEALTH
CENTER, NEW HAVEN, CT

Mr. Scow. Thank you, Mr. Morrison. As you have indicated, I
am Cornell Scott, President of the Connecticut Primary Care Asso-
ciation, and also Director of the Hill Health Center here in New
Haven. I am delighted to be here this morning to offer a few com-
ments, and thank you very much for this opportunity.

What I will try to do in the time allotted me is first discuss what
we view as the problems from the Primary Care Center's point of
view, look at our model and how we think we have been effective
in providing services to the uninsured, as well as to children and
families. What I will try to do, I know that you have heard the
bare statistics, but I hope you will allow me to summarize here
very briefly some that are significant for us.

In 1980, we noted that 11.4 percent of children lived in poverty
in Connecticut. Out of that number, 34 percent of the children
were black, and 42 percent were latinos. Obviously, the poverty
sets the environment for the following statistics.

First, is the obvious lack of access to health care, especially
from minorities and low income populations. But when we look at
the health status, we find a higher infant mortality rate, high
HIV infection rates, higher teen pregnancy rates, more untreated
hypertension, more chronic diabetes, and other chronic diseases,
which reduce life expectancy, and also impair the quality of life.

For the period, for instance, from 1984 to 1986, infant mortality
for whites in Connecticut was 8.5 deaths per thousand life births,
while for non-whites this number was 17.4. However, this does not
tell the full story because if we look at some of the inner city com-
munities, we find that the infant mortality rate is 20 or higher.

And for low birth weight, which is a major health problem asso-
ciated with lack of access, the number is equally as gloomy. We
find that the rate for whites at the sclme time is 5.5 percent, and
for non-whites 12.3 percent. And this is a very sad statistic.

When we look at )they indicators of health status, for instance,
births to teens in Connecticut, the percentage of births to teens is
three times the rates for blacks as for whites. We also note that
there has 'aeen an increasing rise in syphilis, and this has been felt
strongly in the urban communities.

Now, AIDS, obviously, has taken its toll, and I do not have to
repeat these statistics for New Haven. But we know that for blacks
and Hispanics the impact is severe They represent 52 percent of
the diagnosed cases, while they crnstitute only 11 percent of the
population in the state of Connecticut. And we can break this down
by cities as well.

Si
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This should be noted with a considerable degree of distress be-
cause what we have identified as being prevalent, the illnesses and
problems are often preventable, treatable, and controllable with
adequate access to care. Thus, the need becomes very obvious.

What is the present state of primary care for low income popula-
tions in our state? Primary care for low income populations is, ob-
viously, fragmented, and we might describe it as being underdevel-
oped.

There is a reluctance on the part of many private providers to
serve the Medicaid and uninsured population. There are sometimes
local and cultural barriers even when the services are provided. In-
adequate transportation is often a barrier for many people. And
often those providers who serve the population are overburdened
and experience many frustrations, including broken appointments,
which, obviously, complicate things not only for the provider of
service, but also the beneficiary.

There are roughly 64 census tracks in Connecticut that nave
berm designated either medically underserved, or having a health
manpower shortage area. There would likely be more were we to
do this analysis today. This situation existed some time ago when
the statewide analysis was done.

If we define populations at risk for 1) poorer health status and, 2)
lack of access as those persons at incomes below 185 percent of the
federal poverty level, there are approximately 592,238 persons, 20
percent of the state's population in this category.

If we look at the major urban centers in this state, we find the
following: New Haven, 45 percent; Hartford, 46 percent; Bridge-
port, 38 percent; and Waterbury, 30 percent.

If we look briefly at the uninsured in Connecticut from our van-
tage point, we find that a major segment of the low income popula-
tion falls into this category. It is estimated that 352,000 people are
uninsured in this state based on a 1987 survey. Another 200,000 in-
dividuals are on Medicaid and city welfare. This translates into
about 11.3 percent of the population. However, approximately 16.5
percent of the black and non-white population are uninsured.

Of the above total, 120,000 individuals are in the age category of
0 to 19 years of age. 34 percent of Connecticut's uninsured; 133,000
are in the age category of 20 to 29 years, 38 percent of Connecti-
cut's uninsured. In summary, these population groups represent
about 72 percent of the state's uninsured. And nationally, you have
um4')ubtedly heard the figure, it is estimated that 78 percent of the
unit sired are either workers or dependents of workers according
to the Employment Benefit Research Institute's 1986 survey.

In the U.S., 53 percent of the children are in poor, single parent
families, and uninsured. Forty-three percent of the children were
in poor, two parent households, and uninsured. When we look at
the impact of this on the status of health care, we, obviously, have
to consider access and utilization. And what we find, generally, is
that the uninsured have fewer physician visits, higher hospitaliza-
tion rates than the insured, leaving a real gap in care.

Currently there is an access problem, which translates to the
lack of primary care and prevention services. What then is the role
of community health centers. This model has been described as
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pry ibably the most effective model for large, low income urban pop-
ul itions, as well as rural populations, in providing access to care.

First, the Centers are community based, located in the areas of
greatest need, frequently described as medically underserved area.
In Connecticut, the centers are located in cities, towns, with 19
percent of the total population, but with 32 percent of the population
below 185 percent of poverty.

The Centers serve low income populations. About 80 percent of
the populations served in these centers are below poverty level.
They have demonstrated a very positive impact on health status,
reducing infant mortality, infectious diseases, caring for hyperten-
sion, and, obviously, reduced hospitalizations, which are quite
costly.

It follows then that Centers are cost effective. In the hospitaliza-
tion area alone, there has been anywhere from a 30 percent reduc-
tion in costs anywhere up to 50 some percent. Centers are family
oriented, emphasizing case management, outreach, and "patient
pursuit," as we like to call it, finding those people who are in
greatest need, and making sure that they get the care that they
have not been accustomed to, or not had before.

Centers are comprehensive. It is interesting now to hear the As-
sistant Surgeon General use the term "one stop shopping". We
have called it "comprehensive," which means providing as many
services in one place as possible, so that people do not have to go
from place to place to get the basic care that they need.

Centers provide a wide range of services. The services range from
pediatric services to care for the elderly, substance abuse, nutri-
tion, pre-natal care, teen pregnancy prevention, and more recently,
a couple of our centers, a group in New York, and our own Hill
Health Center, have received grants from the National Institute of
Health for ADS clinical drug trials, which means that for the first
time comm pity based organizations are able to make drug inter-
ventions available to a needy population. The centers are accessi-
ble, with convey' Int hours, locations, making sure that there are
no language barriers and eliminating financial barriers.

Briefly, who is served? In 1980, there was 66,200 persons with
over 2'1'5,000 visits to our centers. In terms of the racial ethnic mix,
82 percent of the population was black and Latinos. Women and
children, women of childbearing age (15 to 44 years) plus children
age 14 or younger, account for 70 percent of the visits. Insurance
statusapproximately 25 percent of all visits in 1987 were to unin-
sured individuals. This figure has likely increased by now. Howev-
er, at two centers it should be noted that over 40 percent of the
visits were by uninsured individuals.

In summary, I think that it should be noted that there are towns
in Connecticut with more than 20 percent of their populations at
incomes below 185 percent of poverty who do not have access to
primary care, or do not have community health centers. And this is a
great need.

I can go on, but let me stop now and thank you for tr is opportu-
nit- And I would be happy to answer any questions that you have.

'1.1ank you.
[Prepared statement of Cornell Scott follows:]
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PREPARED STATEMENT OF CORNELL SCOTT, PRESIDENT OF THE CONNECTICUT PRIMARY
CARE ASSOCIATION AND EXECUTIVE DIRECTOR OF THE HILL HEALTH CENTER, NEW
HAVEN, CT

Mr. Chair and Members of the Select Committee on Children, Youth and

Families, I am Cornell Scott, President of the Connecticut Primary Care

Association and Executive Oiree:tor of the Hill Health Center here in New

Haven. I am pleased to be here today for this hearing of the Committee in

New Haven on alternatives to financing health Care for families and

children in the U.S. On behalf of all the community health centers in

COnnectiCet, we commend you !:or your efforts to improve access to care for

the thousands of children and families in our state and nation.

My comments will be around the issues of access to health care in

Connecticut - with a focus on the uninsured. I will also epeak briefly on

the role that community health centers play in improving acclaim to care

for thousands of individuals in our state.

In 1900 11.4 percent of children lived in poverty in Connecticut.

However, 34 percent of the children were Black and 42 percent were

Latinos. The poverty sets the environment for the following gloomy

statistics: first there is the obvious lack of access to health care

generally, especially for minorities and low income populations. When we

look at health statue, we find a higher infant mortality rate, higher HIV

infection, highc. teen pregnancy rates, more hypertension, diabetes and

other chronic diseases which reduce life expectancy as well as the quality

of life. For the period of 1984-86, infant mortality for Whites in
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Connecticut was 6.8/1,000 live births, while for Non-Whites this number

was 17.4. However, thin in not the complete story, for in woMe inner-city

communities, the IMP was 20/1,000. LoW birthWeight in a major health

problem associated with lack of ae..ens x. care. For the period 1984-66,

low birthweight rate for whites was 5.5 percent while the rate for

Non-Whites was 12.2 percent. Some other health status indicators ars the

followng:

Birth to Taans - In Connecticut the percentage of birthS to

teens is three times the rate for Whitpe.

Syphilis - There was a 70 percent increase for the

three-year period of 1984-87.

AIDS - Blacks and Hispanics account for !,2 percent

of diagnosed cases, while representing only

11 percent of the state population.

It should be noted with some degree of alarm that many conditions

idontified an being more prevalent in low income populations are

preventable, treatable, or controllable through adequate primary care.

Thus the need for care is obvious. The lack of access is painful,

wasteful and takes its toll on too many low income Americans.

The PreSellt_S 31.1):11110X.Y___Ctua tor law__Ingsme_r_gplUktians

Primary care for low income populations is fragmented and underdeveloped.

There is a reluctance on the part of private providers to Serve the
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Medicaid and uninsured populations. There are language and cultural

barriers. Inadequate transportation is often a barrier for many people.

Often those providers who serve the populations are over burden and

individuals experience a long weting time before getting servicAs. There

are 64 census tracts in Connecticut that are designated medically

underuerv. a'd /or health manpower shortage areas. There would likely be

more if a statewide analysis were dons at this time.

If W4 define populations at risk for 1.) poorer health status, and 2.)

lack of access as those persons at incomes below 85 percent of federal

poverty level, there are approximately 592,230 persons, or 20 percent of

the state population in this category.

If we look at the major urban centers in the L.4te, we find the followings

New Haven 45%

Hartford 46%

Bridgeport 38%

Waterbury 30%

The UninAUrsd in c2nnecticut

The uninsured are a major segment of the low income population. It is

estimated that 352,000 people are uninsured in the stato beige 0 1987

survey. Another 200,000 indiVidutlo are on Medicaid and City Welfare.

This translates into about 11.3 percent of the population. How( er,

approximately 16.5 percent of the Black and Non-White population is

uninsured.
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Of the above total, 120,000 individuals are in the age category of 0-19

years, 34 percent of Connecticut' uninsured) 133,000 are in the age

category of 20-29 years, 38 percent of Connecticut's uninsured. In

mummery, these population groups represent 72 percent of the state'

uninsured.

Nationally, it le estimated that 78 percent of the uninsured are either

workers or dependents of workers according to the Employm:nt Benefits

Research Institute, 1986. Approximately 32 percent of the total are

children.

In the U.S., 53 percent of children in poor, single parent families were

uninsured in 1986.

Forty-three percent in poor two-parent households were uninsured in 1986.

Imibic_t_safuninsurgis_althStAntArsess/vtil z ation

Insurance Mean 4 of Physician Percent

coverage Visits - 1986 Hospitalized

Uninsurad 3.2 4.2

Insured 4.4 5.7

Gap -271 -19%

Clearly there le an access problem which translates to a lack of primary

care and prevention services.

lJ w
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TIbiLitale of CoolunitauiliatISantera

There are currently ten community health centers in the Connecticut

Primary Care Association. The Centers have been described as the best and

most effective model for serving urban and rural low income populations.

Some of the distinguishing characteristics of health centers are the

following:

They are community based - located in the underserved

neighborhoods.

In Connecticut, the centers are located in Cities/towns with 19

percent of the total population, but with 32 percent of the

population below 185 percent of poverty.

The centers serve low income populations - 80 percent of the

population nerved in the State arz below 185 percent of the

poverty level.

The centers are comprbhenaive they provide a wide range of

medical, dental and health related services: often through

multiple sites, mobile clinics, etc.

The clinics are accessible - clinic hours include nights,

weekends and appropriate arrangements for working individuals and

families. 'rho canter!' eliminate cultural, language, financial,

attitudinal and other barriers to care.

.'
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The centers are responsive to their communities - they provide

special programs to address ongoing and new health problems, e.g.

homeless, sub:stenos abuse. teen prognenY, ATn$, hunger, intent

mortality, hypertension, diabetes, etc.

Centers promote preventive hes 'h care and appropriate use cf the

hospital emergency rooms.

Centers have improved the health status of the populations

served. They have reduced infant mortality, thematic favor,

middle ear infections, and increased the immunization rates.

The centers provide high quality care - the centers provide a

case-managed approach to care: tnere is outreach, followup and

oontiusity.

The centers are efficient and coat effective - the number of

people served has shown a dramatic increase while funding levels

have grown at a very slow pace. Centers have bean skilled in

generating other revenues to support the increased demand for

services. A part of the center tradition Is to make effective

and judicious use of other health profeasiunals, support

services, etc. Several studies have shown that centers have cut

hospitalization rates by 44 percent, hospital days per patient by

62 percent and average length, of stay LI 34 percent. Centers

also control the cunt of hospital care.

The centert are family -- oriented in their npproach to care.
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Who is Served

in 1988 - 66,250 persons with over 275,000 patient encounters.

RaCial/Ethnic Mix - 82% Black and Latinos.

Women and Children - When combined, women of child bearing ago (15-44

years) plus children age 14 or younger account for approximately 70

percent of visits.

Tneuranoe status

Approximately 25 percent of all visits (1987) were to uninsured

individuals.

This figure has likely increased.

At two centers, over 40 percent of visits were made by the uninsured.

In summary, the need for care has been well documented. There are

critical problem. with access. The leVel and size of the uninsured

population deserve much more attention, however, the impact of the problem

is seri,:us and a resolution must be found immediately. While community

health centers play en important role in serving the uninsured, there are

towns in Connecticut with rure than 20 percent of their populations at

incomes below 185 percent: of poverty and in great need. Additionally, the

current centers face significant challenges - surge in demand for care,

stagnant or declining resources, shortage of available personnel

(medical), high malpractice premiums, and inadequate Medicaid and Medicare

reimbursement ',Attie for selaeted services.

There is an urgent, need to invest in a system that assures that primary

care is available and accessible to all citizens.

Thank you.
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Mr. MORRISON. Thank you. And I want to thank all three mem-
bers of our panel for their testimony.

Dr. Klerman, if I could start with you and ask a few questions.
As I understand the thrust of your testimony, we ought not to

believe that merely creating universal financing for access to
health care will solve all of our health status problems. And you
have spoken in terms of children, but I assume that that probably
also could be generalized to some degree. At least, the population
as a whole. But would it be fair to say that your testimony also
said that that kind of universal access is a necessary condition to
getting at the problem?

Dr. KLERMAN. It would be eminently fair. This country needs
universal access to health care, as well as other services. However,
my field of expertise is women and children, and the name of this
Committee is Children, Youth, and Families, so, I have taken the
liberty of restricting my comments to that area.

I do not think there is any doubt, and I am sure the gentlemen
on my left and my right, representing financing and primary care
delivery, would agree that in the absence of a more equitable fund-
ing arrangement, community health centers and other primary
care facilities cannot survive and provide essential services. These
facilities need more patients who can pay through public or private
insurance. And women who do not have insurance are less likely to
seek prenatal care, and children who do not have insurance are
less likely to be adequately immunized.

As a long standing advocate for children, I am in favor of equity.
But as a public health person, I must also look at health status.
Health status is not only modified by medical care. In public
health, we believe that the environment influences children's
health, possibly more than that of other age groups.

Universal access is urgent and we cannot move ahead without it;
but by itself it will not solve the health problems of many children,
especially poor children. We will be medicalizing social problems.

Mr. MORRISON. Is there not a problem then that goes beyond
merely the health care issue in the narrowest senseor the medi-
cal care issue in the narrowest sense, of our decision to look at
needy populaticns as somehow separate and different, and to be re-
imbursed at lower rates, and to generally be treated as if their
access to care is of a lower order of priority to be presented to only
certain practitioners out of the population that are available, and
only certain institutions. So, doesn't our equity concern; that is,
that the system would think of the health of all the citizens as part
of the same system, rather than the system over here for the
people who have, and the system over there for the people who
have not, isn't that also part of our problem?

Dr. KLERMAN. Theoretically, we are all in favor of a one track
system under which all would seek medical care from the same
group of providers; all providers would be paid the same, regardless
of whom they saw, and providers would ask the same amount of all
patients. Unfortunately, I cannot see that in the immediate future
for America. Meanwhile, I am concerned about the health care of
children and, particularly, poor children.

Mr. MORRISON. Then wouldn't it make sense to pay more for pro-
, ;11:.:rs of care to poor children and poor familieswho have bar-
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riers to care because of transportation problems or education prob-
lems or problems that have accrued over maybe even generations
in some of these familiesrather than the opposite?

Dr. KLERMAN. That certainly is true, but the other issue is the
one that Mr. Scott mentioned that poor families need a different
package of services. As long as there is poverty, as long as there
are vast cultural differences within our country, we cannot expect
that office-based providers are going to provide the services that
many of these groups need. Therefore, we will continue to need
community health centers, health departments, family planning
clinics, and school-based clinics. These are the things that are
touched upon in my testimony.

Mr. MORRISON. But there are few or fewer office space providers
to the population as a whole, isn't that true?

Dr. KLERMAN. Pumping more money into the system through in-
surance will move more children into office-based practices, but not
all poor children.

Unless we continue to support the kind of services that Mr.
Scott's Hill Health Center provides, we will be spending a lot more
money and many people will receive services; but first priority may
not be the pregnant women and children in whom America has the
longest range investment. We should have learned this from our
experience with Medicaid.

Mr. MORRISON. I will yield to the gentleman from Illinois to ask
some questions, and then I will come back for a second round.

Mr. EVANS. I think one of the most disturbing things that we
have in our country is this increase in infant mortality rates. And
either Mr. Scott or the Committee has given us statistics to indi-
cate that generally infant mortality is up in Connecticut much
higher in minority communities and so forth, and I wondered why
that was happening?

Is it largely related to the fact that Dr. Thorpe has pointed out
that a good many women are not receiving prenatal care, or is it
related to the other environmental factors that you have indicated,
Dr. Klerman, in terms of the conditions that poor people face?

And if it is related to the prenatal, the lack of prenatal care;
and I unders,and that is a problem at the Fair Haven Clinic, and I
would assume at the Hill Clinic as well, how do we reach those
people? Is it more resources to educate women? Is it more resources
in the programs to reach the women coming into the clinics?

I am giving you kind of a broad-based essay question here, but I
would like you to focus, all three of you, on those issues if you
could for a 1.`ew minutes?

Mr. Scam I think that, Mr. Evans, it is all of the above. We find
that the problem is more complicated than we had anticipated for
a number of reasons.

First, it has b en somewhat difficult to get providers to serve the
population. And it is not that there are not those committed indi-
viduals, but the cost of malpractice insurance has been extremely
high. For instance, in our own setting, we are paying about $80,000
per OB now. And that is an incredibly large sum of money. We are
fairly well staffed at this point in time.

The other point is that, and the reason why I referenced the one
stop shopping bit, that there are things that we learned from the
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'60s that helped us serve this population very well, but it was diffi-
cult to hang on to due to Federal budget cuts and the changes of em-
phasis and priorities. For instance, we are going back now to the
case management and outreach effort, which we knew was very im-
portant and effective on social work. There is again emphasis on
the case management. All of these things make a difference.

However, we are faced now with two other devastating problems.
They are AIDS and substance abuse. Some of the infants that are
born now will end up as orphans very soon because their mothers
will die of AIDS. We are seeing some of this already. So the prob-
lem is extremely complicated.

We have also had to address the issue of adequate compensation
for our providers. There is concern around long term disability. We
have not had an impact on poverty which, obviously, is the basic
cause of many, if not all, of the problems we face and provide a
model for care.

It is our experience that we can impact favorably on infant more
tality if we have the elements in place, and we are doing that. But
at the same time there is much more that we need to do to cover
the entire city. And to do that, more resources w(uld be needed.

I think we have also tried to address the inadequate reimburse-
ment rate through medicaid as well while the reimbursement is
still inadequate for the prenatal package, it is now little more con-
ducive. We started with the visits. At one time, there was a limit
on the number of prenatal visits, not to mention the inadequacy of
the rate. This has changed a bit, but we still need to look at labor
and delivery costs, and other kinds of services.

We have to also address tea hunger issue or malnutrition as
well. Nutrition has to be an essential service element. We do a lot
in trying to get the pregnant woman to stop smoking, which we
know impacts negatively on outcome. There are a number of things
that we have to do in risk assessment and prevention. The model is
there. The resources are not always there.

Dr. KLERMAN. First of all, infant mortality rises and falls in New
Haven on a yearly basis, but over the United States as a whole,
htfant mortality is very slowly declining. The problem is that it is
going down at a much slower rate than it did in the past, and the
current crack epidemic may cause an increase.

I can summarize the medical care problems faced by women and
children in three wordsfinancing, capacity, and content.

The Institute of Medicine in its report, Prenatal Care: Reaching
Mothers, Reaching Infants noted that when you ask women what is
the main reason that they sought prenatal care late or not at all
the first reason is almost invariably that they did not have enough
money. So, the problem of financing care is still number one.

But the second problem is capacity. Relatively few private obste-
tricians accept Medicaid or large numbers of Medicaid patients. As
I go from city to city, and state to state, studying these problems, I
am told about six week waiting lists for clinic-based prenatal care.
Such a wait is bad if you are hypertensive, but you are likely to be
hypertensive for the next twenty years; pregnancy, however, only
lasts nine months. If you have to wait six weeks for care, you may
already have passed the period during which prenatal care can
have maximum impact.

9
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So, there are real capacity problems both in the private and the
public sector.

And, third, I was privileged tc serve on the Publ. c Health Serv-
ice's Expert Panel, on the Content of Prenatal Care whose report
was released in October. It stressed the psycho-social components of
prenatal care. We can look at prenatal care from a very medical
point of view, but the evidence suggests that the services that make
the most difference are smoking cessation, alcohol abuse preven-
tion, and family support. In most states it is difficult to convince
Medicaid or any insurance program to pay for such services. There-
fore, this routing relies ( n health departments and community
health centers to provide those services out of their basic support
grants. When their basic support grants are cut or do not increase
relative to medical care inflation or the number of people served,
these are the first services cut. The obstetricians stay; but the out-
reach workers, the nutritionists, the social workers, the home visi-tors are dropped. Prenatal care does not improve and infant mor-
tality does not decline.

Dr. THORPE. Financing is clearly important, and that is probably
in terms of a first step. That is the first initial step that would
have to be taken. But to give you a couple of examples of why that
is not sufficient.

If you look at a state like New York, which I have spent a lot of
time studying, New York state has, New York City, for example,
has by far the most expansive public hospital system in the coun-
try.

The public hospital system there provides over half of the ambu-
latory care in the city. It provides for one-fourth of the in-patient
admissions in the city. Generally, for the uninsured, there are few
payment requirements. And they do pride themselves on trying to
provide universal access to low income individuals.

But if you look at the combination of the help in the Health and
Hospitals Corporation, a fairly expansive Medicaid program in
terms of the percentage of the poor that they cover, a $400 million
per year bad debt and charity care fund, which explicitly finances
bad debts that hospital's incur in the voluntary system for provid-
ing care to low income patients; that despite that patchwork of fi-
nancing systems that are in place, the types of care thatprimary
care in particular, that low income individuals receive is still fully
inadequate.

Much of it is because of the fact there is a capacity issue that
much of the primary care is institutionally based. People come in
really when they are sick, rather than to come in and receive pri-
mary and preventive care, basically because they would have to
watt an awful long time to ever receive any services. The waiting
times in outpatient departments and emergency departments in
those hospitals are very very long and are basically triaged out of
the system.

So, financing is necessary, but as that state is trying to embrace
right now, reorganization of how primary care is delivered in the
system is probably as, if not more, important.

Mr. EVANS. All right. I do not really have any other questions.
Just, Dr. Klerman, I want you to know that this Committee under
George Miller and Bruce Morrison's leadership has looked at a lot
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of the other issues that you have talked about, which we think are
vitally important -- violence in families in terms of housing pro-
grams. We know that there are real needs if we are going to reach
lut and address the problems that the poor people in particular
face. So, we appreciate you bringing them up. But I wanted to
assure you that we have been focusing on those issues as well.

Mr. MORRISON. Dr. Thorpe, I wanted to ask some questions about
your statistics, and also about your studies of alternative strategies
for improving financing access.

First, with respect to your breakdown of the source of costs in
the system. You identified 39 percent of the change in costs from
1987 to 1988 as a result of changes in service intensity, meaning
more procedures and more technological innovations being em-
ployed.

To clarify, when you say that 52 percent of it is inflation, in-
crease in price, ;, what kind of prices do you mean, and what do you
use as the base `o make that determination?

Dr. THORPE. Well, that is a real problem, but basically what it is
is underlying changes in wages, and underlying changes of non-
labor inputsthe cost of capital, electricity, and so on.

Mr. MORRISON. But this is medical inflation rather than societal
inflation. Doesn't this medical inflation tend to be higher than the
CPI generally?

Dr. THORPE. Yes.
Mr. MORRISON. So the data does not answer our question of why

it is that costs in the medical sector go up faster than costs go up
generally either, does it?

Dr. THORPE. Well, I think that is a real important research issue.
We really do not a really good index of medical care price in-
flation. What we have is an index, which essentially looks at year
to year changes in hospital and physician charges, which is not
really a price index because those charges are never really paid by
most of the population.

So, if you did look at sort of the actual changes in costs, which
we do not have, that is not what the medical care CPI does, it
would still be higher, but how much higher than the CPI is not
clear.

Mr. MORRISON. I know, but if you ask people why medical costs
go up, many would cite certain compensation issues, some of which
are caused by shortages. Certainly, the nursing shortage has had a
big impact here. But when we talk about drug prices or the cost of
high technology, we really do not know very much about the extent
to which the price increases beyond general societal inflation are
justified.

In other words, we should not just pass over the half of the cost
increases distributable to inflation and say, "Oh, well, there is
nothing we can do abot. , that." We do not know the real effect of
monopolistic forces, unregulated pricing, and other factors in this
area. Therefore, we should not just assume that this inflation
figure is incapable of being regulated out of the system even if
there is an effective financing mechanism that looks closely at
what these costs or their benefits really are.

Dr. THORPE. I think that is a fair statement. If you look at that
figure, and looked at a couple of states. And, again, just because I
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know, the New York numbers pretty well, that the rate of increase
in underlying wages and cost of capital and non-labor inputs there
is not a whole lot different than the CPI.

Mr. MORRISON. Let's go to the most startling chart, Table 3. You
demonstrate a dramatic difference in what I take to be utilization
of various kinds of procedures and equipment between the United
States as compared to Canada and Germany.

First, just let me clarify that this table is of the incidence of use
of these items?

Dr. THORPE. These are just units actually, so, these would be MRI
scanners, open heart surgeries.

Mr. MORRISON. So, in other words, these are facilities to do this?
Dr. THORPE. Facilities, right.
Mr. MORRISON. So, this does not tell us the intensity of use?
Dr. THORPE. This is not even the utilization side, which would

make it much more dramatic.
Mr. MORRISON. So, this is just the capital expense-- -
Dr. THORPE. That is correct.
Mr. MORRISON [continuing]. Not the incremental expense of using

it time after time? We have to finance the capital expenditure
before we can even begin to wonder about the question of using it.
What is your observation about this? Is there any pay off for this
dramatically higher capacity for these kinds of more sophisticated
interventions?

Dr. THORPE. Well, there are clearly payoffs to having the technolo-
gy available. I think the issue is what is the payoff from having it so
widely distributed. I mean, it does serve a benefit in the sense that
it provides access to patients in community hospitals so that they
do not have to travel to regional medical centers, for example, so,
there is a benefit in that sense.

From what I can tell, there are good reasons why the United
States has different rates of diffusion. Two basic reasons.

One is there is no mechanism by which the United States regu-
lates or monitors either the adoption or the diffusion or use of tech-
nologies in this country. It is one of the most surprising facts I
think that you would ever see if you look at the literature, that the
technologies come on line with no studies of clinical or cost-effec-
tiveness. They come on line without randomized clinical trials to
understand their effectiveness, let alone their cost effectiveness.

So, that is just generally not done. And they are so widely dis-
bursed because of concerns about medical malpractice issues. Many
hospitals have access to a lot of the technologies in order to just
keep up the local standards of care.

Mr. MORRISON. Well, it is almost a religious belief in this society
that the existence of these technologies and investments make us
healthier. In the Hartford Current yesterday, there was an article
by the executive director of the Connecticut Medical Society. He
argued that the reason that health care costs more in America is
that ours is better and v e have more of it. He was delighted to
note that health care was almost to 12 percent of the GNP and ex-
panding. He felt it was wonderful that health care is grow h indus-
try. I think his view is at odds with the belief of most A. iericans,
and yet 1 found it almost shocking.
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My question is, what would be the cost of changing our reliance
and what would cause it to change? And in your research, why
have insurance companies not caused this oversupply to change?

Dr. THORPE. The only insurance company that does look at these
technologies in a broad base way is the National Blue Cross/Blue
Shield Association, which does have a very formalized technology
assessment capacity.

The problem though is that by the time they make their technol-
ogy assessments the units are already out in the field. And they
are making deeziions about whether or not they are going to reim-
burse for MRI scans of the knee or elbow or whatever. So, they are
really looking at very marginal reimbursement decisions after the
new technologies are already out in the field.

It has to dothere are a couple of major problems with it. And I
will focus on imaging technologies because those are some of the
most widely growing new technologies that are available.

a. We do not have the studies which do prove their cost effective-
ness in large part because most of the people who do the studies
rarely compare costs and benefits. The notion of comparing
diagnostic benefits to how much the technology cost just has not
been done in this country.

The way the Canadians and the way that some states that have
central large rate setting have limited the diffusion of technology is
by planning. They are just rationed. For example, New York state
as of three years ago had less than 12 MRIs in that whole state in
hospitals despite the fact that that is by far and large the largest
center of teaching in the country. And that happened because the
state Health Department has a very similar planning function, if
you will, that the Canadians do. So, they just limit the diffusion of
the number of units out in the field.

Mr. MOARISON. I know that you have studied the new New York
approach and some others. Could you briefly give us your critique
of the major differing strategies that we see being proposed for pro-
viding access, including Medicaid expansion and Medicaid buy-in;
mandates to employers; and some universal insurance approach,
which socializes the insurance function in some more broad based
way, rather than for a target population?

Dr. THORPE. The two major differences that I can see is, each of
those approaches extend health insurance coverage to different
numbers of individuals. The pure public sector approach is that the
expansion, and the buy-in, provide coverage for the lowest wild of
the income spectrum. And arguably, those are the individual
where those expansions should be focused initially.

So, the types of expansions, up to 200 percent of poverty line, for
example, would take care of almost 2/8 of the uninsured, or at least
provide a financing mechanism for 2/3 of the uninsured. It would
leave a number of working families above 200 percent out.

So, the first difference, is just the number of individuals that
would be picked out. If you just did an employer mandate without
any public sector role, then that would also pick up about 2/3 of the
uninsured In the country, but it would leave---

Mr. MORRISON. A different 2/3?
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Dr. THORPE. Yes, a different %, and it would leatve about 6 mil-
lion poor people without health insurance coverage because they
are not either full time workers or not employed.

So, those are the differences. You would cover different segments
of the income population and the age distribution with these ap-
proaches. And that is why I think that there has been some inter-
est in coupling these approaches because you could, depending on
how you wanted to structure it, provide insurance coverage for ev-
eryone.

The second difference I see with them is who pays? There are
three candidates: employers, employees individuals if they are not
working, and governments. And each of these approaches that we
just identified allocate different distributions of who is going to fi-
nance health insurance expansions.

So, the pure public sector approach is, as it sounds, would be
very focused on the federal government, State governments, and in
some cases, local governments. Employer mandates would have
costs assigned more broadly to employers, individuals, employees,
and in some instances, governments.

Mr. MORRISON. But when employers provide health insurance,
they charge a good portion of it to the public sector through tax
deductions, and they pass the remainder either back to their stock-
holders or forward to their customers in one way or another. These
corporate entities allocate the cost one way or another, through
either lower profits or higher prices.

So, at some level, we are already distributing most of these costs
to the public. While we seem to get into rather complicated distri-
bution discussions that miss the point, at the end of the day, the
society as a whole is paying this 11 plus percent of the GNP.

Dr. THORPE. Well, I think that you can discuss the incidence of
this in some length. But if you look though at the population that
we are talking about, % of Americans who are uninsured and who
have a work place connection, the thing that is characteristic about
this population is that 2/3 of them are low income. That is, they
work in jobs that pay low wages, and in many many instances min-
imum wages.

And I think that some of the policy debate that you hear about is
from employers who employed them, whether they are in small
firms or that are marginal new firms, the ability to make the price
adjustments forward is limited. And they view this as a pure profit
reduction. It is sort of a traditional economic tenant that the new
insurance costs are passed on through a reduction in other forms of
compensation.

Just, for example, if there was an employer mandate, which is
along the lines that Senator Kennedy and Congressman Waxman
have proposed, which mandated a very limited benefit package in
many ways, would add about 60 to 70 cents an hour to a low wage
worker at $3.35 right now. And the concern is is that if employers
cannot pass that forward, and it cannot pass it back by definition,
since these workers are at or near the minimum wage, that there
could be some concern over employment.

Now, neither of those caricatures of how this works is right. And
there is some sharing of the burden of this. But I think your point
is a good one because it is true that even though we have an em-
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ployment based system, a lot of the costs of providing health insur-
ance is in part disbursed throughout the economy through the pric-
ing system, through prices of final products.

Mr. MORRISON. One last question. And that is, a number of the
individuals who are going to testify later have made a particular
attack on so called mandates. Frankly, I have some sympathy with
the general anti-Kennedy/Waxman concern, because it does reach
at the level of marginal employees and employers, and may be to-
tally impractical at the end of the day in terms of really getting at
the problem. But these attacks are much broader, and they are on
mandates with respect to the range of coverage that any private
insurance must cover.

But how do we pay for the non-mandated services? Can we realis-
tically talk about universal coverage in any way and not one way
or another manage to mandate the package that we have? Further,
is there any way that we can get our arm:' around the cost of the
system if we do not mandate what it is that can and cannot be paid
for?

Dr. THORPE. I will try not to take too long with that. I think that
it is a good opportunity to talk about New York's new proposal.
And I think it has a number of problems, but I think it is interest-
ing in a couple of respects.

First, what they are proposing is that the state be a single payer.
So, that gets directly at the issue of resource growth over time. It
does not eliminate the private insurance industry in the sense that
New York state would simply negotiate rates across the boa' d. Pri-
vate insurers would still have some role to compete on managed
care and on scope of benefits subject to a floor of benefits or an ac-
tuarial equivalent that they have to provide. So, that is one ap-
proach, to have a single payer, which is out negotiating across the
board for rates.

The second, which is intriguing, and it is also very important, is
that it would provide universal coverage in the sense that everyone
would receive a UNY-CARE card. In essence, the provider would be
blind with respect to whether it is a Medicaid, a UNY-CARE
person, Blue Cross, or whatever. Everybody would have the insur-
ance card. And UNY-CARE then would be billed for services by
hospitals and physicians, which are negotiated by Unicare.

So, the three things which are a little bit different, is that:
1. It does provide universal coverage, which is similar to some of

the proposals, the Kennedy/Waxinan and others that have been
talked about; but

Secondly, it has the universal aspect to it in terms of making, the
providers blind to coverage.

And, third, there is a single payer. So, I would cheracterize it as
a middle ground between some of the provincial models that the
Canadian's use, and what we have now.

Mr. MORRISON. Thank you very much. I want to thank all of you
on the panel for your testimony. We are going to take a very short
recess, and then convene with our second panel.

[Whereupon, there was a short recess.]
Mr. MORRISON. I would like to call the next panel at this time.

Sister Anne Virginie, who is the Chairperson-Elect of the Connecti-
cut hospital Association and the President of the Saint Raphael
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Healthcare System in New Haven; H. Craig Leroy, the President of
the Insurance Association of Connecticut in Hartford; Richard
Ho ldt, Vice-President of Marketing, Blue Cross/Blue Shield of Con-
necticut in North Haven, Connecticut; and Janet Spegele, Vice-
President of the Legal Department at the Connecticut Business and
Industry Association, Hartford, Connecticut.

Thank you all for being here. Your written statements will be
made a part of the record in full. And we will start the testimony
with Sister Anne.

STATEMENT OF SISTER ANNE VIRGINIE, CHAIRPERSON-ELECT,
CONNECTICUT HOSPITAL ASSOCIATION; PRESIDENT, ST. RAPH-
AEL HEALTHCARE SYSTEM, NEW HAVEN, CT

Sister VIRGINIE. Thank you. As you stated I am, and this is for
the record, Sister Anne Virginie, the President of the Saint Rapha-
el Health System, and I am also currently Chairperson-Elect of the
Connecticut Hospital Association.

Like my colleagues here this morning, I really am grateful for
the opportunity to address you, and to thank you, Bruce, for bring-
ing the hearing to New Haven. The setting is apt. Like many cities
in America, it is a paradox. On the one hand, it is rich in cultural,
educational, and medical resources. It has two large Lind highly so-
phisticated hospitals, a renowned school of medicine, many fine
community health clinics and agencies, one of the nation's highest
ratios of doctors per thousand population, and nearby a large veter-
ans hospital.

On the other hand, wt have an infant mortality rate of a third-
world country at more than 17 deaths per thousand, and for blacks
alone, more than 26 deaths per thousand. This, as compared to the
United States rate of more than 10, which is widely criticized as
only eighteenth among industrialized nations. You heard discussion
about the infant mortality situation in earlier testimonies.

The existence of medical technology, even in the hands of the
well meaning, will not help if access to it is not assured. Taken a
step further, the causes of infant mortality and many of the other
more serious health problems facing our nation are not health care
or the lack of it, but problems rooted in poverty, lack of education,
and igliorance.

If only we could address all of those problems. But that is neither
the purpose of this hearing, nor is it possible in the time allocated
today. The issue today is access and funding. Very simply, and you
have heard this before, 37 million uninsured and underinsured
Americans live without essential 1-ealth care services. How sad and
how tragic for our nation.

As a humane and just people, we should want life to be better for
all of our sisters and brothers, and especially for all children. If
that is not reason enough, we should want better care for them be-
cause their improved health will improve the strength and vitality
of our nation.

A good beginning can be found in the following statement by the
President's Commission for the Study of Ethical Problems in Medi-
cine and Biomedical and Behavioral Research: "Society has a

100



96

moral obligation to ensure that everyone has access to adecuate
care without being subjected to excessive burdens."

Behind that beautiful, simple statement is an incredibly complex
problem whose best solutions are wickedly expensive. It is a diffi-
cult time to talk about universal access. Health care costs continue
to rise while virtually every level of government is beset with fiscal
problems. The temptation is to push the problem under the rug
once again and keep patching up a system that is not working.

But that is not good enough. We can change the situation if we
are willing to commit to more than just words that access is as-
sured. Most hospitals find themselves with the every day financial
reality behind that noble concept.

Government is regulating, but not innovating.
It assures access, but it does not pay its fair share.
It looks for answers to new problems, but turns away from the

old ones that are still very present.
Building a new system on a crumbling foundation really does not

make much sense.
It would seem that we might begin in two ways. First, efforts

should be aimed at making it possible for more people to be in-
sured, or to have their care paid for. Second, we should put more
responsibility into their hands for the cost of their care, and pro-
vide incentives for preventive care and wellness. And, finally, but
certainly not least, we should assure that providers are fairly com-
pensated for their services, and that payment systems are not
working over time as regulatory or cost control systems. Both may
be necessary, but not as one in the same.

For many years, major third-party payers indirectly subsidized
the cost of caring for the poor. But the gap between the cost of pro-
viding care to Medicare and Medicaid patients, for what hospitals
and other providers get in payment, grows wider and wider. Medi-
care payments have risen only half as much as the cost to provide
the care. Meanwhile, employers are understandably working ag-
gressively to restrain health care benefit premiums, and insurers
are responding in kind.

Hospitals are both worried and frustrated. The old saying,
"There is no such thing as a free lunch," comes to mind. Someone
indeed has to pay.

And, yes, hospital care is expensive. But not entirely because of
inefficiency. The services and technology, and the complexity of
care in today's hospitals cannot be compared to the past. Not even
the near past. It is not just expanded services. There are the big
costs related to AIDS and universal precautions, disposing of infec-
tious medical wastes, and the continued critical shortage of nurses
and other allied health professional staff.

Simultaneously, we are seeing patients who are more acutely ill
than ever, and who require higher levels of intense hospital serv-
ices. The hospital in our health care system locally has the highest
case mix intensity of any in Connecticut, and it is one of the top 50
of the nation's 6,000 hospitals.

By being less able to shift costs to private insured patients, and
with reduced government support, hospitals are less able to pay for
care of the uninsured poor, just as the number of the uninsured
poor increases. And most hospitals never turn away poor patients.
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Those hospitals, along with others, in inner cities share a dispro-
portionate share of the cost of caring for the poor. And, finally,
hospitals with large numbers of Medicare patients shoulder still
another burden.

I do not mean to be all gloom and doom, or to present only the
problems of one portion of the entire system. But reality must be
acknowledged before we can create new expectations, or want hos-
pitals to do more.

Nor do I discourage you from innovating. Government already
has proven that it can substantially improve health care services to
the poor and the elderly. Both groups achieved dramatic improve-
ments in access to health care after the introduction of Medicare
and Medicaid.

Two short term strategies are available to improve access. The
first and simplest is to insure the health care of the poor. The
second is to pay hospitals or other providers directly to care for the
poor. Expanded public insurance is clearly the superior of the two.

Insurance coverage encourages people to obtain necessary health
care who otherwise could not afford it, or who would not seek it.

Coverage could be improved by expanding both Medicaid and
state mandated private insurance. Many believe that all poor
people are covered by Medicaid, even though the program covers
only about 31 percent of the poor.

Expanding both Medicaid's eligibility requirements and its bene-
fits would be a big help. Congress should set a national income
standard to increase the number of poor persons eligible for Medic-
aid. Although states could choose to set higher income limits, no
state would be permitted to deny Medicaid benefits to those with
incomes at or below the Federal standard. The eligibility standard
should not be less than 75 percent of the Federal poverty level.

Also, many persons with Medicaid coverage have difficulty find-
ing a participating physician. Persons eligible for Medicaid may
find it necessary to use emergency rooms for non-emergencies. This
is understandable, but it is also costly and inefficient. States whose
Medicaid physician reimbursement rates discourage physician par-
ticipation should offer higher such rates.

The second strategy, that is, paying hospitals directly to serve
the poor, is less efficient since it only covers care in hospitals, the
most expensive site for care. But the reluctance of the Federal or
state government to insure all the poor makes development of pro-
grams to pay hospitals directly one of the few politicaJy viable
means for improving access to health care. Under this idea, the fi-
nancial burden would fall disproportionately to certain providers,
depending on their location and commitment to rendering such
care. Facilities providing substantial free care should be targevid
for increased reimbursement.

Many families could be helped by mandated private insurance
for the newly unemployed and the working poor.

The long term solution for the poor and their families is to
reform Medicaid, the largest U.S. welfare program. And I would
eefer this Committee to two contrasting resources and philosophies,
both of which make brave and intriguing recommendations beyond
my expertise to personally present to you today.

.(.02
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The first is a 1986 document entitled, "No Room in the Market-
place: The Health Care of the Poor", the final report of the Task
Force on Health Care of the Poor of the Catholic Health Associa-
tion in the United States. The task force presents thoughtful short,
and long range strategies, and specific recommendations to assure
equal access by all to the United States health care system.

The second resource is the 1989 document, "Critical issues, a Na-
tional Health System for America", published by the Heritage
Foundation. I am not a political conservative, but I am intrigued
by many of this book's ideas for reforming and funding a health
care system that achieves the goal of equal access. It stresses flexi-
bility, decentralization, innovation, and incentives for experimenta-
tion.

Copies are available, and I have listed the address in my testimo-
ny, and I brought copies to take with you should you be sf. inclined.

I appreciate your willingness to hear me, and especially of you,
Bruce, to help us bring this hearing to New Haven. Thank you
again for inviting me.

[Prepared statement of Sister Anne Virginie follows:;

I ()
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PREPARED STATEMENT OF SISTER ANNE VIRGINIE, PRESIDENT OF THE ST. RAPHAEL.
HEALTHCARE SYSTEM, CHAIRPERSON-ELECT OF THE CONNECTICUT HOSPITAL ASSOCIA-
TION, NEW HAVEN, CT

Good morning. I am Sister Anne Virginie, President of the Saint Raphael

Healthcare System here in New Haven. I also am Chairperson -Elect of the

Connectiuut Hospital Association.

Thank you for the opportunity to address you, and for bringing this

hearing to New Haven. The setting is apt. Like many cities in America, it is

a paradox. On one hand, it is rich in cultural, educational, and medical

resources. It has two large and highly sophisticated hospitals, a renowned

school of medicine, many community health clinics and agencies, one of the

nation's highest ratios of doctors per thousand population, and--nearby--a

large veterans hospital.

On the other hand, we have an infant mortality rate of a third-world

country at more than 17 deaths per thousand and, for blacks alone, more than

26 deaths per thousand. This, compared to the U.S. rate of more than 10,

which is widely criticized as only eighteenth among industrialized nations.

The existence of medical technology--even in the hands of the well-

meaning--will not help if access to iNa not assured. Taken a step further,

the causes of infant mortality and many of the other most serious health

problems facing our nation are not health care or the lack of it, but problems

rooted in poverty, lack of education, and ignorance.

If only we could address all of those problems. But that is neither the

purpose of this hearing, nor possible in the time today. The issue today
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is access and funding. Very simply, 37 million uninsured and underinsured

Americana live without essential health care services. How sad and tragic for

our nation.

As a humane and just people, we should want life to be better for all our

sisters and brothers, and especially for all children. If that's not reason

enough, we should want better care for them because their improved health will

improve the strength and vitality of our nation.

A good beginning can be found in the following statement by the President's

Commission for the Study of Ethical Problems in Medicine and Biomedical and

Behavioeal Research: "Society has a moral obligation to ensure that everyone

has acmes. to adequate care without being subjected to excessive burdens."

Behind that beautiful, simple statement is an incredibly complex problem

whose beet solutions are wickedly expensive. It is a difficult time to talk

about universal ammo. Health care costs continue to rise while virtually

every level of government is beset with flees' problems. The temptation is to

push the problem under the rug once again and keep patching a system that

isn't working.

But that's not good enough. We can change the situation if we are willing

to commit to more than just the words that access is assured. Most hospitals

find themselves with the every day financial reality behind that noble concept.

Government is regulating but not innovating.

It assures access but then does not pay its fair share.
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It looks for answers to new problems but turns away from the old ones that

still are very present.

Building a new system on a crumbling foundation doesn't make much sense.

I would begin in two ways. First, I would make it possible for more

people co be insured or to have their care paid for. Second, I would put more

rleponsibility into their hands for the cost of their care, and provide

incentives for preventive care and wellness. And finally, but certainly not

least, I would assure that providers are fairly compensated for their services

and that payment systems are not working overtime as regulatory or cost

control systems. Both may be necessary but not as one in the same.

For many years, major third-party payorl, indirectly subsidized the cost of

caring for the poor. But the gap between the cost of providing care to

Medicare and Medicaid patients, and what we get in payment, grows wider and

wider. Medicare payments have risen only half as much as the cost to provide

the care. Meanwhile, employers are understandably working aggressively to

restrain health care benefit premiums, and insurers are responding in kind.

Hospitals are both worried and frustrated. The old saying, "There's no

such thing as a free lunch," comes to mind. Someone has to pay.

And, yes, hospital care is expensive. But not because of inefficiency.

The services and technology and the complexity of care in today's hospitals

cannot be compared to the past, even the near past. It's not just expanded

services. There are the big costs related to AIDS and universal precautions,

disposing of infectious medical wastes, and the continued critical shortage of

nurses and other allied health staff.

Simultaneously, we are seeing patients who are more acutely ill than ever

and who require higher levels of intense hospital services. I know this
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problem firsthand. My hospital has the highest case mix intensity of any in

Connecticut, and one of the top 50 of the nation's 6,000 hospitals.

By being less able to shift costs to private-insured patients and with

reduced government support, hospitals are less able to pay for care of the

uninsured poor--just as the number of uninsured poor increases. And most

hospitals are like mine in never turning away poor patients. Those hospitals

along with others, also like mine, in inner-cities share a disproportionate

share of the cost of caring for the poor. As the final Whammy, hospitals like

mine with large numbers of Medicare patients shoulder still another burden.

I do not mean to be all gloom and doom, or to present only the problems of

my niche of the system. But reality must be acknowledged before we create new

expectations, or want hospitals to do more.

Nor do I discourage you from innovating. Government already has proven

that it can substantially improve health care services to the poor and the

elderly. Both groups achieved dramatic improvements in access to health care

after introduction of Medicare and Medicaid.

Two short-term strategies are available to improve access. The first and

simplest is to insure the health care poor. The second is to pay hospitals or

other providers directly to care for the poor. Expanded public insurance is

clearly the superior of the two.

Insurance coverage encourages people to obtain necessary health care who

otherwise could not afford it, or who would not seek it.

Coverage could be improved by expanding both Medicaid and state-mandated

private insurance. Many believe that all poor people are covered by Medicaid,

even though the program covers only about 31 percent of the poor.

Expanding both Medicaid's eligibility requirements and its benefits would

be a big help. Congress should set a national income standard to increase the
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number of poor persons eligible for Medicaid. Although states could choose to

set higher income limits, no state would be permitted to deny Medicaid benefits

to those with incomes at or below the Federal standard. The eligibility

standard should not be less than 75 percent of the Federal poverty level.

Also, many person, with Medicaid coverage have difficulty finding a

participating physician. Persons eligible for Medicaid may find it necessary

to use emergency rooms for non-emergencies. This is understandable but also

costly and inefficient. States whose Medicaid physician reimbursement rates

discourage physician participation should offer higher Medicaid ratea.

The second strategy--paying hospitals directly to serve the poor - -is less

efficient since it only cover, care in hospitals, the most expensive site for

care. But the reluctance of the Federal or state governments to insure all

the poor makes development of programs to pay hospitals directly one of the

few politically viable means for improving access to health care. Under this

idea, the financial burden would fall disproportionately to certain providers,

depending on their location and commitment to rendering such care. Facilities

providing substantial free care should be targeted for increased reimbursement.

Many families could be helped by mandated private insurance for the newly

unemployed and the working poor.

The long-term solution for the poor and their families is to reform

Medicaid, the largest U.S. welfare program. I refer the Committee to two

contrasting resources and philouophies, both of which make brave and intriguing

recommendations beyond my expertise to personally present to you today.

The first is a 1986 document entitled, "No loom In The Marketplace: The

Health Care of the Poor," the final report of the Task Force on Health Care

of the Poor of the Catholic Health Association of the United States. The task
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force presents thoughtful short- and long-term strategies and specific

recommendations to assure equal access by all to the U.S. health care system.

The second resource is the 1919 document, "Critical Issues, A National

Health Swan Tor America," published by The Heritage Foundation. I am not a

political conservative, but I am intrigued by many of this book's ideas for

reforming and funding a health care system that achieves the goal of equal

access. It stresses flexibility, decentralization, innovation, and incentives

for experimentation.

Copies of the documents are available as follows. The Catholic Health

Association is located at 4455 Woodson Road, St. Louis, MO 63134 (telephone

314-427-2500). The Heritage Foundation is at 214 Massachusetts Avenue, N.E.,

Washington, D.C. 20002 (telephone 202-546-4400).

I appreciate the willingness of the Committee to hear me, and especially

of Congressman Morrison to help bring this hearing to New Haven. Thank you

again for inviting me.



105

Mr. MORRISON. Thank you very much.
Mr. Leroy.

STATEMENT OF H. CRAIG LEROY, PRESIDENT, INSUP4NCE
ASSOCIATION OF CONNECTICUT, HARTFORD, CT

Mr. LEROY. Thank you very much, Congressman.. I will try to
summarize and be brief. Many of the thoughts I have are starting
to be covered already.

Everyone is becoming more and more concerned about the in-
creasing cost of health care. Employers who provide the insurance
coverage are worried about their insurance premium increases.
Employees are troubled by the ever increasing share of health care
costs that they have to bear themselves.

But the single overriding question everyone is really asking is,
why are health care costs increasing so rapidly? I wish I could say I
had the magic answer to tell you today, but I do not. But I would
just like to comment on a few of the factors that Professor Thorpe
already mentionedadvances of medical technology, population
growth, increased life expectancy, and as well as general inflation
in the overall economy does have an impact.

Two of the most important factors are the changes in medical
technology in the increasingly intensive use, which our figures,
which are from the Health Insurance Association of America, con-
tributed roughly 29 percent to the increased spending; and physi-
cians who have admitted to practicing defensive medicine to guard
against potential medical malpractice performing some test proce-
dures of limited value. Between 10 to 20 percent of the tests were
found to be medically inappropriate or unnecessary when reviewed
by medical experts.

But insurance premiums are increasing faster than the medical
inflation rate. Why is this happening? Hospitals have continued to
increase rates charged to private sector patients to offset very real,
inadequate governmental payments for health services. It is esti-
mated the cost shifting will add about $18 billion nation wide to
private sector health care costs in 1989.

In Connecticut, for example, hospital rates increased an average
of approximate 58 percent from fiscal year '86 to fiscal year 1989.
Hospitals are now requesting rate hikes for fiscal year 1990 as high
as 42 percent. Since about 45 percent of the insurance premium
dollar goes to pay for hospital expenses, these increases have a
huge impact on insurance rates. Physicians' fees have also been
rising rapidly. And besides the simple price increases, premium
levels have to reflect both the volume of service if more people are
using health care services more often, as well as the intensity. If
more testing procedures are being performed on each individual,
premiums are going to have to reflect these factors, as well as re-
flect simple price increases.

Claims for hospital charges represent about 45 percent of the
premiums. As I said, claims to pay for doctors and dentists run
about 40 percent of premiums, and administrative costs run about
11.5 percent. Profits are expected to run about 2 to 3 percent in a
normal year The 11,5 percent in administrative costs include such
items as taxes paid, and services performed for customers such as

;
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managed care and utilization review, and all the things we are at-
tempting to do to help hold down costs.

Nevertheless, during the decade of the 1980s we saw premium in-
creases at 6 to 8 percent annually, and into the end of the '80s we
have seen increases in the double digits. We have not been alone in
experiencing these rapid claim costs that are driving premiums.
Both employers and unions who have self insured to a large degree
have experienced similar increases in costs at their benefit pack-
age. And as insurance premiums continue to increase, individuals
and businesses ere more likely not to purchase insurance coverage.

And we are very concerned about thedepending upon the nuns-
bers-35 to 37 million Americans who do not enjoy the protection
of health insurance. And we have been working hard to try and de-
velop some creative solutions. And I would like to spend a few mo-
ments talking about that.

The task of ensuring that Americans enjoy protection of health
insurance is very complex. And this complexity is a function of the
heterogeneity of the uninsured of population. And it really does re-
quire a combination of both public and private solutions.

Just to run through the numbers that we use in trying to ad-
dress this issue, we see roughly 3 in 10 of the uninsured are poor,
And by that, we mean with family incomes below 100 percent of
the poverty level; 3 in 10 are low income, between 100 to 200 per-
cent of the poverty level; and 4 in 10 are non-poor, of say above 200
percent of the poverty level.

Eleven percent of the uninsured are self employed and their fam-
ilies, and 13 percent are half time employees and their families.

Finally, uninsured workers are disproportionately employed in
certain industries, retail trade and services, and by smaller firms.

All of the above factors make devising any strategy for a solution
difficult. And we need special approaches to deal with the various
sub groups of population. I draw upon mostly what HIA as done in
regard to the issue. And I v-ill, again, try and be brief. I have fairly
extensive written comments. But the Medicaid program clearly has
to be addressed if we are to try and cover individuals who are cur-
rently not enjoying that protection.

Ultimately, we would like to see all Americans with incomes
below the Federal poverty level, with limited assets, eligible for
Medicaid, regardless of family structure, age, or disability status.

If available funds do not permit full coverage up to the poverty
level, we believe a priority should be given first to younger chil-
dren, next to older children, and finally to other populations. Prior-
ity should be placed on primary care and preventive services.

Individuals and families with incomes above the poverty level,
but below 150 percent of the Federal poverty level, should be eligi-
ble to purchase some form of first dollar coverage of a limited pack-
age of primary, preventive, and related ambulatory care through
their state's Medicaid program.

Such a package would help meet the near poor's need for access
to basic primary care, without lessening significantly employers'
incentives to offer basic insurance protection. Persons not eligible
to Medicaid due to higher income should become eligible for full
Medicaid coverage once out pocket medical expenses reduce
their remaining income to the Federal poverty level.

I I I
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We need some sort of coverage of last resort to cover both in pa-
tient and other large out of pocket expenses for the near poor.

Under our proposal, states would have the option of buying out
really two groups. First, more working people qualify for Medicaid
as their income level is raised to the poverty level.

Second, current public policy supports the concept encouraging
low income persons to work by easing the transition from a public
support to a self support.

Insurers have a role to plea, in this too. Insurers should be al-
lowed to offer more affordable coverage, including new prototype
plans. Right now, ERISA preemption of state mandated benefits
should be extended to insured employee plans, as it is to self in-
sured and union plans, so that we can design less expensive benefit
packages for small businesses.

We have seen Connecticut, as in elsewhere, that once the legisla-
tors start down the road of mandated benefits it seems impossible
for them to stop adding new ones. Currently in Connecticut, we peg
the cost of our package of mandated benefits at somewhere adding
12 to 17 percent of cost of an insurance policy. A number of differ-
ent economists have tried to look at how many are uninsured be-
cause of having to offer certain mandated benefits, and ranges go
anywhere from 10 up to 16 percent.

We have a responsibility in the insurance industry to make cov-
erage available to all Americans who are able to afford private cov-
erage. And that is true even for some of the groups whom insurers
might not normally insure at this point in time due to high cost
medical or occupational conditions.

We are currently both examining and will be supporting a non-
profit organization to help reinsure high cost employer groups. Em-
ployers would have access to this reinsurance organization if they
are unable to purchase coverage through an insurer. And losses in-
curred by the reinsurance organization will be financed through
the private sector.

We should also support Federal legislation encouraging all states
to enact a qualified state pool for the individual who is medically
uninsurable. Currently we have pools in 17 states, including Con-
necticut, which was the first state to adopt such a pool. And this
will help ensure that everyone who wants coverage and ca.: afford
it can find it.

Finally, someone already mentioned, small businesses should be
given a greater incentive through our tax vote. Specifically, to a
self employed individual to purchase health insurance by getting
100 percent deduction.

We do believe that this is a real problem for ou: country. We,?. are
working very hard at trying to address some of the gaps in cover-
age. Our approach really calls for a sharing of responsibility be-
tween government and the private sector. It calls on government to
assist those who cannot be expected to pay for coverage on their
own, while we in turn pledge to ensure that for everyone who can
afford private coverage it will be available.

Thank you
[Prepared statement of H. Craig Lerpyrfollowsl

)
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PREPARED STATEMENT OF H. CRAIG LEROY, PRESIDENT, INSURANCE ASSOCIATION OF
CONNECTICUT, NEW HAVEN, CT

Everyone is becoming more and more concerned about the

ever-increasing cost of health care.

Employers, who provide most health insurance coverage, are worried

about insurance premium increases.

Employee°, ae well as unions, are troubled about the ever - increasing

share of health insurance coats they have to bear themselves.

But the single overriding question everyone is asking is: Why are

health care costs increasing so rapidlit

In 1987, the United States spent $442.6 billion on medical care --

$1.758 for every man, woman and child in this country -- and a 54.5

percent increase over the $286.5 billion spent in 1982. This burden

continues to increase every year.

The growth in medical care costs has occured for several reasons --

including advances in medical technology, ?opulation growth,

increased life expectancy, ae well as inflation in the general

economy.



109

Some figures from the Health Insurance Association of America, a

national insurance trade association, underscore this growth in

spending. Between 1982 and 1987:

--60 percent of the increased spending was attributed to

inflation, the largest single factor causing health care costs

to increase. As all goods and services in our economy increase

in price, medical care services obviously will be influenced by

these price increases also.

--10.6 percent of the escalation in health care spending was

attributed to the growth in population.

--.5 to .75 percent per year was caused by aging of the

population. The proportion of individuals over 65 is grcwing at

a rate twice that of the overall population. While the elderly

represent 12 percent of the total population, they account for

36 percent of the health care spending.

In addition:

--Advances in medical technology and their increasingly

intensive use was found to contribute roughly 29 percent to

increased spending.

7
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--Physicians have admitted to practicing defensive medicine to

guard against potential medical malpractice, i.e., medical

professionals perform some testa and procedures of "limited

value." Between 10 to 20 percent of the teats were found to be

"medically inappropriate or unnecessary when reviewed by medical

experts."

Insurance premiums, however, are increasing faster than the medical

inflation rate. Why is this happening?

Hospitals have continued to increase rates charged to private sector

patients to offset inadequate governmental payments for health

Services. It in estimated that the coat shifting will add about $18

billion nationwide to private sector health costs in 1989.

In Connecticut, for example, hospital rates increased an average

58.5 percent from fiscal year 1986 to fiscal year 1989. Hospitals

are now requesting rate hikes for fiscal year 1990 as high as 42

percent. Since about 45 percent of the insurance premium dollar

goes to pay for hospital expenses, these increases have a huge

impact on insurance rates. Physicians' fees have also been on the

rise, increasing in the CPI index some 70 percent from 1980 to
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1987. Besides price increases, premium levels must also reflect

both the volume of services being provided, as well as the

intensity. That is, if more people are using health care services

more often and more tests and procedures are being performed on each

individual, premiums will also have to reflect these factors, as

well as reflect price increases.

Claims for hospital charges represent about 45 percent of premiums.

Claims to pay for doctors and dentists charges run about 40 percent

of premiums and administrative costs ran about 11.5 percent in

1987. During a normal year, profits are expected to ru about 2 and

3 percent. The 11.5 percent in administrative costs irolude such

items as taxes and services r?erformed for customers -- services such

as managed care and utilization reviews, all of which attempt to

help hold costs down.

State legislatures continue to mandate certain benefits in all

insurance policies. There are currently a total of 735 state

mandated benefits, more than double the number in effect in 1978.

In a study by HIAA, Maryland's mandated benefits, which are

comparable to Connecticut's, were found to increase tie cost of

individual coverage by 12 percent and family coverage by 17 percent.



112

All of these increases must be reflected in the insurance premiums

insurance companies chary.: their customers. commercial insurance

companies from 1984 through 1988 continued to pay out more in claim

dollars than they collected in premiums. During the mid-1980,s,

premium increases were between 6 and 8 percent annually, but as we

reach the end of the 1.980's, increases are iu the double digits.

However, insurers have not been alone in experiencing rapid claim

cost increases. Emplovors and unions who have self insured have

experienced similar increases in the cost of their benefit

packages. As insurance premiums increase, individuals and

businesses who are not purchasing medical insurance coverage also

increase.

The insurance industry is greatly concerned about those 35 to 37

million Americans who do not enjoy the protection of health

insurance. Over the last two yearn, the industry has worked hard to

develop creative solutions for extending health care benefits to

uninsured groups and individuals. Our companies are committed to

working with government to implement effective approaches for

providing coverage to this population.

The task of ensuring that all Americans enjoy the protection of

health insurance is complex. This complexity is largely a function

of the heterogeneity of the uninsured population; this heterogeneity

requires a combination of private and public solutions.

e Me-
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Roughly three in ten of the uninsured are poor (with family income

below 100% of the federal poverty level); three in t.n are low

income (between 100% and 200% of the poverty level); and four in ten

are non-poor (above 200% of the poverty level).

Eleven percent of the uninsured are the self-employed and their

families; 13 percent are half-time employees and their families: and

51 percent are full-time employees and their families.

Finally, uninsured workers are disproportionately employed in

certain industries (retail trade and services) and by smaller firms.

All of the above factors make formulating any strategy for a

public/private solution difficult. As such we see the need to

address the special needs of the various subpopulations within the

37 million uninsured with a simultaneous multi-pronged approach.

The Health Insurance Association of America has advanced the

following plan to address this issue.

1) The Medicaid program should be expanded in accordance with the

following recommendations.
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A. bxpansion of Basic Medicaid Coverage

Ultimately we would like to see all Americana with incomes below the

federal poverty level (and with limited assets) eligible for

Medicaid regardless of family structure, age or disability statue.

Accomplishing this would require severing the linkage between

Medicaid eligibility and cash assistance.

If available funds do not permit full coverage up to the poverty

level, HIAA believes priority should be given first to younger

children, next to older children and finally to other populations.

Priority should also be placed on primary care and preventive

services. Unlike some other populations, many poor children do not

have access to federal healtn care financing programs other than

Medicaid (i.e., Medicare). This priority also reflects the critical

need that children and pregnant women have for preventive services.

B. Limited Medicaid Buy-In

Individuals and families with incomes above poverty but below 150

percent of the federal poverty level should be eligible to purchase

first-dollar coverage of a limited package of primary, preventive

and related ambulatory care through their state's Medicaid Program.
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7"1 " limited benefit package meets the near-poor's need for access

to b .1c primary care (so that Illness does not become more severe

and expensive through lack of treatment), while not significantly

lessening employers' incentives to offer basic insurance protection.

The limited benefit package keeps costa of the buy-in coverage per

se to a minimum, thus permitting very low premiums, constraining

government costs, broadening participation, and reducing the chance

of adverse selection.

C. Spend-down

Persons not otherwise eligible for Medicaid due to higher income

should become eligible for full Medicaid coverage once out-of-Docket

medical expenses reduce their remaining income to the federal

poverty lewd.

Some coverage of last resort is needed to cover inpatient care and

other large out-of-pocket expenses for the near-poor who cannot

afford to purchase private insurance on their own and whose

employers do not offer it or offer only very limited coverage.

)
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D. "Buy-Out"

HIAA also recommends that Medicaid eligibles who are working be

encouraged to make use of employment-b.,.sed health insurance, where

it is available. To accomplish this goal, state Medicaid programs

should be given the option of paying (and receiviig tederal matching

funds for) the em lo ee's share (if an ) of the rivate insurance

premium as well as other costs. Medicaid would continue to be

available to cover deductibles and other benefits not covered under

the employer plan; and Medicaid's contribution, for the employee's

premium pins Medicaid's "wrap-around" coverage, would not be

permitted to exceed the average cost of traditional Medicaid

coverage.

Under our proposal, states would have the option of "buying out" two

groups. First, more working people will qualify for Medicaid as the

income level is raised to the poverty level for more persons and

Categorical restrictions are removed.

Second, current public policy supports the concept of encouraging

low-income persons to work by easing the transition from public

support to self support.
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For both the "buy out" of Medicaid eligibles and the "buy out" of

individuals transitioning off Medicaid, participating employers

should be required to make the samt premium contribution on behalf

of Medicaid-eligible employees as they do for other employees.

2) Insurers should be allowed to offer more affordable coverage,

including prototype plans. ERISA preemption of state mandated

benefits should be extended to insured employee pl--s so that

insurers can design less expensive benefit packages for small

businesses.

Once legislators start down the road of mandating benefits, it seems

impossible for them to stop adding new ones. Our experience in the

states has proved that, where state legislatures have enacted over

,-)0 mandatory benefit laws, starting with mental health benefits and

alcohol and drug abuse treatment and ending with everything from

acupuncture and pastoral counseling to in vitro fertilization and

wigs. Ironically, while these mandates do not apply to the vast

majority of large employer and union plans (which are self insured)

they do apply to most small employers who simply cannot afford

them. A study by a respected health economist at the University of

Illinois estimates that as many as 16 percent of uninsured small

employers fail to offer coverage because of state service and

provider mandates.
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3) Coverage must be made available to all Americans who are able to

afford private coverage. This is true, even for those whom insurers

might normally decline due to existing high cost medical or

occupational conditions. There are two components to consider

here: uninsurable employer group and uninsurable individuals.

To ensure access to affordable group coverage for all employees, a

nonprofit organization should be established in each state to

reinsure high cost qmplo, groups. Employers Would access the

reinsurance organization indirectly via insurers, or directly if

unable to purchase coverage through an insurer. Losses incurred by

the reinsurance organization could be financed entirely by the

private sector if shared equitably among health insurance

competitors.

Federal legislation encouraging all states to enact a qualified

state pool for medically uninsurable individuals should also be

supported. such pools have already been enacted in 17 states. Each

pool should be a nonprofit corporation with coverage available only

to uninsurable individuals who are not eligible for coverage by

employer plane, Medicare or Medicaid. Pool losses should be

financed by state general revenues or any other broad based funding

mechanism that does not assign losses disproportionately to any

individual or corporate entity.
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4) Small businesses stipAki be glyeni_gloatAr ipeonylik_to_uovide

coverage for their employeec. Self-employed individuals should get

a 100 percent deduction, against their income tax liability, for

their health insurance protection as long as they provide equal

coverage to their employees. The 25 percent deduction which expires

this year under current law, should be extended and increased.

Our proposals aze designed to meet the needs of a heterogeneous

uninsured population. We believe that they should be given an

opportunity to work before government turns to unnecessarily onerous

mandates. The HIAA four-point plan provides a blueprint for a truly

comprehenaive approach to solving the problem of the uninsured. The

plan stresses the sharing of responsibility between government and

the private sector. It calls on government to assist those who

cannot be expected to pay for coverage on their own. We in turn

will ensure that for everyone who can afford private coverage it

will be available.

Thank you
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Mr. MORRISON. Thank you very much. Next, we will hear from
Mr. Ho ldt.

STATEMENT OF RICHARD HOLDT, VICE PRESIDENT OF MARKET-
ING, BLUE CROSS/BLUE SHIELD OF CONNECTICUT, NORTH
HAVEN, CT

Mr. HOLDT. Thank you. My name is Richard Ho ldt, and I think I
can help this morning with comments that represent thoughts
from Blue Cross and Blue Shield, as well as from my position with
the state's Blue ribbon Commission on the Uninsured, and the Na-
tional Blue Cross and Blue Shield Task Force on the Uninsured.

There are several segments of the problem that I would like to
address. Preliminary materials have been distributed; I will try to
paraphrase those to keep this to a minimum as far as the amount
of time goes.

First of all, regarding the rising health care costs, which is
indeed a problem. The problem in Connecticut is unfortunately
worse than it is elsewhere. Hospital cost increases nationally have
been in the 20%'s in the last 3 years on an aggregate basis, where-
as in Connecticut, they have been almost 60 percent.

Similarly, at the same time, our rank for health care costs na-
tionally has jumped from number 13 to number 5 nationally; Con-
necticut is a very, very high cost area for hospital care. The uncom-
pensated care portion of hospital cost has doubled in the last 3
years, going from 7 to 14 percent as represented by the Connecticut
Hospital Association in this state. It is very much a problem in ourstate, and is a complex one at that.

It is also exacerbated, if you will, by the level of utilization of
services. Physician services in the last 3-year period have increased
over 22 percent. And the problem with this increase in cost and the
increase in utilization of services, is it performs as a multiplier, if
you will. The utilization multiplies and it compounds the effect ofthe health care cost. We find ourselves in a worse than average
place regarding this dilemma.

Obviously, this has an effect on our premiums. As a major carri-
er in the state where increases were rather average a few years
ago, they are in the 20%s and the 30%s now. The percentage of the
increase is, obviously, causing quite an outcry in this state, and it
faces all the carriers. Business has clearl , had enough and is seek-ing alternative ways to still cover their employees and gain control
over these costs. We have a number of active programs that we
have initiated to attack this problem and are continuing on thesein the new year.

Regarding children and families in Connecticut, we historically
encourage programs that cover children and families. And all of
our new product designs reference pre-natal care, and reference
office care and office visits for those early visits in life as standardbenefits.

Legislatively, two issues have come up to attack this problem.
One is the Health Reinsurance Association, which has been estab-
lished about 10 years ago to allow that pool of uninsurable to have
a place where they can get insurance.
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Unfortunately, while it has provided that avenue, it has become
very, vory expensive. The premiums for that segment have become
almost too expensive for anyone to afford it, and the population
that is able to afford it, has declined significantly over the years.

At the same time, those carriers participating, which is all major
carriers in the Connecticut area, are losing millions of dollars a
year. We think there is some tuning that is necessary to make this
more of a viable alternative.

The second initiative regarding access to coverage for families
and children deals with a mandate that was passed this past year
to provide early childhood benefits in all health insurance policies.
I have already stated that we very much favor this as an initiative,
and indeed include it in all of our new products.

What the mandated law did was put it into all the old products,
as well as all the new products. This could have an inhibiting
factor on getting people over toward broader new products that
deal more with managed care, and deal more with controlling the
cost of care in the 80s as opposed to how they were initially devel-
oped a decade or more ago.

Regarding Connecticut's efforts in the uninsured, indeed there is
a Blue Ribbon Commission that is dealing with the uninsured
issue. There is a consultant that is working on the program, and
we hope to have a proposal to put forth to our state legislature by
early next year. March is the target date. We are in preliminary
stages with this, however, there are a couple of themes that seem
to be emerging. Some of them may very well be of concern to
others that are here today, because they are somewhat different
than the positions that have been expressed so far.

One of the thoughts that has been expressed by many of the
people in this group, is that there probably is not any one solution.
The problem is multi-dimensional; end, therefore, multiple solu-
tions are necessary.

There are many that have spoken in favor of a focused approach,
and an incremental approach as the way to attack this as opposed
to a more universal approach.

And indeed there is a willingness and a call for every party that
is participating in this system to come to the table with something
to offer to help.

The carriers have to get involved and have to be willing to offer
more affordable coverage.

The welfare programs should consider ways to loosen up medical
benefit eligibility to open that up to a more broader section of our
population.

Providers have to again look at their social responsibility and
how they act about participating in programs such as Medicaid and
Medicare, as well as how they can help in covering and to working
with all segments of our population.

And indeed everyone has to be willing to pay their fair share.
And that has to be apportioned in some way that indeed is a fair
share across our spectrum.

There are A lot of initiatives similar to the state initiatives that
are going on throughout the country. The Robert Wood Johnson
Foundation, for example, has 5 or 6 demonstration products deal-
ing with the uninsured and dealing with access for that segment.

0
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And what we seek is that the information regarding all these
programs be gathered and shared and transplanted from one area
of the country to another so that we can use the successes that are
uncovered in this operation.

And then the last item I wanted to discuss was a little bit on the
Blue Cross and Blue Shield perspective on this entire issue. Clearly
we feel that no one party is responsible, and similarly that no one
party can resolve all these issues. There are collaborative efforts
that are needed, and that is what we would hope would emerge
from both local, es well as national, initiatives.

There are some major initiatives that are going on and we want
to capture that value. Businesses clearly in the state of Connecti-
cut, as well as elsewhere, have had enough. They do not want any
more health care costs and health care premiums.

The incremental effect of mandated benefits, while they seem to
be ideal when they are considered one by one, is indeed becoming a
barrier to cost effective coverage.

And the effect of being uninsured is becoming very much a
public issue, if you will, as the stories from those less fortunate
than ourselves ere becoming more and more evident.

We do not feel that a massive universal program is necessary at
this time. While the problem is certainly a massive one, we think
that there are enough efforts that are going on in various parts of
the country that we can bring some of these efforts to bear and
solve this incrementally as opposed to, in one mass program.

One of the things we would encourage is tax incentives for small
employers to encourage them and attack that segment of small em-
ployers that do not offer coverage to try and get those industries
that do not offer coverage to offer coverage.

The expansion of Medicaid eligibility so that those near the pov-
erty level can get medical care easier.

The elimination of mandated benefits, perhaps even only in
those programs that might attract more and take people out of the
uninsured roles.

Fine tuning of state risk pools to better spread the cost of these
and still make them available to people on an affordable basis.

And then finally, competition among carriers to offer basic bene-
fit programs. Obviously, Connecticut is the insurance capital of the
nation, and the carriers in this state have no problem going head
to head to compete. And what we have to do is set up mechanisms
that can allow that to happen as potential solutions, as incremen.
tal solutions to this problem.

Obviously, the Medicare Catastrophic is an example, and a very
recent example, that is not a good situation from anybody's per-
spective. Out concern is that more and broader solutions can lead
to the same things in other segments of our seeking this problem
solution.

Thank you.
[Prepared statement of Richard Holdt follows:]
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PREPARED STATEMENT OF RICHARD S. HOLDT, VICE PRESIDENT OF MARKETING ON
BEHALF OF BLUE CROSS/BLUE SHIELD OF CONNECTICUT, INC., NORTH HAVEN, Cr

My name is Richard S. Holdt. I am speaking today on behalf of
Blue Cross 6 Blue Shield of Connecticut, our State's largest health
insurer with programs that cover almost half of our State's
population.

I am the Vice President of Marketing for Blue Cross & Blue Shield
of Connecticut, Inc. In addition, I am a member of the Governor's
Blue Ribbon Commission on State Health Insurance and a member of the
Blue Cross and Blue Shield Association's Task Force on thr Uninsured,

I will focus my comments today on four primary areas including:
1) Rising Health Care Costs - the Connecticut situation;
2) Historical Connecticut efforts to provide coverage for

families and children;
3) Recent Connecticut efforts regarding the uninsured;
4) The Blue Cross & Blue Shield of Connecticut perspective.

Rising Health care Costs

The national trends in health care costs are indicative of a
crisis situation. Data regarding the ever increasing percentage of
the Gross National Product are widely communicated and understood.
Unfortunately the situation in Connecticut is worse than the national
average. This is due primarily to recent hospital cost increases and
recent increases in utilization trends.

Regarding hospital costs, Connecticut has just repealed a DRG
hospital reimbursement system. The results, however, linger on.
During the most recent three years when national hospital costs
increased approximately 24% Connecticut's increased over 58%. Our
ranking among states with the highest hospital costs jumped from 13th
to 5th nationally during this period . . . a dubious honor to say the
least. During this same period the percentage of uncompensated care
as relat d to gross patient revenues increased from under 7% to over
14% per the Connecticut Hospital Association. It is still not clear
how our new legislation and regulation will affect these disturbing
trends.
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Regarding physician and other professional services; the charges
and utilization of these services also increased at alarming rates.
For example . . . the number of Medical/Surgical services per 1,000
members increased over 22% in the last three years. And
mathematically, the increases in charges and the increases in
utilization have a multiplier or compounding effect that makes the
situation even worse.

All of these factors have an effect on our premium rates. While
1986 and 1987 premium increases for groups of 50 or more contracts
averaged 8% and 12.5% respectively, our 1988 and 1989 averages were
23% and 36%. Such rate increases clearly have a negative effect on
the availability of affordable coverage for Connecticut citizens.
Similarly our corporate loss of over $50 million last year clearly had
a negative effect on our reserve levels and our ability to offer more
affordable programs.

We are actively pursuing communication, product design, provider
negotiations and benefit management initiatives to moderate these
trends.

Historical Connecticut_Efforts_to Provide Coverage_for_Families_ansi
Children

Blue Cross & Blue Shield has consistently encouraged benefit
programs that include meaningful coverage for families and children.
All of our newer products automatically include the pre-natal, early
childhood and managed care features necessary to assure availability
and access to necessary care.

Legislatively there have been tuo initiatives that extend tae
availability.

1. Approximately 10 years ago a Health Reinsurance Association
was established by state statute to assure access to comprehensive
medical coverage for all. Unfortunately high utilization has led to
premium increases, membership declines, and the emergence of a pool
made up primarily of uninsurables. While uver 50,000 contracts were
originally covered through identical Blue Cross & Blue Shield and
Health Reinsurance Association Products, today only 10,000 contracts
remain. Even with the premium increases, Blue Cross & Blue Shield and
commercial carriers lost millions of dollars annually without benefit
of premium tax credits.

2. During 1989 the State legislature passed a bill mandating
early childhood benefits in all health insurance policies. While this
seemed like a laudable proposal the bottom line effect was an
additional 5+% increase in many policies. As mentioned earlier we
are, as a matter of policy, including such benefits in our new product
offerings. We are concerned that mandating it for all policies may
adversely affect the expansion of more cost effective programs.

4,
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Recent Connecticut Efforts Regarding the Uninsured

The number of persons without health insurance coverage is
alarming nationally and in Connecticut. Last year our legislature
established a Governor's Blue Ribbon Commission on State Health
Insurance to seek solutions to this multifaceted problem. This group
includes representatives from consumers, providers, business,
carriers, special needs populations and government. They are working
toward a proposal that can be released by March of 1990.

While deliberations are still quite preliminary, there are
several themes that have emerged.

1. The problem is multi-dimensional and segmented. There
probably is not one solution that can solve it all effectively.

2. Given budget constraints and economic problems, a focused,
incremental approach may be appropriate.

3. There is a need for every party to come to the table with
ways they can help . . .

carriers must determine ways to make basic benefit
coverage affordable;

welfare programs should consider ways to loosen medical
benefit eligibility;

providers must consider their social responsibilities to the
uninsured/underinsured;

everyone must be willing to pay their fair share, etc.

Similar commissions and demonstration projects are operating
throughout the nation. It is critical that we monitor results
carefully and transplant concepts and programs that are successful.

The Blue Cross & Blue Shield of Connecticut Perspective

We believe that no one party is responsible for the current
problems of rising health care costs and the uninsured and that no one
party can solve them. We call for collaborative efforts that seek
specific solutions for specific segments of the problem.

There are major initiatives already going on across our nation.
Businesses have had enough of major health insurance increases. The
incremental effect of mandated benefits is being recognized and
increasing pressure is mounting to reducing this barrier to affordable
insurance. The devastating effect of being uninsured is garnering
widespread attention. We feel that these concerns and related
initiatives must have time to come to closure. We do not feel that a
massive Uninsured Health Insurance system is appropriate at this time.
We call instead for improvements in our current pluralistic system of
health care financing. We encourage ways to carry these initiatives
forward including:

1. Tax incentives for small employers who offer health benefits
to employees;

26-235 0 - 90 - 5
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2. Expansion of Medicaid eligibility for Medical Caret
3. Elimination or reduction of mandated benefitst
4. Fine tuning of state risk pools to better spread the cost

and increase the affordability of benefitst
5. Competition among carriers to offer basic benefit programs.

The Medicare Catastrophic Care issue has made it all too evident
how difficult it is to deal with health care systems problems in a
broad way. We encourage a local challenge to find solutions, to
execute solutions, and to share positive results about solutions as a
better path to follow.

'1
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Mr. MORRISON. Thank you.
Ms. Spegele.

STATEMENT OF JANET SPEGELE, VICE PRESIDENT, LEGAL DE-
PARTMENT, CONNECTICUT BUSINESS AND INDUSTRY ASSOCIA-
TION, HARTFORD, CT

Ms. SPEGELE. My name is Janet Spegele, and I am Vice-President
of the Connecticut Business and Industry Association, CBIA. The
association represents approximately 6,700 firms in this site, em-
ploying well over 700,000 men and woman in this state. Though
many of our members are large employers, certainly the vast ma-
jorities of those 6,700 companies are small employers employing
fewer than 100 employees.

My perspective today is the one that I have been asked to speak
on, which is the effect of rising health care costs on Connecticut
employers, and on Connecticut employer's ability to provide health
insurance for their employees.

Health care costs are indeed rising. I think we have heard about
it, but I think it is interesting to look at it from the perspective of
the employer who is now paying a significant portion of those costs.
Every year CBIA conducts a survey of its membership to identify
some of the problems that are of greatest concern to these mem-
bers. And this years survey has some good news in that, as in
many years in the past, we have recorded that a substantial major-
ity of our members do provide health insurance, do offer it as a
benefit to employees, and it is somewhere around the 95 percent
range.

I think when we look at the statistics on the number of unin-
sured in this state, many of those statistics are based on extrapola-
tions from national figures. When we look at our membership, we
find that projections which the number of uninsured are somewhat
less than some of these extrapolations from national figures.
Maybe because this is an insurance capital, and insurances are
readily available here. But certainly among our membership, there
is a very, very strong showing or provision of health insurance.

That is the good news. The bad news, of course, is what we have
been hearing on these panels all along, that health insurance costs
are rising at startling rates. From the survey that we conduct
every year, % of our employers report that the cost of insurance
has risen more than 20 percent; 1/3 report that it has risen more
than 30 percent; and for the first time, we have got a significant
portion, I think 10 percent is a significant portion, reporting that
their health insurance is increasing over 50 percent. A very large
chunk, and a very large cost of doing business.

More important than the rate of increase is the proportion that
employers are being asked to spend on health insurance. And
though we do not have any state wide statistics on this, one of our
major Connecticut manufacturers did do an in-house study of this
over the last decade and found that whereas 10 years ago employee
health insurance costs represented 18 percent, of the average em-
ployee wage paid to that company's employee, today those health
insurance costs have risen to 30 percent of the average hourly
wage.

1 ;
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What that means is that it is really an add-on to every employ-
ee hired. On top of the wages paid, on top of worker's compensa-
tion, on top of unemployment compensation taxes, on top of a
whole series of other costs we have a 30 percent add-on in health
insurance costs that must be paid. That has to have a chilling
effect, I think, on any decision made in terms of expanding the
work force. And it has a compellingit is a compelling factor in
terms of thinking about reducing the work force.

With costs of this magnitude, it is no surprise that our survey
again shows that the number one concern, the number one cost
concern of businesses in this state on this survey, is the rising cost
of health care. Faced with escalating costs, employers have been
compelled to find ways of slowing the increases, or jeopardize their
ability to compete nationally and internationally,

And I think 1 would like to emphasize that point because earlier
Congressman Morrison made the point that these costs are really
not absorbed by businesses, they are passed on. But I think as we
look at the nature of the economy, it is no longer one in which
prices reflect, or can continue to rise unless productivity is de-
creased. That many, many of our Connecticut employers are com-
peting not only nationally, but they are competing in international
markets where the cost of producing a product or a service is con-
siderably lower.

So, to the extent that productivity can be increased, some of
these increased costs can be absorbed. To the extent that they
cannot be increased, they must be absorbed by the employer and
cannot be passed on in prices because that would jeopardize the
ability to compete.

Employers are responding to the high cost of health care in a
number of ways. As an organization, CBIA has been directly in-
volved in examining increases in hospital charges. We have learned
already that hospital charges make up a significant, probably the
largest single portion of the insurance claim dollar paid out.

And we too are concerned with the issue of looking at the differ-
ence between perhaps the price charged for a service and some
ways of getting to more efficiently and more cost effectively provid-
ing that service, and really questioning whether the price charged
is reflective of the cost of that service and try to narrow the differ-
ence between examining whether there is a way of narrowing the
difference between cost and price.

On an individual level, employers are instituting series, with the
help of insurance companies, instituting a series and a variety of
ways of trying to more efficiently deliver health care, doing it at a
more cost effectively in a more cost effective way through utiliza-
tion of HMOs or through flexible benefit plans, or through utiliza-
tion review. Any number of managed care elements are being in-
troduced to try to make better use of what is available.

One of the more prevalent ways, unfortunately, over the last
decade of trying to save costs for employers is to be asking employ-
ees to take a greater portion of the cost of health insurance.
Whereas, a number of years ago, in the '40s when health insurance
was for the first time offered as an employee benefit, the employers
absorbed that cost almost universally.
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As time passes, the cost of becoming so high has meant that it is
compelled them to ask employees to absorb some of these costs.
And our survey shows that more than 40 percent of our employers
are now examining that as an option, either increasing, or for the
first time asking employees to shoulder some of the cost of health
insurance that is provided through the work place.

On the one hand, we find that when employees have a greater
stake in paying for health care through their health insurance,
they are more likely to be more efficient users of this care. And to
the extent that we can more efficient utilization of health care in
this state, or in this country, we are going to have an effect and an
impact on stabilizing medical costs.

On the other L and, employees found, or asked, to contribute to
health care costs or to health insurance, sometimes find themselves
unable to do that. And to that extent, the shift to asking employees
to pay for health insurance or to contribute to those costs is actual-
ly contributing to a larger pool of uninsured.

But just as individuals are finding that they cannot afford to
shoulder the cost of health care, we find that more and more em-
ployers are finding that they cannot shoulder the cost of health
care either. And as an organization, we provide health insurance,
or serve as a conduit of providing health insurance to small em-
ployers in this state.

On a yearly basis, as those health insurance premiums rise to
absorb some of the cost of rising health costs, there arethere is a
statistic called the non-renewers. Those companies, and in this
case, all small employers, find that they cannot renew. Cannot
renew because the cost of theirthe increase in their premiums
has meant that it has simply become a prohibited expense, so that
we are finding that the high cost of insurance is creating real bar-
riers to coverage, and deterring, I think, the expansion of employee
health insurance in the private sector.

At the same time that employers are finding it harder to provide
health insurance, we look at the narrow eligibility for Federal and
state health insurance programs, and we find that there are a sig-
nificant number of individuals who are at or near poverty who are
left outside of the Federal and state entitlement programs.

Kenneth Thorpe, in his testimony, already alluded to the statis-
tics that if Medicaid were expanded to include individuals at 200
percent at the poverty level, the expansion would reduce the
number of uninsured individuals by approximately 2/s.

In addition to these narrow eligibility standards, there is also the
whole issue of sufficiency of funding. Medicare and Medicaid reim-
bursement are not keeping pace with the cost of health insurance
nor health care. And to cover these short falls, hospitals and doc-
tors alike are passing on their loss that they are suffering , pri-
vate patients, and, therefore, to employer funded health insurance.
Employers are, therefore, not only paying the cost of medical care
for their employees and their employee dependents, but they are
funding the deficits created by inadequate Medicare and Medicaid
funding.

I have also been asked to speak on the much larger topic of how
to expand access to health care in the United States, especially for
families and children. And I think I have just referred to the first
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step that I think has to be taken, which is for the Federal and state
government to live up to their responsibilities and adequately fund
Medicaid and Medicare progra:as. And that adequacy means suffi-
cient reimbursements to cover the cost of programs that are al-
ready available, but also, as I mentioned before, expanding eligibil-
ity to cover those who are at or near the poverty level.

Adequate government funding would eliminate or significantly
reduce the private sector subsidy of government shortfalls, and
make private insurance more affordable, if not totally affordable
for many more employers and employees.

Another step has already been alluded to, and that is the exami-
nation of health insurance mandates, which are primarily a state
function. Examining them, not only in terms of their impact on
cost, but in terms of their impact on health status. More does not
mean better in terms of the quality of care, but it certainly does
mean a great deal more in the price of that care.

Some statistics have already been alluded to by the previous
speakers. I do not think there is any single answer to how to best
expand that access to health care coverage. And there is no ques-
tion that it is a problem. But from an employer perspective, I think
the first step, and the best step, is to try to work on bringing down
the cost of care, and bringing down the cost of insurance so that
more people can afford it.

Thank you.
[Prepared statement of Janet Spegele follows:]
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PREPARED STATEMENT OF JANET SPEGELE, VICE PRESIDENT OF THE LEGAL
DEPARTMENT, CONNECTICUT BUSINESS AND INDUSTRY ASSOCIATION, HARTFORD, CT

My name is Janet Spegele. I am a vice president for the
Connecticut Business and Industry Association (CBIA). CBIA
represents approximately 6,700 firms which employ over 700,000
women and men in Connecticut. Our membership includes firms of
all sizes and types; however, the vast majority are small
businesses with fewer than 100 employees.

I've been asked to speak on the effect of rising health care
costs on Connecticut employers and on their ability to provide
health insurance for their employees.

Health-care costs are indeed rising. Every year, CBIA
condusts a survey of its membership to idintify areas of special
concern to employers. In this year's survey - as in our previous
surveys - the overwhelming majority of employers report that they
provide health insurance coverage for employees (95 percent).
But the cost of this coverage has increased at startling rates
over last year:

o Two-thirds of employees report that the cost of health
insurance rose more than 20 percent;

o One-third report increases of more than 30 percent;

o 10 percent report ' icreuses of more than 50 percent:

But even more significant than the rate of increas, 4m the
proportion of dollars spent on employee health insurance
coverage. One major Connecticut manufacturer has done an
analysis of health-insluance spending in relation to employ's
wages over the last 10 years. He found that whereas 10 year ago
employee health insurance costs represented 18 percent of "..a
average hourly wage paid to the company's employees, today
company's health insurance costs represent 30 percent of the
average hourly wage.

This 30 percent add-on to wages must be factored into any
decision concerning whether or not to expand the workforce and
whether or not to reduce the workforce.

With costs of this magnitude, it's no surprise to find from
CBIA's membership survey that employee health insurance costs are
the number-one cost concern for Connecticut businesses, outpacing
even business taxes. Faced with these escalating costs employees
have been compelled to find ways to slow the increases or
jeopordize their ability to compete nationally and
internationally.

And employers are responding in a number of ways: They're
instituting managed care elements into their insurance plans for
more efficient utilization of services; they're changing
health-care plan designs, such as HMOs and flexible benefit
plans; and they're asking employees to share the costs of
coverage. (Over 40 percent of employees report having initiated

i;
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or increased employees' contributions for health insurance
coverage over the last year.)

Sharing the costs can slow the rate of increase in employers'
costs and increase employees costs. On the one hand employees
who have a stake in paying for t'leir health care are likely to be
more efficient users of this care. And, in the long run, more
efficient utilization could help stabilize the costs of medical
care.

On the other hand, employees who are asked to share in the
costs of their medical insurance may choose to do without
insurance rather than contribute. I can't help but wonder how
many among the numbers of the medically uninsured who are
employed or dependents of employed have been offered insurance on
a cost-sharing basis through an employer but have chosen not to
contribute to the coats.

Of. course, the significant cost of employee health insurance
has also meant that some employers simply can't afford to provide
it at all - just as some individuals can't afford the costs.

The high cost of insurance has created a barrier to coverage,
deterring the expansion of employee health insurance coverage in
the private sector.

At the same time, the narrow eligibility criteria for federal
and state health insurance programs has left a significant
portion of individuals who are at or near the poverty level
outside the Medicaid system. It has been estimated that if
Medicaid were expanded to include individuals at 200 percent of
the poverty level, the expansion would reduce the number of
uninsured individuals by two-thirds.

In addition, the federal and state funding that is available
is not keeping pace with rising health-care costs. Medicare and
Medicaid reimbursements fall short of the full cost of medical
care. To cover the shortfalls, hospitals and d)ctors are passing
on the loss to private patients and therefore employer-funded
health insurance.

Thus, employers are not only paying the costs of medical care
for their employees and employee dependents, but they are funding
the deficits created by inadequate Medicare and Medicaid
reimbursements.

In discussing the problem in this country of the medically
uninsured, it is often observed that the United States is unique
among Western nations in its failure to have a national health
insurance program or national health service that makes health
care available to all its citizens. But another aspect of this
uniqueness, is that the U.S. stands alone in using employers as
the primary funding source of medical care.
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This leads me to the final topic I've been asked to speak on:
How to expand access to health care in the U.S., especially for
families and children.

I've already referred to the first step that must be taken in
improving access. Both federal and state governments must live
up to their repsonsibilities and adequately fund the Medicare and
Medicaid programs. Adequate funding means providing
reimbursaments to cover the costs of care for those currently
eligible for these programs and expanding eligibility to cover
those who are at or near the poverty level (e.g. at 200 percent
of the poverty level).

Adequate government funding would eliminate or significantly
reduce the private-sector subsidy of government shortfalls and
make private insurance more affordable for employers and
employees.

But additional steps must be taken to make private health
insurance more affordable: The cost of health insurance mandates
must be thoroughly examined to determine their impact on cost and
their impact on health status. Requiring that every group health
insurance policy provide cadillac coverage only guarantees that
the insurance will bear a cadillac price tag aod place the
product out of reach for many employers and individuals.

There is no single answer to the complex problem of how best
to expand access to health-care coverage. But taking steps to
make coverage more affordable will go a along way to making it
more available.

Thank you.
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Mr. MORRISON. Thank you Ms. Spegele. You quoted me a little
bit out of context, and I think we ought to clarify it. You said that
I had said that all the costs were passed on. I said that corpora-
tions do not have an independent way of paying for things. They
pass on part of the cost to the Federal government through tax de-
ductions. They pass some portion of the cost on in their prices, and
some portion back to their stockholders in terms of lost profits.
And that was my point. Not the point that you seem to suggest
that I made.

Ms. SPEGELE. Forgive me.
Mr. MORRISON. I just think it ought to be clear. I also find that

everybody seems to say about how complicated this problem is.
However, one does have to say that it is extraordinary that while
every other industrialized society in the world has answered this
question of complication by taking a universal approach, everyone
on this panel seems to be very reluctant to embrace that kind of
answer.

Please explain to me why it is that the United States is so
unique among the OECD countries that this one somewhat simpli-
fying and unifying principle which seems to apply in every other
society does not apply.

And the question I would like each of you to answer to get at
that question is, what is your view of the relationship of access to
health care to the role of being a member of this society? Is health
care something in the nature of a right that members of the society
should expect to have? Or is it, like cars and other commodities
with which if you cannot afford one, well, at is the price of the
market place? We obviously have both kinds of things in this socie-
ty. Some of which we distribute as a matter of right, like an educa-
tion. We say that every child should have a right to a certain basic
education regardless of his or her income level. On the other hand
we say that many commodities that are market place commodities,
access to which is purely a function of your market place power
how many dollars you have to bid with.

I think that this is a fundamental value choice that the country
is faced with, and I wonder what the position of your organizations
is on this question. Which is it?

Ms. SPEGELE. I do not think that our organization has taken a
position. I think our country probably has taken a position that
health care has become over time a matter of right. None of the
segments of the population have been willing, and I do not think
should be willing, to deny health care where it iF needed. And I
think there is a general, a societal view that health. care should be
available to all those who need it.

It is a question of how to achieve that. And where we have
models available, and I am not speaking from a position of exper-
tise, I am speaking now as sort of an observer of the scene, where
we have models available, and kind of perhaps one that has been
referred to earlier, the statistics would show that there is less
money per capita than yet a greater availability.

And one of the things I think in looking at, and trying to make
health care more universally available through some sort of a na-
tional plan, is that it would not be like Canada. It would not be
more persons getting it for less than we are now paying, with more
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persons getting it for a great deal more than we are now paying for
it because I think there are a series of expectations in this country
that are very different than those that exist in Canada or in Great
Pritain.

And we have become used to, those of us that have that care, to
the maximum that is absolutely available. We want it now. And
that is not the Canadian or British expectation of care. There are
those who are crossing the border from Canada so that they can
get what they want now by going to American hospitals and paying
for it.

But when we are looking at the Canadian or British model, I
think it is important to look at the difference in the set of expecta-
tions that Americans have, or North Americans in the United
States have about health care, versus those in some other countries
that now have additional health care available.

That is not to say it will never work. It is just to say that it is
not so easy to place that model onto a U.S. population and expect it
to work quite the same way.

Mr. MORRISON. Well, let me understand what you are saying.
That is a very interesting comment. You argue that between the
United States and Canada, which physically, geographically, and
culturally is our closest relative among nations, that basically, we
want a lot more and have much higher expectations of what we
should be able to get and how quickly we should be able to get it,
et cetera?

Ms. SPEGELE. I made that comment, not because I am an expert
on it, but- -

Mr. MORRISON. Well, we do have an expert here, and he will
probably tell us what he thinks about that in the next panel. But I
am more interested in whether that leads to the conclusion that
there is no dollar level, no GNP percentage level, at which Ameri-
cans would be more satisfied with a universal system than the one
we have now where we keep the price down by keeping certain
people out?

In other words, letting some people remain out of the system is
how we keep it from going from 11 perc.mt to 15 percent of the
GNP. If you are right, in order to get universal, we just have to
spend more.

But this does not get you away from the basic value question of
.vhether we are going to save money by keeping people out or save
money or not save moneyby letting more people in?

Ms. SPEGELE. I do not think I answered the basic value question.
Mr. MORRISON. Well, let us give some other people a chance at

the basic value question.
Mr. LEROY. Congressman, I think in this country that indeed we

have reached the stage where, in fact, health care is looked at as a
basic right. And I guess the question is, how is it provided? Is it
provided through a wholly governmental mechanism, or is it pro-
vided through a combination of private and public mechanisms?

What gives us pause. guess, in fact, of course, I have amy
companies I represent . a very large stake in how that is an-
swered. We do provide 11,,..alth insurance to the vast majority of
Americans through he private sector mechanism of it.
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But the issue of finding a level so that all are covered is a real
issue that Congress has to struggle with. I guess what gives us
pause in a sense is how Congress has decided on how it has man-
aged the Medicaid and Medicare program to some extent.

Both started out with the intent that all would want to provide
coverage for various segments of the population that might not be
covered by private sector insurance, Medicare for the elderly, some
disabled Medicaid for the poor.

And what we have seen over time is a contin aed promise of bene-
fits with a ratcheting down of a financial commitment to provide
the coverage that was promised, with disastrous results for both
hospitals, providers, private insurers, and employers because, in
fact, we are paying the tax for, right now, that is a hidden tax, of
the cost shift of the inadequate reimbursements that are going to
cover these individuals who are supposedly promised coverage.

What is a concern when you talk about a general omnibus sort of
solution is, what is the Federal government going tc do? Promise
again, and then start ratcheting away at the original promise?
That is a concern.

As Jan said, I think that there are other issues involved when
you start to talk about comparisons between---

Mr. MORRISON. Wait. We are way down the road beyond the
basic question. I am very interested in your observations, and I
want to come back to them. But let's try to focus them, rather than
getting into a long discussion.

I want people to answer the question of whether you think that
our society ought to treat access to health care as a right in society
as opposed to something that depends on one's market power?

Mr. LEROY. That first question is an answer, yes. And there are
different solutions as to how that is done.

Mr. MORRISON. Well, it frankly surprises me that the health in-
surance industry does not want to sell health insurance to the Fed-
eral government for everybody. It is kind of bizarre that your
answer to the question leads to, "Let the government deal with
some marginalized population and let us deal with what we view as
a more profitable population."

Mr. LEROY. We are hit on the same issue of why are you not for
an employer mandate? Does that not mean increased, if you have
an employer mandate, does that not mean an increased market for
your products? Our industry has looked at it and stepped badk and
said, that might be fine and dandy, but in short, what does that do
to our economic system when you have small employers who are
not going to end up economically viable because of the increased
costs that we place upon them? We have tried to take a broader
look, Congressman.

Mr. MORRISON. I understand that, but my point is this. As to em-
ployer mandates, it is very noble of you not to want to do more
business because you consider its impact. It ought really to drive
you to ask the question, why do we have employer based payment
at all for health insurance? Does that make any sense when you
find that as employers get smaller and less profitable, loading that
particular cost on to them on a per capita basis does not necessari-
ly come out with a good economic result?
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What that ought to drive you to is the question, why we have
this system of payment at all?

Mr. LEROY. I would disagree that our system of providing health
insurance through the employer mechanism is not working. It has
worked, and it should continue to work if certain actions are taken
by the government to allow it to continue to work.

Mr. MORRISON. Well, you know, there is a lot of dissension
among the Fortune 500 leadership. The CBIA's position today does
not sound exactly like what I hear from the executives of major
Fortune 500 companies about whether they think the employer-
based health insurance system is working. Those who are exposed
to international competition seem to particularly find that the
American way of paying for health care is very damaging to their
international competitiveness because their burden of paying for
health is on a per capita basis rather than on the basis of their
profits.

Mr. LEROY. I have to make one comment, and I will let you get
on to try and get other answers from it. But the comparisons are
not as clean cut as some would make it out to be. If one looked at
Canada, for example, there is more going on. I mean, you know,
the issue of statistics. But we began about I believe 15 years ago
with the same percentage of GNP going toward our health care
system What occurred from that period of time up until now is the
fact that they have had much faster growth in Canada than we
have had in our economy in the U.S.

If our economy had grown at the same percentage as Canada,
our percentage of expenditures going to our health care system
would be lower. So, you have to be a little careful in some of the
comparisons that are being made.

Mr. MORRISON. I think we will get a chance with Professor
Marmor to get into some of those questions down the road.

Mr. Ho ldt.
Mr. HOLDT. I would say that the goal is that health care is a

right. However, because of limited capacity, dollar capacity, or pro-
vider capacity, then it becomes almost a commodity. So, the goal is
a right, but because we do not have enough to have everything for
everybody, which is indeed Nhat we want here in America, it is be-
coming more of a commodity.

So, it becomes an issue of how you draw the boundary line. In
the model that we have active in the United States today, and it is
not right, it is a boundary line that is based on economics. The
poor, more often than not, are the ones that fall out.

In the British system, the boundary line is sometimes based on
age. They have also a limited capacity, but the most popular prob-
lem example is that if you are over 50 years old and you need dial-
ysis, you just do not get it. Well, that is not good enough. That is
not going to fly in New Haven or anywhere in America. People are
going to say, hey, I want that.

The way we are doing it is not so right, but the way that some of
universal programs are not necessarily right either.

Mr. MORRISON. What you are saying is that if we are going to
limit the dollar amount spent in any way, at some level there is
going to be rationing. Unless we are, willing to spend an unlimited
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amount of money, something is going to have to be the dividing
line?

Mr. HOLDT. Yes.
Mr. MORRISON. But the question really is ought we to be striving

to have the limitation, or that awful unspoken word, the rationing
allocated on some non-economic basis having to do with the benefit
of the particular health intervention or the relative choice between
the needs of people involved, whether it is the youth or some other
measure like that? Does Blue Cross have an opinion on this?

Mr. HOLDT. I do not know as an official spokesman, if you will.
Mr. MORRISON. I have some more questions but I want to give

everybody a chance.
Mr. EVANS. Mr. Leroy, you say that perhaps one of the ways we

can deal with this problem is through expanded Medicaid coverage.
And one of the options being allowing individuals or families with
incomes above poverty but below 150 percent of the Federal pover-
ty level should be eligible to purchase, to buy in basically.

In addition, I would like to say that perhaps persons who are not
otherwise eligible because of higher incomes, ought to be able to
spend down. I think the problem we have is that most people that,
first of all, are in that category that might be able to buy in simply
are using the money for other purposes. What kind of amount of
money would you see that they would have to spend to buy in?

And then, secondly, I guess, the other problem is effectively this
kind of expansion says to people, we will help you, but you have to
waste all the resources and assets that you have accumulated over
the years, which in many cases, I know from my own experience
with this group of middle and lower income people is not much.
What we are saying is, basically you will get health care if you
spend off what you have accumulated. Is that really realistic?

Mr. LEROY. Well, Representative Evans, on the issue of the buy
in. I think that you can set those premium levels really anywhere
you want to depending upon what sort of subsidy you want to pro-
vide. We have done somewe are doing some number crunching
ourselves in regard to trying to look at prototype policies outside
the Medicaid system to try andif we were somehow to be allowed
to preempt some of our current state mandates, what would the
cost be if we had a very limited type policy to offer employers?

The same sort of analysis could go on looking at what sort of
first dollar covey age can we provide somebody before they get into
the Medicaid system? You can, depending upon the coverage, get
the monthly premiums down significantly. But there is a trade off.
Absolutely there is a trade off between the type of coverage to be
offered versus how expensive you want it to be.

As I said, I think that is probably a less significant problem than
indeed you point out on the spend down. That issue is a real one,
and I think it is a balancing between how our society places the
price of governmental services. You know, the issue arises in Med-
icaid with the nursing home issue, which I am sure you have
heard. Should you force somebody to become impoverished basical-
ly before you allow them into the governmental system of financ-
ing?

I do not have the answer to that. It h som: king that I am sure
you struggle with all the time in Congress trying to find the bal-
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ante between individual responsibility versus where the govern-
ment should step in.

Mr. EVANS. I just wonder, you know, in terms of people that are
just above the poverty level, if they are going to have any real in-
centive to buy into-

Mr. LEROY. Well, it is interesting in that some of the survey data
we have done, we have always been on the premise, and we prob-
ably have our middle class biases, that we bring to our work as
well as anybody else. If I didn't have all of a sudden health cover-
age from my employer what would I want?

I would want catastrophic coverage. Okay. I could go out and pay
for the initial visits in that sort of care. And I would want to be
protected if I had to go in the hospital, and it's going to run up a
bill of $50,000.

Many of the people at the near poor, that is not what they are
interested in. They know in a sense they do not have a huge asset
base.

What they are looking for is some limited first dollar type cover-
age so that when they want to go down to the local doc and try and
get some sort of first look, they will not have to have the choice of
spending $15 or $20, which ends up being a deterrent to going
down and getting in that door, sometimes causing the problem to
get that much worse because they do not get into the health care
system until much later.

I think both in some of the prototype policies we are looking at
and in Medicaid, they are trying to look at limited type first dollar
coverage knowing that if somebody is near poor, then the govern-
ment is going to step in if somebody really has something serious.

Mr. EVANS. All right. Janet, why do you say in your statement
that you wonder about the numbers of employers who offer a cost
sharing basis insurance to their employees? Why wonder? Why not
just include that in your survey next year? Why not ask your mem-
bers just how many of them are offering those kinds of programs,
and how many of their employees are participating? Could you
share that with us?

I suppose this survey is just completed for this calendar year or
something. Perhaps next year, if you could include that, we would
appreciate knowing that. It would give us more of a factual basis.

MS. SPEGELE. That's a good thought. Thank you for the sugges-
tion.

Mr. EVANS. Thank you.
Mr. MORRISON. One of the things that is most striking about the

proposals, which I would sort of call the private sector and provider
commv pity responses to this problem, is the interest in expanding
the 5( ope of people covered by Medicaid. That is said in the same
breath, or in the immediately following breath, as describing all
the inadequacies of Medicaidthe extent to which it is underfund-
ed, the extent to which none of the providers are satisfied with the
reimbursement rates or the reimbursement procedures.

And it is striking to me that we have the private sector arguing
that it ought to be maintained as the insurance vehicle for most of
the population, but that the most vulnerable people in the popula-
tion should be covered by what you have defined already as an in-
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adequate and underfunded system. Why? I really do not under-
stand this.

I mean, I would understand if the private sector came and said,
"We have got a product here. The government ought to give vouch-
ers to buy it." Or, I would understand it if you say, "Well, the
truth is that we cannot get universal coverage without some gov-
ernmentally operated universal insurance system." But why are
you for this two track systembecause that is what it is, and you
already know that Medicaid patients do not have the same access
as private patients? They do not have the same access to doctors,
they have problems in primary care, and all of the hospitals say
that they do not pay their way. Comments from each of you on
that?

Mr. LEROY. I think there are a couple of issues involved. I think
Medicaid is, I will not say collapsing, but is experiencing problems
in attracting providers and being attracted to hospitals. Primarily
because of their reimbursement level. I have not perceived the fact
that there is, necessarily has to be a two tiered system of health
care.

Mr. MORRISON. But you would agree that we have one now with
respect to Medicaid versus everybody else. And maybe we can find
some more tiers to put in. But we do not have equal treatment
right now, right?

Mr. LEROY. Not in hospitals, and I would be interested from what
Sister has to say. In hospitals, once somebody is in that door, and
in fact in this state, any uncompensated care is shifted over overtly
to our regulatory method into the rates of private paid patients.

I am not that familiar with primary care. I would have to think,
Representative, that there are problems.

Mr. MORRISON. And people do not get admitted to a hospital
unless it is the most dire of circumstances and they walk them-
selves through the door. We get admitted to hospitals through pri-
mary care physicians or others. So, there are lots of conditions that
go untreated in hospitals because the people do not have the basic
system that gets them in the door.

Mr. LEROY. I would, again, I think that for the individuals who
are in need of governmental services, there is nothing to say that
Medicaid cannot work to provide the right level of financing in at-
tractive right providers. But that is not happening right now.

Mr. MORRISON. Would you try to answer the question, why it is
that you want for one group of citizens a government system, and
for another group of citizens a private system? What is it that
makes that good social policy? Why should it not be the same for
everybody? What is so special about that group of people that you
want to consign them out of your business, which is really quite
strange?

Usually people want to sell their product to the broadest popula-
tion possible, yet you want some people not in your market place.
That is a very strange position for the insurance industry to be in.
I wound understand somebody else making that kind of proposal.

I still really do not understand why we should think about some
group of people the government should take care of, and some
group of people that should have private insurance.
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Mr. LEROY. Let me see if I can try and make a point. One is, I
think in this country it goes back to the fact of our society in that
the private sector is used as a mechanism to provide products, to
provide services if, in fact, there is not some sort of, I guess in eco-
nomic terms, market failure so it does not work.

And we would still say that for the vast majority of Americans,
the private sector of mechanism is indeed working. Now, to get to
the point of whether there could be something structured so, in
fact, the near poor end up utilizing the private sector mechanism. I
am sure there are methods to exploring that. And I am not the
expert representative to talk about that.

But as far as basically taking, and correct me if I am wrong, the
other step and saying everything should be funded through the
governmental entity, I think that is something that goes to the fact
that our country looks to the private sector to provide goods and
services rather than the government.

Mr. MORRISON. Yes, I think that is the position you probably
should be arguing. You should be trying to sell this stuff and argu-
ing that you are in the best position to sell it. I am not sure I
would agree, but it seems to me a very strange position that you
want to segment the market in the way that you do.

I would like Blue Cross to respond.
Mr. HOLDT. I think what we are saying is to try to fix something

that we know rather than throw the whole thing out the window
and start over again because we have not had a lot of success in
some broad based programs. I do not think we are saying to expand
it underfunded. We are saying funded.

Mr. MORRISON. Where is the money to fund it? You all want to
expand Medicaid. Do you know where the money is going to come
from? We have a $100 billion plus deficit in Washington, and we
seem to have a similar one in Connecticut on a per capita basis.
Where is the money to come from here?

Mr. HOLDT. In the state it comes from those that are insured, and
that the uncompensated care--

Mr. MORRISON. No. Well, let us leave the issue of uncompensated
care because we could have a long debate about whether it worked,
more or less, under the old rating system. Now we have a new
system that the hospitals like and nobody else doesexcept the
hospitals cannot get their rates set, so they do not like it either.

But are you saying that we should raise taxes to pay for higher
Medicaid and Medicare in order to get this system working, is that
the bottom line?

Sister VIRGINIE. May I comment?
Mr. MORRISON. Yes, Sister Anne.
Sister VIRGINIE. I think earlier this morning one of the pi esent-

ers talked about the fact, if we do a little altering of the manner in
which we do pay for some of the services that we have right now,
and I think she was speaking largely of those who are in the lower
economic situation, that if we did things more timely, more appro-
priately, and paid for them, we would be reducing the cost overall.
And those excess dollars so to ! peak could be used to assist. in fund-
ing those situations. I think it was Dr. Klerman, if I am not mis-
quoting her, talked about that possibility. And I think we really
have to look at that.

os,
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We are focusing a lot on the economics of it, and appropriately so
in this setting. But the fact of the matter is that, as a nation, let
alone a community like New Haven or the State of Connecticut, we
are not openly talking a major public policy kind of situation. We
are the providers and the insurers and the legislators. But there
does not seem to be a forum in which those who are really being
impacted on are really involved in that kind of a decision.

And so, I am probably going off on a tangent in that regard, but
I think we have a very serious social public policy issue that we
keep talking about in smaller firms outside of those that are im-
pacted on it.

Now, I wish today, for example, there could be people from the
business community here sharing in this. And they have talked to
you in other settings.

Mr. MORRISON. Well, that is the CBIA's role today.
Sister VIRGINIE. But I mean, the employees that are being im-

pacted by this.
Mr. MORRISON. I think it is important to note that we should say

that we only have the government come in when there is a market
failure. It seems to me that 37 million uninsured, 40 percent premi-
um increases, and employers finding themselves with 30 percent
employee fringe benefit costs to carry health insurance are all evi-
dence of a failing system. They are not evidence of success.

So, I think we ought not talk about our current system as if it is
a smashing success at the moment. Listening to the debate over the
hospital reimbursement system in Connecticut last year would not
lead one to believe that most of the paruicipants in the current
system think everything is fine.

Ms. SPEGELE. I would like to clarify the position in case I mis-
characterized it. I do not mean to be categorically coming out as an
organization in opposition to a national health system. Nor do I
mean to categorically endorsing a private sector government join-
ingI think what I am really saying is that we do not have the
answers. And that is where we are back to the complexity.

If there was a model out there that was working to everybody's
satisfaction, you could look out and say that is something that
some cf us could be endorsing. But as I alluded to before, I do not
know that the American public, the U.S.A. public is, despite some
of the surveys, are really willing to buy what the Canadian model
is because of its implications for less care than is the expectation of
Americans.

And I think all I am really saying is, given what we know, the
choices are not particularly appealing, and you work with what
youto say again what Mr. Ho ldt talked about, you work with
what you have got.

If what you know you have got is a Medicaid system that is not
working very well, you come up with suggestions that are going to
try to improve that. It is not to say that it is the best system, and
that there is not something out there, but I think all the position
that I am going to say about CBIA is that we have not seen it.

And if one is going to be advocated that really is working could
work, that may well open up possibilities for endorsement. But at
the current time, I do not know that there is something.
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Mr. MORRISON. Well, our next panel is intended to give us at
least some glimpses of some alternatives. I just would hope that
you will hear this and take it back to your respective organizations:
We do have a historical experience with the difference between
need-based access programs versus universal social insurance ap-
proaches in the contrast between AFDC and Social Security.

It is quite clear that Social Security, a universal social insurance
program to provide basic retirement, disability, and death insur-
ance, has been funded at the rate of inflation since 1972 with broad
public support. AFDC, which is a targeted, means-based system, is
funded now at about 2/3 its 1972 level in real dollars. That ought to
be instructive to people about what really happens in terms of un-
derfunding or adequate funding of government programs. Broad-
based social insurance has broad-based social support, and woe to
the politician who attacked social security. But any time you want
to find a few bucks you do not have, just cut a few bucks out of the
AFDC and everything will be fine. And that is your Medicaid prob-
lem.

In my humble opinion, we are going to have It until we get uni-
versal health insurance, whether we buy it from the insurance
companies or whether we buy it from the government directly.

Thank you very much for your testimony.
Our third panel is Theodore R. Marmor, Ph.D., Professor of

Public Policy and Management, the School of Organization and
Management at Yale University; Steven Wolfson, M.D., Chairman
of the Health Systems Planning Committee, New Haven County
Medical Association; and Leonard S. Krassner, M.D., President of
the Connecticut Chapter of the American Academy of Pediatrics
with office in Wallingford, to be accompanied by Elsa Stone, M.D.
who is the Vice-President and Chairperson, Committee on Health
Financing in the Connecticut Chapter of the American Academy of
Pediatrics.

I would like to thank all of you for joining us today. We look for-
ward to your contributions to the hearing. Your written statements
will be made part of the record in full, and we would ask you to
summarize.

Obviously, you have been here listening to what has been going
on for some or all of the morning. Not only should you feel free,
but you should feel specifically requested, since your panel is spe-
cifically alternatives and responses, to pick up on the various testi-
mony and questions and tell us how you would answer some of the
questions yourselves.

Professor Marmor, we will start with you.

STATEMENT OF THEODORE R. MARMOR, PH.D., PROFESSOR OF
PUBLIC POLICY AND MANAGEMENT, SCHOOL OF ORGANIZA-
TION AND MANAGEMENT, YALE UNIVERSITY, NEW HAVEN, CT
Dr. MARMOR. Thank you for inviting me to come to speak to this

panel. What you said in general about the preceding speakers espe-
cially applies to what I want to say today. What I would like to do
is talk about the way medical care arrangements are structured in
Canada, try to address some of the myths that were repeated by
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the panel before you this morning, and try to suggest realistically
what it is we can learn from them.

Canadians do not have an idealized or an ideal system. They just
have a system on most measures which is better than ours. And it
is very difficult to get clear about that in the light of the kinds of
claims that are made about the differences between the Canadian
and American population.

So, I mean to go point by point through the main assertions I
want to make, and assume that I can back them up in response to
your questions. I want to be careful not to go over in the first
round.

I think the first thing to notice in thinking about Canadian cir-
cumstances to our north is really a point you made, Congressman
Morrison. And, that is, of all the countries in the world, Canada is
the most similar to ours. It is not identical to ours. Just nothing
else is closer. So, if you are ever going to learn from any place, you
are likely to be able to learn from there before other places.

That leads me to draw a sharp distinction, for example, between
comments made about foreign systems like Britain's or Sweden's as
opposed to Canada's. That is, there may be some things true of all
the foreign systems. And that would be worth noting because if it
is true of all of them, it is likely to be true of us too eventually. But
I do not think it is helpful to selectively pick other countries for
comparison because Canada is so similar.

What do I mean by so similar? Well, for one thing, the world of
Canadian medical care up through the mid-1970s was really practi-
cally identical to that of the United States. Physician operating in
the Canadian hospital in a city like Toronto would have faced the
same technology, have faced the same arrangements that they
would have faced if they were in Chicago. Likewise, Vancouver to
Seattle. Manitoba to Minnesota.

And if you ask what are the journals that they read? What kind
of technology did they have available? What were their citizens ex-
pecting in the way of medical care? How do they deal with their
hospitals? Were the hospitals owned by the Province? No. They
were private community hospitals rather like ours with lay boards
of directors. How were doctors paid? They were paid fee-for-service
the way our physicians are paid. Where did the money come from?
Well, it used to come from private insurance of the Blue Cross/
Blue Shield kind, and then it came from the government.

In other words, Canada came in the 1960s and 1970s to something
that you might call "socialized health insurance". That is not the
kind of something called "socialized medicine". That is point one.

Point two, although the two countries are not identical at levels
of economic growth and wealth and urban rural circumstances,
anybody who has spent any time in Canada knows two things.

First, its diversity. Geographically and socially it is comparable to
that of the United States. The differences between Prince Edward
Island and Ontario are as great as the differences between Maine
and California.

Secondly, they would know that Canadian society has a consider-
able amount of decentralization, comparable to our states. That is,
the province's do a great deal of the work of government in
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Canada. There is no radical difference between the role of govern-
ment overall, or the dispersion of the role of government.

So, for all these reasons, since the time that Canada turned to a
program of universal hospital and medical insurance. (As I said in
the testimony, they came to it in two stage:- -in the late 1950s the
hospitals, in the late 1960s the medical). By this time they came to an
overall system step by step, but nonetheless complete, we came to a
situation between the United States and Canada where we had
something like a natural experiment to conduct. So, from 1971 to 1989,
we have been conducting a grand qk..asi-controlled experiment in
the impact of different kinds of fundirg on relatively similar medi-
cal care systems. In their case, for everybody in the population, in
our case, for most people in the population through fragmentary fi-
nancing and for some not at all.

Now, let me just say a word or two about what the present cir-
cumstances are, and then say what I think about the results of this
experiment we have been conducting, and then the bearing of it on
us.

Where are Canadians now? What is the situation with respect to
health insurance? At the moment every Canadian citizen is cov-
ered for all basic necessary hospital and medical care expenses
without co-insurance or deductibles. This is done through 10 pro-
vincial plans in which the Federal government pays 40 percent of
the amount in each province if the province administers a plan
which is open to everybody, has no cost sharing at the point of use,
covers all basic hospital and medical care, and is publicly adminis-
tered.

Those four conditions produced and justify the Federal compen-
sation, and as you can imagine, there is no province that refuses
those terms. So, that is the result.

Think about it this way. Imagine 25 years ago a very comprehen-
sive Blue Cross hospital plan combined with a very comprehensive
Due Shield plan that had no first dollar deductibles or co-insur-
ance. Imagine both of those things put together and run by a single
unit and given to every citizen in every state in the United States.
That is what you would have.

Those are the present facts about Canada. They spend in this
scheme about 81/2 percent of GNPthat is, about 3 percentage
points of GNP less than we doon health care. There are no finan-
cial barriers to care. Everybody is covered at an expenditure which
is about 1/4 less of their national wealth.

I will turn to the statement about how they grow faster and
therefore spend less at a later point. That is what they have been
doing since 1972.

What are the results of this experiment that ought to concern us
most of all? Well, the first result I have already mentioned: they
have managed to introduce comprehensive benefits and universal
care at a significantly lower cost.

Their funding scheme, while it came in with an expansion of eli-
gibility, brought with it a reduction of their relative performance
and expenditures to ours.

Look at figure 2 of my testimony, Ho,pital and MD Expenditure
as Share of GNP. I think it is useful. A picture does tell the story
more effectively. As you can see from the post-war period, Canada
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and the United States spent about the same percentage of GNP onmedical care. In fact, it is hard to tell which is Canada and whichis the United States for those years.
Notice that after 1971 there is a sharp divergence in the propor-

tion of expenditure going to medical care. And the sharp diver-
gence has Canada spending less and giving the most, and the
United States spending more and giving the less. I can go on and
talk about that later how that is accomplished. I just wanted to es-tablish the fact that it has been accomplished.

The next result of the experiment is that in order to have done
thatto have expanded insurance coverage at the same time they
reduced the rate of increase in the share of GNP going to medical
careCanada had to bargain very hard with the providers of care,and that they did.

The 3 percentage points of GNP that are different between
Canada and the United States are accounted for in the following
way.

About 1 percentage point of that, about $40 billion is accounted
for by differences in administrative costs. Not costs of actually get-
ting care. Not medical care. It is not the cost of getting to the medi-
cal care. It is the cost of moving the paper around within medical
care. If you look at my figure 3, you will see that the gap in admin-
istrative costs is just staggering between the United States and
Canada. It is the fastest growing difference between the two.

The gap has been growing ever since the late 1950s and since the
1980s is just staggering. In other words, one of the costs of the ex-plosion in cost shifting and managed care is that we spend a lot
more money on maneuvering the dollars around and marketing
those dollars.

The previous panel really illustrated for you the complexity they
wanted to introduce into this system in order to get a handle on it.
It is precisely this complexity that produces those administrative
expenses.

Marketing the care, getting second and third opinions of the
care, having physicians call up nurses to check in order to do some-
thing, deciding whether one is in one category or another category,
making sure that patients go from this hospital to that hospital,
having doctors worry about the coverage in this plan as opposed to
that plan, deal with the disputes about whether it was right that
you did X rather than Y.

$40 billion, or so some estimate. If you say that as if you knew
that was the amount, you are a fool and should not be paid atten-
tion to. But something on the order of that is agreed to. Nobody
gets healthier as a result of those expenditures, that 1 percentage
point of GNP.

Probably another percentage point of GNP has arisen in differ-
ences between fly, payments for physicians. Now, it is important tokeep in mind that payments for physicians are the number of
items times the price of the items.

Canada has restrained very sharply the prices of the items that
medical care physicians provide. Very sharply. Since 1975 or there-abouts, the fees for medical care have been kept at or below the
general rate of inflation. In other words, the fee schedules nave
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been falling in real terms during the last 15 years. It is important
to know.

The reason I bring it up is that one of the prices, or one of the
consequences, of the Canadian scheme is that they have had very
bitter continuing struggles over what those fees ought to be. To the
extent they have been successful in restraining fees, they would
have to be successful so to speak in generating conflict. There is no
way to have one without the other.

National expenditures for medical care equal the incomes of pro-
viders in the nation. That accounting identify is the key to social
conflict in this area.

What we do in the United States is disburse the conflict among
citizenssick people, doctors, patients, among all the parties. What
happens in Canada is that the single payer is in sharp conflict with
the providers over what they are going to be paid.

Now, doctors in Canada have expanded the volume of services to
some extent, partly to compensate for lower fees. But still the com-
bination of both that expansion and the severe restraint has meant
that the amount of money going to physicians in Canada versus
the United States explains possibly a percentage point of GNP.

And the other percentage point of GNP has to do with the way
they budget and pay for hospitals. Every year in Canada, the pro-
vincial minister of health and that staff negotiate with each hospi-
tal. And they tell each hospital roughly speaking what the budget
is going to be for the next year.

Now, that budget is going to be increased each year typically by
the amount of economic growth in the society. The reason that is
the case is that the Federal grant is indexed to the GNP growth of
Canada. That 40 percent comes, in other words, with a year-by-year
increase.

The province is going to have a hard time explaining to its citi-
zens why it is not going to let its hospitals grow by the extent to
which their country grows. But any dollars above that are argued
like mad because the consequence for the province of spending any-
thing more than last year's budget, plus the growth of the econo-
my, means that you either have to increase taxes, or you have to
lower the budget of other public programs in the province.

The best orge.iiized restrainers of medical care expenditures in
Canada are other government departments who know that for each
dollar spent beyond the expected increase in the medical care
sector will come out of their high.

I will try just very briefly to explain why this difference is. What
meaning does it have for us? What are the familiar charges and
counter charges about Canada? And I will try just to hit on those
very briefly assuming that you want to press on more.

First, is it a case that Canadian expectations for medical care
are so low that it is possible to squeeze their budgets to 3 percent-
age points of GNP below ours without having squealing from the
Canadian population because they are so used to deferentially
taking whatever is given to them?

I think there is not one shred of evidence to support this claim, which
was made in the prior panel. I do not know where it comes from. I
will just give you an anecdotal illustration of it.
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A woman in Ontario six weeks ago tried to kill herself by swal-
lowing a whole number of poisons in her house. She came to the
realization of what the consequences were going to be and rushed
to the hospital in very bad shape. This is a real hospital with a rel-
atively inexperienced resident on duty at the time. And he knew
well enough that this patient ought to be getting to a tertiary care
hospital.

But he did not know, or he forgot what you should do in those
circumstances. They have a code for getting a helicopter in a very
short period of time to bring those patients to the proper hospital.
Instead he started calling by telephone to the various hospitals. It
took him about 12 or 13 tries before he found one that had a heli-
copter and had an operating room ready. The patient died.

The next day that case was on the front page of every Ontario
paper. The Prime Minister of Ontario, David Peterson, had to go
into Parliament to explain why emergency care was not available.
The Minister of Health, Eleanor Kaplan had to further explain,
having investigated the case. A d the answer was that this physi-
cian was not in a position, as he should have been, to have gotten
the emergency code, and he had never faced anything like that be-
cause for lesser emergencies there was a hospital 30 miles away
that would have sent one right away.

My point about that is, if the expectations were so low, you
would never have that kind of response. Canadians expectations
are really quite comparable to ours. They can watch the same tele-
vision movies. (In fact, there is worry about their pollution by our
television). Their physicians are trained in comparable settings.
The range of technology is there. It is just that it is used less.

So, there is the charge of lower expectations. There would have
to be lower expectations not only about the kind of medical care
you would get, but in what order you would get it, or how much
you would have to wait for it. So, that is one point. I do not think
there is a shred of evidence to support that.

Canadians are very sensitive to the quality of care that they re-
ceive. They turn out to be very pleased on average with their medi-
cal care. Medicare is the most popular single program in Canadian
government. No Canadian government would dream of changing it.

And, indeed, when the Free Trade Act was presented, there was
a period, a very short period of time, when it was thought that
American businesses would complain about Canadian Medicare as
an unfair trade advantage since those firms did not have to pay
high health care prices.

And for a very short period of time, the presumption was that
the Free Trade Act might force a change in Canadian medical care
policy. There was a 15 point shift in the polls against the current
government until Chief Justice Emmett Hall could get on televi-
sion. He is the pe rson who was the author of the Canadian Medi-
care Act of 1964. He got on television and assured that he had con-
sulted with the Prime Minister and that nothing like that would
happen. So, that is point one.

Point two. The lesson from Canada is that an enormous amount
of the differences in our experience is explained not by differences
in culture or attitudes toward medicine or what doctors and hospi-
tals want to do, but it is explained simply by the fact that there is
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a single pa:, er in Canada who is politically constrained by other
forces to be more sparing about the dollars that are spent.

Multiple financing,, fragmentary financing of medical care is very
expensive. And all the OECD nations of the world come along with
Canada in illustrating that point. It is not some myth. It is not
some magic. It is that the consequences of continuing inflation in
medical care are born in a more concentrated form in single sys-
tems payer.

Thirdly, I would say that the Canadian example for us is an il-
lustration of the benefits of universalism as compared to categori-
cal coverage.

Not only is it the case that the universal scheme turns out to be
popular, and politically popular, and therefore contributes in some
sense to the political health of the country, but also it seems that
universal coverage is the precondition for effective cost control. Be-
causc were there not universal coverage, it would be possible to
shift costs backward to part of the fragments as is going on here in
the United States, back to employees, back to patients in Medicaid,
back to other actors from the federal to the state governments.

There is no place to hide in Canada when you try to cost shift. If
you try to cost shift in the form of increasing the payments by pa-
tients, that means all patients are in the same boat. If you try to
do so in the form of hidden charges above the fee schedule, so
called extra billing, that too brings in the distinction between those
who have extra money and those who do not.

And that became an enormous controversy in Canada in 1983-1984
when extra billing was increasing. And what the single pair did
was a very simple device, a simple device which illustrates the
point you were trying to make earlier, that while they are doing
many things in medical care that turns out to be complex in prac-
tice, thinking about how to finance it is not all that complex.

What the Canadian government did in the wake of lots of extra
billing that arose when they were constraining the fees was pro-
pose a federal law which was passed unanimously that said that for
every dollar spent on an extra bill in your province, the grant of
the federal government to your province will be reduced by a
dollar. And that had the effect of providing the incentives for each
province to do away with extra billing.

So, let me just summarize and stop. I think the Canadian system
of medical care and finance provides an important alternative
model of where to go from our present miserable circumstances I
think the claims of its transplantability have been sometimes exag-
gerated as to how easy they are. But mostly they are exaggerated
about how difficult they are. It is a similar system.

Certainly they show that it is possible, conceivable to do in a
system like our own. But I do not say that that means that it is
easy to do. Every interest group being paid in America to provide
health insurance, or to consult about health insurance, or to market
health insurance provides an important incentive not to draw that
lesson from Canada. We have very well-paid advocates who have every
reason in the world to regard the Canadian example, however de-
sirable in principle, as not doable in practice. And I would urge
skepticism about that claim.

[Prepared statement of Theodore R. Marmor, Ph.D., follows:)
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PREPARED STATEMENT OF THEODORE R. MARMOR, PH.D., PROFESSOR OF PUBLIC POLICY AND
MANAGEMENT, SCHOOL OF ORGANIZATION AND MANAGEMENT, YALE UNIVERSITY, NEW
HAVEN, CT

I, Health Care Funding in Canada and the United States - An Inadvertent Natural
Experiment on a Continental Scale

A. Very similar societies., with common language, closely related cultural and
geographic experience, and tightly linked economic and communications
systems.

B. Likewise very similar medical care "industries" effectively identical
technology and training programs. Medical care in both countries is
predominantly provided by independent fee-for-service physicians, with
admitting privileges at not-for-profit "voluntary" hospitals run by boards of
trustees or municipalities.

C. Radically different oromles of reimbursement for medical and hospital
services, superimposed on similar delivery systems. Canada has not
"socialized medicine" but *socialized insurance."

D. An opportunity to study the impact of alternative modes of funding on the
health care delivery system in a Quasi-controlled environment, Permits us
to draw inferences about what mightita_ve haimeneil, if different policy
choices had been made at particular moments. It also expands the sense of
the possible rod provides clues as to the likely consequences cf suggested
policy interventions,,

E. Development of for-profit institutions and a more "competitive"
environment in the U.S. has created more differences in the past 10 years.
This divergence, however, is more plausit!y interpreted as a consequence of
the differences in reimbursement systems in the two countries, rathcr than
an external factor confounding their comparison.

11. The Basic Facts: It is socialized insurance, nia socialized medicine.

A. History

I. By 1961 every province had a public program that reimbursed all
'medically necessary" hospital services. Hospitals are reimbursed by
dirict budgetat_v_allocation, rather than by fees for particular
services. Individual patients are not charged for services.

2. By 1971, the system of public cnverrie had been expanded to cover
physician services. In this case, phi sicians are reimbursed by
for-service but according to uniform fee schedule negotiated
periodically between the pro:in:An! medical association and the
provincial insurance program. The schedules differ across provinces.
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B. Resulting arrangements

All residents of Canada are fully insured for all "medically necessary
hospital and medical services" Access is universal and complete in the
sense that there are no barriers to care. The anxiety and distress suffered
by so many individual Americans as they contemplate the actual or
potential impact of illness on their economic situation, has," as Bob Fvan3
of Br:ish Columbia says, no counterpart in Canada.' Moreover those
managing or paying for the system do not have to cope with the problems
and costs raised by the multiplicity of manuevers to pass costs onto
someone else." p.7 (check quote]

C. How arc the costs borne?

1. From provincial,general revenues technically. But the federal
governmentin bloc grants that take the form of giving up tax
revenues federally collectedcontribute about 40% on average to the
provincial coffers. That comes with key conditions: universality,
comprehensiveness, portability, public administration, and dollar for
dollar penalities for any billing above negotiated schedules. This
.esults in quite similar programs across Canada, despite technical
independence of provinces, but makes for a very big portion of
provinical budgets (30% in Ontario, for example).

2. Some provinces require payment of a premium, but premiums are
not related to risk and no one can be refused treatment because of
unpaid premiums.

3. Cost-sharing: Greatly discouraged the 1984 Canada Medical Act.
which authorized a dollar for dollar reduction of the federal grant.

4. Patients in long-term care, primarily in general hospitals, are
charged a amount equal to 75% of basic pension.

C. The difference between the Canadian and the American approaches to
health care reimbursement, therefore, can be summarized as:

1. Solesource vet us multiple-source funding

2. Universal versus categorical fundijut

3. General tax_revenue versus mixed source funding

4. First dollar versus partial coverage

(See attached chart.)

III. Charge and Counter Charge: Canadian performance and the fears about cost

A. Affordability: universality does not imply national bankruptcy. There is
no inevitable trade-off between accessibility and affordability.

Canada now spends about 1/4 less of its national income on medical carc
than the United States, despite having had almost identical spending
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patterns in the post war period up to 1971. Almost all the difference is in
medical and hospital care, since dentistry, out-of-hospital drugs, And public
health not in the Medicare budget are rising at rates comparable to those
in the United States. (Sce Figures I and 2.)

B. What explains the prca t cost differences between Canada and the United
States?

I. Most obvious difference: the overhead costs of administering the
reimbursement process itself. The multiplicity of different insuring
agencies in the United States generates three kinds of costs:

The outlays on 'costs of prepayment and administration": basically
the difference between premiums paid in and benefits paid out.

The administrative costs included in the budgets of hospitals,
medical practices, and other institutions, which are required to
establish the eligibility of patients, and to deal with the claims
requirements of insurers.

The monetary and nonmonetary costs of compliance with insurer
requirements which are imposed on ,re insured.

a. The first category--prepayment costs identified and reported in the
expenditure data--are about five or six times as high in the United
States as in Canada. and are rising rapidly. (See Figure 3.) The
differential costs of administering the payment process, as opposed
to paying for care, account for about one-half of one percent of
GNP.

b. In addition to these reported costs, the administrative costs included
in the budgets of hospitals and the overheads of physicians' offices- -
thus included in total health expenditures, but not separately
identifiedare recognized by administrators as very large. They
have been roughly estimated as perhaps another one-half percent of
GNP.

c. The extra costs of administering the U.S. insurance process amounts
to close to a full percent of GNP, or about $40 billion. In addition
to these costs, the multiple-source system imposes significant but
unquantified costs of organization. compliance. and sometimes
negotiation on patients and others, which are not counted in the
overall expenditure statistics. The comparison shows that I
multiple- source reimbursement system is a great deal more expensive
to overate ihan a sole-source public system and that at least up to
now, efforts in the U.S. to create a more "competitive" system, or
"managed" care, have added substantially to these overhead costs.

2. The second major component of the cost differential between the two
systems is the difference in trends in physicians' fees.

a. In the United States, physicians' fees have consistently risen faster
than general .,rices ever since World War 11. In Canada, this was
also true prior to the introduction of the public insurance plans.
After 1971, however, physicians' fees in Canada fell sharply in real
terms. Since 1976 they have more or less kept pace with the general
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inflation level. Thus another conclusion fr'm the comparative
experience is that uniform negotiations. and bitainilis...sclicAttles
can significanty reduce the rate of escalation of Physicians' fees,

b. Despite evidence from Canada that physicians do change their
billing patterns to offset the effects of limits on the escalation of
their fees, overall costs still rise less rapidly under fee negotiation,

c. The negotiation of fees is not a one-time process, but is more like
labor-management negotiations, an on-going game between parties
with strong opposed interests and the ability to respond to each
other's tactical maneuvers.

3. The third major area in which Canadian and United States experience
differs is in hospital budaetinit. Costs per patient day have been rising
steadily in both countries, but after adjustment for increases in hospital
input costs, the "intensity of servicing " - -the procedural content and expense
of hospital care--has risen faster in the United States. But this difference
in hospital servicing patterns is difficult to interpret, for two reasons:

a. First, as noted, are the differences in administrative costs. Outlays
on patient care are much less different. We do not know if the
extra costs of non-care activities are also growing more rapidly in
the United States, although the increased emphasis on "managed"
care, "competition," and marketing in the U.S. would certainly
suggest that such increases are responsible for part of the difference
in intensity of care.

b. Second, overall utilization of hospitals in Canada has been rising,
while that in the U.S. has been falling. But the difference is
accounted for by increased numbers of very elderly patients
occupying beds in long-term care units of Canadian hospitals, in
many cases until death. In the U.S., such patients would be in
nursing homes. Use of genuine acute care beds by acute care
patients in Canadian hospitals is actually falling. If one were able
to isolate the pattern of servicing received by only the genuine
acute care patients in Canada, it is quite possible that this would be
rising as fast as in the U.S. Because Canada's present accounting
systems combine acute and long-term care, the answer is simply not
available.

c. The funding system in Canada does limit the rumbers of specific
pieces of expensive 'high tech" equipment in hospitals, encouraging
regionalization and sharing rather than inter-hospital competition.
Moreover, such equipment seems anecdotally to be more intensively
used, as are hospitals themselves. Occupancy rates in Canada run,
on average, between 80% and 85%, with 95% typical of large
metropolitan hospitals.

d. Finally, we know that prospective global budgeting combined with
direct restrictions on capital spending has, in fact, led to less rapid
escalation of hospital costs in Canada.
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IV. Implications for the United States.

A. A Canadian-type health .nsurance system would remove the necd to
categorize our citizens into groups like "families" or "children" or "elderly"
or "poor."

B. Universal coverage. with a single Davor. has made holth care affordabk.
But not every form of universality reins in costs. Universal access,
through the current uncontrolled multi-party, multi-payor system, as
opposed to universal cover= with one payor, would almost certainly add
to America's health care costs. (That is presumably the reason why the
AMA continues to espouse universal access, not universal insurance.)

C. The payment systems of Canada and Western Europe are controversial
precisely because they work; they are a lightning rod for professional
dissatisfaction.

It would be quite wrong to conclude, as the American media tend to do,
that every system has its problems and therefore are all in the same boat..
While all struggle with the same problems, some struggle more successfully
than others. Moreover, the costs are borne differently: "In Canada," writes
one wit, "payors and providers fight, patients are in the audience. In the
US, the patient is down in the ring and the contest appears much less
equal."
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Chart I

Health Care Reimbursement
Comedian versus American Health Care Systems

Canada

I. Sole-source funding
Provinces are virtually only
reimbursers for hospital and
medical care.

2. Universal Coverage
All residents in every province
and territory covered; portability
assured.

3. Funds From General Tax Revenues
Burden of paying for health care
is distributed in prorortion to the
overall tax system, and is an
equitable or inequitable as that
system.

4. First Dollar Coverage
Full cost of care paid directly to
provider, so that patient qua
patient (as opposed to patient qua
taxpayer) is not financi.11y
involved.

United States

Multiple-source funding
Funds come from many sources
and through many channels. No
one agency has both fiscal
responsibility for and
administrative authority over
total health care outlays within a
single geographic jusridiction.

Categorical Coverage
Coverage depends on many
aspects of status or behavior, such
as present or past employment,
payment of premiums, age, income
level, or residence.

Mixed-Source Funding
Part of burden from general
taxation; part (about 1/3) from
the sick who pay for their own
care; part by private insurance
paid for by premiums that are
more or less related to risk of
illness.

Partial Coverage
Some American public programs
pay provider directly, some
reimburse patient who pays the
provider; in either case the
patient may be required to pay a
significant share of the bill.
Private insurance arrangements
likewise offer a range from
HMOs with no direct financial
involvement of the patinet to
partial reimbursement of the
patient for money paid to the
provider.
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FIGURE 2

Hospital and MD Experliture as Share of GNP
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FIGURE 3

Costs of Insurarle and Administration
as Share of GNP
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Mr. MORRISON. Thank you.
Dr. Wolfson.

STATEMENT OF STEVEN WOLFSON, M.D., CHAIRMAN, HEALTH
SYSTEMS PLANNING COMMITTEE, NEW HAVEN COUNTY MEDI-
CAL ASSOCIATION, HAMDEN, CT

Dr. WOLFSON. Mr. Morrison, Mr. Evans, I appreciate and wel-
come this opportunity to appear before you. I am here today to
speak to you as a physician looking to try to provide care to my
patients in an era of iimited resources, increasing statutory control,
and bureaucratic regulations. And I have'also had the mixed bless-
ing of being a patient and of having members of my family ill as
well, which has Ought me much about the other side of this rela-
tionship.

In addition, I have chaired the New Haven County Medical Asso-
ciation's Health Systems Planning Committee, which has included
the discussions of the group of physicians broadly representative of
the medical community in the third Congressional district, who
have been meeting with Congressman Bruce Morrison to explore
the problems and the opportunities of the American health care
system in this turbulent era. We began three years ago with a gen-
eral review, and then discussed specific problems faced by health
care providers, health care payers, our elected representatives, and
most importantly, patients.

General agreement was reached in a number of areas.
Firstly, that the American profession and the American delivery

system have experienced an extraordinary growth in their ability
to treat or cure many major diseases, and to palliate or modify
many others.

While doing so, our health care system has become unique in of-
fering state of the art technology to a large number of people, cou-
pled with flexibility, free choice, and an improving degree of pa-
tient's involvement and consent.

Unfortunately, we are also virtually unique among the developed
countries of the world in providing no insurance to millions, incom-
plete insurance to millions more, and in imposing sigaificant bu-
reaucratic delay and administrative expense upon the delivery of
health care.

Lastly, we grappled with the issue which seems to have dominat-
ed the public debate almost to the exclusion of all else; namely, the
increasing cost of health care.

As we tried to address these problems, it became obvious to us
that these conflicts could only be resolved by a system of universal
health care insurance, which attempts to preserve the favorable as-
pects of medical care in this country.

Our unavoidable conclusion led us to develop a list of goals for
such a universal health care insurance system. In broad outline
these are:

1. Equal access for all persons;
2. Secure funding that is defended from the annual uncertainty

of budget making;
Freedom of choice for both patients and physicians in directing

the health care of individual patients; and
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4. Professional direction of patient care decisions subject to
review by peers.

The complete listing of the Medical Advisory Committee's *oals
are included with the printed copies or my oral remarks, which I
believe you have already received. The goals were sent to numer-
ous persons, groups, and organizations throughout this state. We
solicited proposals from all for a system of health care insurance
which would meet these goals.

Among those we contacted were the major components of the in-
surance industry, labor unions, consumer action groups, and busi-
ness and industry coalitions within the state of Connecticut. The
responses we received were frankly not helpful. Few of the re-
spondents had chosen to look beyond their own immediate con-
cerns, although most have been complaining bitterly about the
rising cost of doing business as usual because of the expense of
medical care.

Therefore, we have embarked upon an independent study of uni-
versal health care insurance systems which have been proposed in
both the public and medical literature.

None of the systems we have examined so far is ideal. Some pro-
pose the imposition of a two tiered system. One tier for those with
financial resources, and one tier for those without. Those who are
insured would continue to be covered by welter of conflicting and
duplicative insurance entities whose structure guarantees that in-
surance costs will continue to pose a major burden for our society.

Thursday's New York Times on the first page of the business sec-
tion contained an article appropriately entitled, "Volleyball on
Health Care Costs", and dealt with the fact that the government
and private industry are "scrambling to make each other pay bil-
lions of dollars in medical bills for the elderly and the working
poor."

In other proposals, the uninsured would be assigned to an inde-
pendent benefit system, Medicaid, which has been receiving less
and less support from our society. Even more inappropriately, pro-
posals have been made to offer, to basically sell Medicaid as cover-
age for underinsured people, those with some, though limited re-
sources.

Why would one buy an insurance policy that has historically
been underfunded? Discussion of the fate of Medicaid, of the cata-
strophic insurance bill, and of Massachusetts' program for its unin-
sured suggested to us a pattern. Americans have only given consist-
ent and firm support to programs that benefit us ell. Only grudg
ing support has been given to programs directed at limited seg-
ments of our nation. It therefore, is evident that it would take a
universal system to receive wide spread and consistent support.

Other proposals we have reviewed envisioned a universal system
of health care insurance, but they have not addressed issues of
secure funding for covered health care needs. Funding for the med-
ical care of the nation would be left to the annual uncertainty of
budgeting and legislative negotiations. The recent debacle which
occurred with the national catastrophic health care insurance leg-
islation, and the inability or unwillingness of the Commonwealth of
Massachusetts to fund its commitment to its own universal health
care insurance system are exampler of the worst sort.
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To meet the health care needs of the American people reliably,
stable funding on a long term basis is necessary to maintain appro-
priate levels of research and development, technology assessment,
and ;lac Intire infrastructure of health care. A universal health in-
surance system ought not to lead us to expect second rate health
care.

One of the areas that was covered in an earlier panel, for exam-
ple, dealt with New York state. New York state is a heavily regu-
lated state with major controls on expenditures. That has produced
within the last five years a health care crisis in New York City
that has resulted in incredible distress for everyone who has to un-
dertake emergency care in the emergency rooms of the hospitals of
the city of New York.

One inescapable conclusion we have reached, and one which
most, if not all, advocates of the universal health care insurance
system have either avoided or ignored, is the fact that implementa-
tion of a universal system will require greater expense. 31 million
persons in the United States are uncovered by health care insur-
ance. Their medical needs will have to be met.

In addition, converting from the current health care insurance
system to a universal system would be a massive undertaking,
which itself would be costly. Hence, a realistic approach should an-
ticipate, at least for the short run, increased expenses. It is in the
long term that we we ild expect to reduce the rate of increase in
costs, and to provide for rational growth in the health care system.
Events may have provided the means for this investment.

As the New York Times pointed out yesterday in its editorial
column. "We need now to begin considering the allocation of the
piece dividend which may follow the thawing of the cold war."

As was the case in Canada where universal health care insur-
ance systems began on the provincial level twenty years ago, we
can expect that the impetus for a national system may begin at the
state lel, el, a process which, in fact, has already begun.

In each state, a difficult political process will precede a decision
to enact a universal healthcare insurance system. Once this deci-
sion is made, the actual implementation, itself, will take time if it
is to be done well and responsibly.

We believe that the public debate should recognize from the be-
ginning that systems in other countries will not necessarily work
well in the United States. Budgetary planning in Canada, for ex-
ample, has included the considerations that patients can be sent to
the United States for treatment which requires state of the art
technology or major capital expenditure. We have no other such
neighbor to whom we can send our patients.

However, that America needs an American system should not
deter us from examining others and from learning from their suc-
cesses and failures. In this regard, our search for a unified Ameri-
can approach is continuing.

In conclusion, it is inevitable that major surgery for the United
States health care insurance system will be considered. We consid-
er that it is the physician's responsibility to participate actively in
this process. It is our hope that the agenda for these discussions
will not relate solely to bottom line budgetary issues.

tl
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If we simply cut funds from the health care budget, patients will
suffer. We must address the need for equal access for all to an es-
sential service. While doing so, we would hope to have more free-
dom for patients to choose the physician and the treatment most
suited to their needs; more time for physicians to listen to patients;
more efficient responses to changes in technology; and more digni-
ty and humanity in the relationship between doctor and a patient.

[Prepared statement of Steven Wolfson, M.D. follows:)
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PREPARED STATEMENT OF STEVEN WOLFSON, M.b., CHAIRMAN, HEALTH SYSTEMS
PLANNING COMMITTEE, NEW HAVEN COUNTY MEDICAL ASSOCIATION, HAMDEN, CT

Mr. Chairman and members of the Select Committee on
Children, Youth, and Families, I appreciate and welcome this
opportunity to appear before you. I am here today to speak to
you as a physician who works to provide care to my patients in an
era of limited resources, increasing statutory control and
bureaucre*ic regulations. I've also had the mixed blessing of
being a patient and of having members of my family ill, as well,
which has taught me much about the other side of this
relationship.

In addition, I've chaired the New Haven County Medical
Associat.:.on's Health Systems Planning Committee which has
included the discussions of a group of physicians, broadly
representative of the medical community in the 3rd Congressional
District, who have been meeting with Congressman Bruce Morrison
to explore the problems and opportunities of the American
healthcare system in this turbulent era. We began with a general
review, and then discussed specific problems faced by healthcare
providers, healthcare payors, our elected representatives, and
most importantly -- patients.

General agreement was reached that:

1) the medical profession and the American healthcare
delivery system have experienced an extraordinary
growth in their ability to treat or cure many major
diseases and to palliate or modify many others;

2) while doing so, our healthcare system has become unique
in offering state-of-the-art technology to a large
number of people, coupled with flexibility, free
dhoice, and an improving degree of patients'
involvement and consent;

3) unfortunately, we are also virtually unique among the
developed countries of the world in providing no
insurance to millions, incomplete insurance to
millions more, and in imposing significant bureaucratic
delay and administrative expense upon the delivery of
healthcare;

4) last, we grappled with the issue which seems to have
dominated the public debate, namely the increasing cost
of healthcare.

As we tried to address the problems, it became obvious to
us that these conflicts could only be resolved by a system of
universal healthcare insurance which preserves the favorable
aspects of medical care in this country.
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Our unavoidable conclusion led us to develop a list of goals
for such a universal healthcare insurance system. In broad
outline, these are:

1) equal access for all persons;

2) secure funding that is defended from the annual
uncertainty of budget-making;

3) freedom of choice for both patients and physicians in
directing the care of individual patients;

4) professional direction of patient care decisions,
subject to review by peers.

The complete listing of the Medical Advisory Committee's
goals are included with the printed copies of my ral remarks,
which I believe you have already received. The goals were sent
to numerous persons, groups, and organizations throughout the
state. Wr solicited proposals from all for a system of
healthcare insurance which would meet the goals. Among those we
contacted were the major components of the insurance industry,
labor unions, consumer action groups, and business and industry
coalitions within the State of Connecticut. The responses we
received were not helpful. Few of the respondents had chosen to
look beyond their own immediate concerns, although most have been
complaining bitterly about the rising cost of doing "business as
usual" because of the expense of medical care. Therefore, we
have embarked upon an independent study of u. 'versal healthcare
Lisurance systems which have been proposed in 1-th the public and
medical literature.

None of the systems we have examined so far is ideal. Some
propose the imposition of a two-tiered system, one tier for those
with financial resources and one tier for those without. Those
who are insured would continue to be covered by a welter of
conflicting and duplicative insurance entities whose structure
guarantees that administrative costs will continue to pose a
major burden. In other proposals, the uninsured would be
assigned to an independent benefits system -- Medicaid -- which
has been receiving less and less support from our society. Even
more inappropriately, proposals have been made to offer Medicaid
as a coverage for under-insured people with some, though limited,
resources. Why would one buy an insurance policy that has
historically been under-funded? Discussion of the fate of
Medicaid, of the catastrophic insurance bill, and of the
Massachusetts program for the uninsured suggested to us a
pattern. Americans have only given consistent and firm support
to programs that benefit us all. Only grudging support has been
given to programs directed at limited segments of our nation.
It, therefore, is evident that it would take a universal system
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to receive widespread and consistent support.

Other proposals we have reviewed envisioned a uniform
universal system of healthcare insurance, but they have not
addressed issues of secure funding for covered healthcare needs.
Funding for the medical care of the nation would be left to the
annual uncertainty of budgeting and legislative negotiations.
The recent debacle which occurred with the national catastrophic
healthcare insurance legislation and the Commonwealth of
Hassachucletts' inability and/or unwillingness to fund its
commitment c its own universal healthcare insurance system, are
examples of the worst sort. To meet the healthcare needs of the
American people reliably, stable funding on a long-term basis is
necessary to maintain appropriate levels of research and
development, technology assessment, and the entire
infrastructure of healthcare. A universal healthcare insurance
system ought not to lead us to expect second-rate healthcare.

One inescapable conclusion we have reached and one which
most, if not all, advocates of a universal healthcare insurance
system have either avoided or ignored is that the implementation
of such a system will require greater expense. Thirty -one
million persons in the United States are uncovered by healthcare
insurance. Their medical needs will have to be met. In
addition, converting from the current healthcare insurance system
to a universal system would be a massive undertaking, which,
itself, would be costly. Hence, a realistic approach should
anticipate increased expenses. It is in the long-term that we
would expect to reduce the rate of increase in costs and to
provide for rational grorth in the healthcare system.

Realistically, we should understand that the decision to
implement L universal healthcare insurance system and then its
actual implementation will not take place overnight. As was the
case in Canada, where universal healthcare insurance systems
began on the provincial level, we can expect that the impetus for
a national system will begin at the state level, a process which,
in fact, has already started. In each state, a difficult
political process will precede a decision to enact a universal
healthcare insurance system. Once this decision is made, the
actual implementation, itself, will take time if it is to be done
well and responsibly.

We believe that the public debate should recognize from the
beginning that systems in other countries will not necessarily
work well in the United States. Budgetary planning in Canada,
for example, has included the consideration that patients can be
sent to the United States for treatment which requires state-of-
the-art technology or major capital expenditure. However, that
America needs an American system should not deter us from
examining os:hers and from learning from their successes and
failures. In this regard, our search for a unified American
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approach is continuing.

In conclusion, it is inevitable that "major surgery" for the
United States' healthcare insurance system will be considered.
We reel that it is our responsibility to participate actively in
this process. It is our hope that the agenda for these
discussions will not simply relate to bottom-line, budgetary
issues. If we simply cut funds from the healthcare budget,
patients_wili, suffer. We must address the need for equal access
for all to an essential service. While doing so, we would hope
to have more freedom for patients to choose the physician and the
treatment most suited to their needs; pore time for physicians to
listen to patients; pore efficient responses to changes in
technology and more dignity and humanity in the relationship
between doctor and patient.

Respectfully submitted:

Steven Wolfson, M.D.
Chairman
Health Systems Planning Committee
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GOALS

FORA

UNIVERSAL HEALTHCARE INSURANCE SYSTEM

U:AMBLE

Beginning in March of 1986, Congressman Morrison and a broad
representation of physicians initiated a series of discussions of our
healthcare system. We reviewed the American system, other forms of
voluntary healthcare delivery and payment, and found a number of
problems:

1) Many patieqz in this affluent country have no healthcare
insurance and many receive inadequate healthcare.

2) Healthcare insurance modalities have multiplied with
resul.Int loss in efficiency, increased administrative cost, and
rampant confusion for healthcare users and providers,

3) Both patients and physicians seem to be losing control over
the delivery and receipt of healthcare.

We studied the concept of a universal healthcare insurance
sy em. We have developed what we feel to be an appropriate set of
'Jals for such a system. We propose to solicit plans for mechanisms
to achieve these goals.

A. Access --

1, The system should provide that individuals, regardless of
income, have equal access to quality healthcare.

2, The system should provide incentives to promote equal
access and to improve the healthcare system,

Funding --

,l, The system should provide a level of funding adequate to
ensure (a) equal access to healthcare services for.all
individuals (b) reasonable levels of medical research and
development activity, (c) education of healthcare personnel,

,

and (d) appropriate maintenance of the healthcare
infrastructure. Funding priorities should be based upon
actuarial estimates of needs.

2. The system should be funded through public and private
sources (including employers), and, to assure that the expensr
of healthcare services is .borne fairly, the cost to
subscribers should be based upon.an individual's ability to
pay. The tax system would be used to determine an
individoal's ability to pay and to assess appropriate funding
from subscribers. ,
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C. Structure --

1. The system should replace the current employer-based group
insurance' system with a subscriber-based system in which all
individuals would be required to participate.

2. The system should have its policy-making decisions
formulated by an independent, trust-like entity. It would
include representation from the government, the public, and
the healthcare sefltors.'

3. The system should be administered by the private sector,
which would be allocated a percentage of the premium collected
for the purpose of encouraging efficiency and assuring that as
much of the premium collected as possible would, in fact, be
used for funding the healthcare delivery system. The
insurance function (risk) might be discharged by the
government or by the private sector under government
guidelines.

D. Quality of Care and Proper Utilization

1. The system should promote quality of care, with adequate
means to minimize and control abuses.

2. The system should assure that decisons affecting quality
of care are made by those trained to make such decisions
subject to review by peers.

3. The system should provide adequate incentives to ensure
that healthcare professionals are motivated to strive for
excellence and efficiency.

4. The system should be structured to foster the
physician-patient relationship. This would include as a
priority a reasonable degree of individual patient choice of
his/her physician and of alternative treatment modalities.
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SUPPLEMENT

Mr. Chairman and members of the Select Committee on Children,

Youth, and Families, I am submitting the following as a written

supplement to my oral testimony at the December 11, 1989 field hearing

of the Committee. In my oral presentation, I based my comments upon a

shared assumption that the current healthcare system is inadequate and

must be replaced by a more rational structure. My hope, here, is to

furnish an underpinning for the assumption I made and to give, as well,

some factual context for any discussion about adequately insuring the

American people's healthcare needs.

The current population of the United States stands at

243,915,000,1 Approximately 214 million persons are under the age of

sixty-five.2 Almost 30 million are at or over the age of sixty-five.

Of the 214 million persons under the age of sixty -five, thirty-one

million are uninsured, which represents about 14,5 percent of this

category and about 12.7 percent of our entire population.

When the Employee Benefit Research Institute had estimated the

number of uninsured at 37 million, it placed the percentage of children

under the age of eighteen who were affected at thirty-three percent of

the uninsured and those persons earning under $19,999 annually at

sixty-three percent (see Exhibit 1, attached), Using the revised

estimate of thirty-one million, these percentages equal 10,230,000

children and 19,530,000 persons earning less than $20,000,00 per year,

1
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However astonishing these numbers are, we cannot even begin to

guess how many more Americans are underinsured for their healthcare

needs. There is no question in my own mind but that these numbers, by

themselves, indict the current structure under which healthcare

insurance is provided.

For those who purchase or receive healthcare insurance coverage,

the expense is increasing, making it more and more difficult for them

and/or their employers to afford. An article from The New York Times'

June 29, 1989 issue, "Debating Canadian Health 'Modell" (see Exhibit 2,

attached), reported that "(e)xecutives at the Ford Motor Company are

dismayed that the auto maker is spending the equivalent of $311 a

vehicle for healthcare for its employees, while in Canada, a half-hour

drive from Ford's headquarters in Michigan, the cost is $49.80." There

is little wonder that American employers Frying to compete in what has

become a world market find it difficult to support healthcare expenses

when those expenses are more than six times greater in this country.

Nor is it any wonder that employers in growing numbers have instituted

cost-sharing health insurance plans.

Expendit "res for medical care in the United States are projected

to rise to twelve percent of our GNP (gross national product) during

1990. The percentage of GNP spent on healthcare has grown steadily

since 1965, when it accounted for 5.9 percent of GNP.3

From my extensive reading about the subject, it does not appear to
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me that w have boon able to determine whether any percentage of the

GNP spent on healthcare is a right amount or a wrong amount. 'We just

don't know. However, the last decade has driven home the point that

our national resources are not infinite.

This conclusion imposes upon all of us at least two significant

responsibilities:

First, we must be sure that the money we expend is spent

wisely. As a society, we must, therefore, come to grips with

difficult moral choices, such as whether we are better off

putting 'X' number of dollars into kidney dialysis or would

those dollars better be spent on prenatal care, on nutrition,

on defense, on housing, or on environmental control.

Frankly, setting medical priorities poses terrible and

difficult decisions that cannot be made by an individual

patient or an individual physician. You might remember, for

example, a survey of persons who had experienced a life-

threatening medical problem and been placed in intensive

care. They were asked if they would again undergo that

physical and financial ordeal if they knew that they would

only live for an additional month. Seventy percent said they

would.4 The will to live is an incredible thing. According

to a February 6, 1989 Business Week article, "High-Tech

Health Care: New Medical Technologies Can Save Lives -- At A

Price" (see Exhibit 3, attached), ".
. . each of us racks up
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85% of our health care expenses in the last two years of

life."

Our second responsibility, I would suggest, is to decide as a

matter of policy whether our healthcare resources should be

rationed by making complete medical care available to only

those who can afford .t. In my opinion. a market allocation

of limited healthcare resources is immoral. We are now doing

this. The State of Oregon, for exempla, decided that $2.3

million of its Medicaid budget being spent upon heart, liver,

bone-marrow and pancreas transplants would provide hundreds

of needy pregnant women with prenatal care. This

reallocation would help to avoid medical expenses for

severely premature "Arthe and other birth anomalies.5 This

debate, though, confined as it was to Medicaid recipients,

meant that a small segment of our society was restricted to

receiving either transplants or prenatal ca.e, but not both.

It is my belief that the American people will only support a

system of self-disciplined rationing if it is equitable, if

it applies equally to everyone, regardless of income.

We have also in place now a healthcare system in which a

multiplicity of insurers are competing to attract insureds, at least in

part by the benefits they offer. This makes it difficult, perhaps even

impossible, to enforce a discipline upon what benefits are provided.

In a study puolished during 1986, Himmelstein and Woolhandler studied
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healthcare expenses for 1983, concluding that a universal healthcare

insurance system could save $21.4 billion in administrative costs.6

Evans and Lomas, in an article three years later,7 referred to the

earlier piece, stating that "(t)his would be 6 percent of cot.,11

healthcare costs, or 0.63 percent of the GNP in 1983 -- leading to the

stareling conciusiou that the costa of running the American payment

system itself, independent of the account

for more than half the difference in coot between

U.S. systems" (underlining added). More recent estimates have

projected saving as much as $150 billion, which amounts to twenty-five

percent of the $600 billion or so we are currently spending on

healthcare. I think there can be little argument about the fact that

as much as possible of the healthcare dollar should be spent on

met. cal care, not paperwork. It is estimated that Canada spends only

$21 pe,. rerson (in Canadian dollars) for administration, while the

Unite'. Stated spends $95 per pervon (in American dollars).8

The indictment of our current system, i.e., statistically

incomplete access, extends to administrative inefficiency, but also

includes confusing and duplicative coverage for those who fully

participate in insured healthcare. Cost has been a growing impediment

to access to medical care. confusion about how the healthcare system

operates is running a very close oacond. Again, the multiplicity of

insurance coverages that exist, the variations they present in their

covered benefits, and th.? array of requirements each has for the

ultimate payment of a claim for medical services is bewildering. It

26-135 0 - 90 - 7
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used :o be that the bewilderment was mostly that of the insureds -- the

patients. I confess to you that providers, today, are almost as

bewildered as their patients.

In Connecticut, during the last fifteen years, I have watched the

establishment of at least eleven HMOs (health maintenance

organizations). They are:

1. Constitution Health Network

2. HealthCare, Inc.

3. M.D. Health Plan, Inc.

4. Liberty Health Plans, Inc.

5. Physicians Health Services

6. CIGNA Health Plan of Connecticut, Inc.

7. Kaiser Permanente of Connecticut

8. Community Health Care Plan

9. U.S. Healthcare

10. Partners Health Plan of Southern New England

11. Suburban Health Plan, Inc.

0! these, two have become insolvent, although one -- HealthCare,

Inc. -- was salvaged by Blue Cross & Blue Shield of Connecticut, Inc.

In addition, several PPos (preferred provider organizationo) have been

established and I am 'ware of several more on the drawing boards. This

is in addition to the numerots traditional indemnity insurers that do

business here, as well as Medicare, Medicaid, and Workers'
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Compensation. Many of these insurers offer more than one plan, and

each has its own benefit permutations and plan requirements.

One of the more articulate statements on this subject appeared in

the August 31, 1989 issue of the New England Journal of Medicine.

Titled "Health Care Rationing Through Inconveniences: The Third

Party's Secret Weapon" (see Exhibit 4, attached), the piece describes

better than I can the overlay of bureaucracy and red tape that has

engulfed our healthcare system. Anyone trying to understand how

impossible the system is becoming should read this article.

Albeit for different reasons, it is evident that healthcare

providers, payors (whether government, employers, or individuals), and

patients are, in increasing numbers, reaching the conclusion that the

healthcare system we now have is unworkable and growing more so daily.

Only third-party payors appear to be consistently supporting a 'more-

of-the-same' approach.

The alternative to our system of financing medical care most often

cited as being desirable is the Canadian model. Because Canada as a

society most closely resembles our own, it does appear to have much to

recommend it. The fact that it is a system of social insurance, but

not socialized medicine, is particularly appealing from my point of

view as a provider.

Nonetheless, there are differences between the societies of Canada
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and the United States, and a rational system of healthcare insurance in

our country should be designed to account for them. Moreover, Canada's

system of healthcare insurance evolve': over a period of time and has

now been in place for more than twenty years. Some elements of it have

worked better than others. We should, I believe, borrow what is best

and most compatible with the needs of the United States. We should

also remember that many aspects of our own system are astonishing

success stories. Any alternatives that we look at should retain what

is best about our own system. The numerous Canadian patients who

receive state-of-the-art diagnoses and treatment in the United States

are testimony to tha success of medical research and development, and

of the rapid application of current technology here. This factor also

represents a cost savings to Canada. I would recommend to your

attention an article from the New England Journal of Medicine:

"Controlling Health Expenditures -- the Canadian Reality" (see Exhibit

5, attached).

The last point I would like to make is that the healthcare

insurance system we design should include incentives that strengthen

the physician-patient relationship. I am not promoting financial

incentives here, but much of what has been done during the past

fifteen years to control healthcare costs has served to alienate

patients from providers with few positive results. For example, it

appears that second opinion programs do not save money or significantly

alter treatment. They do, however, establish an inherent attitude of

distrust. The physician-patient relationship is a clinical tool that

c 1
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affects the quality of care we are able to provide. Creating an

adversarial atmosphere to heighten competition or for the sake of

regulating providers' behavior damages our ab4lity to give good care to

our patients and has !waled the malpractice crisis we have had since

the mid-seventies. The doctor-patient relationship is also not helped

by financial Ihcentives to deliver less care. I would hope that a

healthcare system we adopt or create can control the rA'e of increase

in expenses Ang restore trust between and among the parties involved in

that system.

I have appreciated the opportunity afforded to me to testify

before the Select Committee on Children, Youth, and Families, as well

as the opportunity to submit these additional comments for the

Committee's record. I hope that my thoughts on the subject of

universal healthcare insurance have been helpful. If I can be of ahy

further assistance, please do not hesitate to call upon me.

Respectfully submitted,

41 6

Steven Wolfson, M.D.

Chairman, Health Systems

Planning Committee
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1 U.S. Bureau of the Census current Population Report, Series P-25,
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2 Ibid.
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Americans without
health insurance
Over 37 million Americans have no health insurance.

Who are the
uninsured?
1986 dvilian population under 65 yrs.

. .

Nort-working
adUlti

18°/ Working
adults

49%

.

What is their income?
Family income, 1988

;40,000 or
more

NU REG. a.alo ) 4 t S10,000
139,999

SOURCE: Employee Benefit ResearCh Institute . 19'999
1111111Mb.

EXHIBIT 1

1
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- Page 25 -

THE NEW YORK TIMES - JUNE 29, 1989

Debating Canadian iealth Model'
By MILT FREUDENHEIM

letatlienw mem +opt cur,
TORONTO Executives at the

Ford Motor Company are dismayed
that the auto maker is spending the
equivalent of $311 a vehicle for health
tare for hs American employees.
white in Canada, a half tour drive
from Ford's headquarters In
gan, the cost Is 519,50

Striking differences like this are
leading a growing number of Amer
Inn employers, economists and
legislators to examine Canada's tax
payer-financed system of national
health care. They are looking for solu
lions not only to the problem of rising
health costs but also in the lack of In.
surance for 37 mho= Americans.

But the new scrutiny has produced
sharp debate. While some employers
who pay for care are inclined to see
the bright side of the Canadian sys
tem. many doctors and hospital ad
ministrators are skeptical
*Deticlencles and Problems'

Indeed, the American Medical As
soclation decided at its semiannual
meeting last week to "document and
publish the truth about the delimit
ales and problems duo characterize
Canadian health care."

By some measures at least. Cana
deans are healthier than Americans
They live longer, on average, and
their infant mortality rate Is 25 per
cent lower, according to the Ern.
ployee Benefit Research Institute, a
nonprofit h center In Wash
film What is more, all Canadians
are guaranteed care, at nn charge.

Yet Canada has held h. slth spend
big to 9 percent of Its grog national
product, while in the United States,
spending on health has spurted to 11.3
percent of the GA.P.

Both Critics ar. I proponents 01
Canada's system say Its costs are
lower because doctor and hospital
fees are tightly controlled and the
purchase of advanced teChnologY
!Jigs behind that in the tinned States
The result can be longer waits for
certain ;undid care

"They really believe in equity and
equal access and are willing ,, go
m ;Mout some things that we take for
granted." said Senator David F.

Durenberger, Republican of Monnern-
ls. art vice Chairman of a Senate'
House commission on comprehensive
heahh care, anei a visit here recent.
ly. "Toe hind of rationing they have is
the sarne e should have Rather
than pay the price in dollars, they pay
the price in waiting time "

Admintst railvecosts are also lower
In Canada, where overhead and
papenvork absorbs about 3 percent Of
the health budgets. In the United
States, where most health care is
paid for by Federal, state and private
Insurers, the 1,500 private Insurers
have overhead costs of close to 12
percent, covering Items like market.
Mg, reserves fur future claims, tares
and profits, Federal data allow. The
Federal Medtnro and Mediaid pro-
grams have overhead costs of about .

3.5 percent.

Bute committee report at the
A.M.A. meeting denounced Canada's

. system as "socialized medicine man-
aged by an ever-enlarging and more
expensive bureaucracy, financed by
everincreasing taxation and tutor-
ing rationing, shorrages, health'care
waiting lists and an absence of pri-
Valesactor allernativeg."

Spokesmen for Canadian medical
associations regisier similar objec
lions

Canadians say' they like their sys
tern, however. In recent polls by

'. Canadian employers. contrast, ,

pay a fraction of the health pro ,,
gram's arts through premiums and .`
payroll taxes. The main financing
comes from taxes paid by Individu

. elsi which are generally higher than. .

in the UnitedState&
.

. !
r The 10 Canadian provinces negoti- %

ate annual budgets with the pros, Z
. trice's medical and hospital salons- . 7.1

teens, effectively setting a ceiling on
total expenditures. The associations .
then allot fees to family doctors and
Specialists.

The hospital groups have also tried
to hold down nurses' salaries. Nurses
in British Columbia have been On

e. strike, demanding higher pay, since
June 14.

Doctors are paid out of province
' funds and are forbidden to charge pa.

, ileitis, although some charge nominal .
lees for "equipment," said Dr. Mi.
chael Wyman, a board member of the
Ontario Medical Association "In the
case of an abortion, that might
amount to 5200" (8166 United States),
he added

Unlike Britain's National Health
Service, which pays general prod'.
uoners en annual amount for each pa
tient on their list. Canada has no un-
regulated doctors or hospitals avail
able for affluent patients.

Dr. Wyman and other physicians
said budget restrictions on hospitals

Gallup Canada Inc and Louis Harris
& Associates, sizable majorities said
they were satisfied with their health
services

"We get very few complaints." said
Bill Van Gael, president of a Cana
dean Automobile Workers Union local
In Oakville. Ont., that represents 4,200
of Fold's 16,000 Canadian employees.
He said mired Canaitan auto work
tut in the American Sun Belt had
medical roverage inferior to that at
home.

"Health care is one Issue that Iran.
seends all political boundaries" said
Perrin Beatty, the Federal Health
Minister and a Conservative Party
leader "It tr taken es an article of
faith by Canadian teat they are enti
tied in health care as a basic right."
Companies Seek Alternatiees

In the United Stoles. House and
Senate committees on health have
been summoning experts from both
countries to Washington to appraise
the Canadian system. Many Atnr;
Iran ex.( wit ea are also inierestrd.
as the) worth for alternatives he
enormous amounts some companies
spend for employee health rte.

"We don't see our employees in
Windsor. Ont ,coming Over 10 Detroit
for medical care," said Walter
Maher, director of tne Chrysler COr
poration's human resources office In
Wa Oington

American employers say that disc
tors and hospitals shift onto their bills
the costs of people who cannot pat or
who art cos eted by Got ernment pro,
gram. that have hemmed their belt!.

Free medical care,
but longer waits
for certain
treatments.

'seised 'Plays of tip to Ala months for
nomenle eencv surgery or specie'
tests at ,ading urban medical ten
ters. psrovtnees limit hospital pu
chas-, of equipment, from conv,i.
halal Xray machmes to expensive
compuierired scanners, Martell.
resonance imagers and lithotripters
wed to pulverize kidney atones. On
reason for this is the belief that no'
every hospital in a community needs
every piece of medical equipment

Canadian patients are occasionally
sent to American hospitals in Buffalo
Detroit and Semite and the Mato
Clinic and Cleveland Clinic lir
prompt attention
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- Page 26 -

THE NEW YORK TIMES - JUNE 29, 1989 .(continued)

Comparing Health Care Systems

EXAMPLES OF DIFFERING
INVESTMENTS IN a

TECHNOLOGY .

: P2rtitition.
. t. '!:.Inks Per Unlit

.. Cardiac Catherization Labs
Diagnosis and treatment 01
cardiovascular disease

.'31 . 616

Lithotripters . . , 6,32.6
Pulverize kidney stonas .: .

-01!: (LAP* and gemstones

Magnetic Resonance Imagers 12 2,108
1.6. 'fi Diagnosing a wide range

'73 75'77'79 '81 '83'85 of diseases

'Estimate
e In thousands

Because of the cost constraints,
medical lees in Canada are usually
tower. The bill for one Canadian Ford
employee's medical emergency in
the limed Stat.. was S21,000, lour
times the usual Canadian charge,
Said James S king, manager of pen-
sions and employee insurance at
Ford of Canada in Oakville, 40 miles
from Toronto,

Dr. Jean.Merc Dumas, a rediolo
gist and president of the Bellechasse
Hospital In Montreal, said his Amer-
ican brotherslew recently paid $22
In Boston for a chest )(gate reading
that would have cost 50 in Mont
real.

But in a widely publicized case,
Charles Coleman, a Slyearold dia.
mond cutter, died In December, a
week after a coronary bypass opera.
lion al St. Michael's Hospital in To-
ronto that had been put off w lour
months.

In a cover story on the crisis in
health care," MacLean's, a Canadian
news magazine, said the operation
had been postponed because of a
shortage of beds In the hospital's to-
te sive.cere unit. But health proles.
slonels like W. Vickery Stoue.ion. an
American who is president of the To-
ronto General Hos; 11, said there
had been a medical need to delay the
operation.

'Orchestrated' Out rage Seen

"The outrage was orchestrated."
Said Dr. Allan Detsky, an internist at
Toronto General who briefed a sub.
committee of the Senate Finance
Cummuiee on the Canadian health
system recently

The rhetoric of uninundina
shortages, excessive waiting lists and
ro on is an imuott ant part of the pro.
cuss by which proodrrs neantiate

P01161611441 :
Unita Ply UnItt - 14.>"
1,5001 tes

.11228 .',086 :.3.% p.

Sown: CinklimiNaRA and i*Nuip klitirtr, U.S. Hmlb)

their share of public resourcei In.
eluding their own Incomes," said
Robert G. Evens, an economics pro-
lessor at the University of British Co-
lumbla

Incomes can be substantial. In
populous Ontario, where more then
one-third of Canada's 26 million peco
ple live, the average gross income of
fullitme practicing physicians Is
S233044 (5191.000 In American cur
rency), said Elinor Caplan. Ontarto's
health minister. After subtracting for
office and overhead expenses, their
pretax Income Is about $115,000
(United Sties), compared with
$146,200 for unemployed American
doctors Incomes of physicians who
are researchers and others on salary
are lower In both countries. But lees
in Canada have not kept up with infla
lion

In Montreal, where the province au-
thorities have set threemonth coil
Ines on physician Income, many doe
tors take two-week vacations every
quarter, Dr, Dumas said. Hospitals
shave budgets by holiday closings of
wards and operating rooms.

"Patients back up In the 'mei
gency room," said Dr. J. Edwin Col.
fey, an obstetrician and secretary of
the Quebec Medical Society. "We
think the system Is breaking down"

CireRnancip AdWrillniaco .

.

Dr. John TBrienBell, president of
the Canadian Medical Association,
said that because patients do not pay,
"unlimited public expectations"
strain the system, as evidenced by
overcrowded emergency rooms and
waiting lists for diagnostic tests and
surgery.

-We are beginning to move off the
delivery of the highest standard,
which was the premise cal Canadian
Medicare,- he said

But Dr. Michael Reath, a Toronto
public health physician, said health
core money could be better used on
social programs and preventive
m.dictne. "Social and economic lac
tors such as employment, cigarette
smoking and housing are far more
Imponant for people's health than
hospitals and physicians' services,"
he added.

Radical changes In the Canadian
system do not appear in the oiling,
hewever. "This system needs to be
Improved; we have to face up to the
costs," said Jacques Gamut, research
director of the Con' ell du Paironat,
the Quebec emplo - era assoriatinn.
But a "United States system" Is not
an option, he added "Public opinion."
he said. "15 really in favor of keeping
Pis kind of system."
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Mr. MORRISON. Thank you very much.
Dr. Krassner.

STATEMENT OF LEONARD S. KRASSNER, M.D., PRESIDENT, CON-
NECTICUT CHAPTER, AMERICAN ACADEMY OF PEDIATRICS,
WALLINGFORD, CT, ACCOMPANIED BY ELSA STONE, M.D., VICE
PRESIDENT AND CHAIRPERSON, COMMITTEE ON HEALTH FI-
NANCING, CONNECTICUT CHAPTER, AMERICAN ACADEMY OF
PEDIATRICS, NORTH HAVEN, CT

Dr. KRASSNER. Mr. Morrison, Mr. Evans, my name is Leonard
Krassner, and on my left is Elsa Stone. We represent the American
Academy of Pediatrics today. I am very pleased to be here, and I
am also very pleased I think that we are on the right panel.

I have been asked to discuss two topics with you today. One is
the health insurance bill on access that we helped pass here in
Connecticut, and the other is to give you a general idea about the
proposed child care bill being drafted by the National American
Academy of Pediatrics.

The paramount concern of the AAP, both nationally and locally,
has been the health and well being of children. Children are poorly
served in our society. And it is embarrassing that the United
States and South Africa are the only two industrialized countries
that do not provide univerAl health insurance coverage for their
children. Connecticut has the highest infant mortality rate in New
England. It is third in the percentage of AIDS cases in childhood,
and has approximately 86,000 children with no health insurance.

During the last session of the state legislature, we successfully
lobbied for the passage of a bill which requires that as of October 1,
1989, all new or renewed group health insurance policies include
coverage for preventive pediatric care from birth through age 6.
This bill is far more limited than we desired. We were aware that
the only age group with a rising mortality rate is the teenage
years, but we were unable to have them included in our bill.

As written, the present bill leave intact all deductibles and co-
payments that are part of the parent's existing policy. Needless to
say, if these are high, they act as a continued barrier to access. The
bill does, however, promise preventive pediatric care from birth to
age 6 according to the following schedule:

Every 2 months from birth to 6 months;
Every 3 months from 9 to 18 months; and then
Annually from 2 through 6.
The National Academy of Pediatrics' proposal for universal

access for children and pregnant woman is a much broader bill
than our state's legislation. However, it too is a limited bill. And it
does not cover adult men and non-pregnant females.

It does, however, focus on a segment of our society, which is most
vulnerablethe unborn and children. And we suggest that by im-
plementing this partial coverage now, we could work out a myriad
of details of a program with broader health coverage that would go
into effect later on.

The program as conceived is based upon the fact that most
hca;,,ii insurance in America is provided through employers. The
availability of quality employer-based insurance, especially for de-

I S 7
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pendents, is declining because economically pressed employers
have either dropped dependent health insurance, reduced the bene-
fit packages, or required employees to pay a higher premium share
for dependent coverage.

For those patients who do have insurance, the benefits usually
cover anesthesia, surgery, and the doctor, but do not reimburse for
the less dramatic preventive functions that might have eliminated
the problems in the first place.

Our proposal is designed to assure universal access to health in-
surance with a federally mandated standard benefit package for all
children through age 21 and for pregnant woman. The standard
package will be designed to ensure quality of care with benefits di-
vided into three categories: preventive benefits, primary/major
medical benefits, and care-coordinated benefits.

Coverage will be available either through employer based insur-
ance or a state administered fund, thus ensuring a one tier insur-
ance system.

Employers who offer insurance to their employees will have the
option of providing coverage for dependents through the standard
benefit package as defined by the legislation, or to pay a payroll
tax of about 3.5 percent to the state funds.

In addition to the payroll tax, the state administered insurance
fund will be financed through federal and state Medicaid funds,
plus premiums and co-payments. For families with ir comes below
130 percent of the poverty level, no contribution will be required
for those whose income is between 130 and 200 percent of poverty,
a sliding scale will be applied

Our proposal suggests a dual form for Federal and state govern-
ments. The Federal government will ensure high standards, while
the states will enjoy flexibility in administration and management.

The benefits of our program are divided into three categories:
1. Preventive Benefits: Preventive care visits at clearly defined

intervals, pre-natal care, care of newborns, and child abuse assess-
ment. Regardless of the family's income level or insurance system,
no co-payment 3 or deductibles will be applied.

2. Primary/Major Medical Benefits: This includes care for acute
and chronic illness, hospital care, subspecialty consultations, emer-
gency room care, drugs, and laboratory tests. And there will be a
maximum deductible contribution of $200, and a maximum co-pay-
ment of 20 percent of the total charges for the services in this cate-
gory.

3. Case Managed Benefits: This includes services such as mental
health, substance abuse, and treatment of developmental and
learning disabilities. And there will be a case management of the
benefits in this category.

I included two pages on my printed form that I sent in. One copy
is of the state bill, and the second, an overview of the national bill.
We will be very happy to answer any questions about this, but we
feel that this an appropriate step to take while Panel 2 is deciding
on how best we should go. That this is something that can be insti-
tuted very early and be used as a model.

Thank you.
[Prepared statement of Leonard S. Krassner, M.D., follows:]

c'
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PREPARED STATEMENT OF LEONARD KRASSNER, M.D., PRESIDENT OF THE CONNECTICUT
CHAPTER OF THE AMERICAN ACADEMY OF PEDIATRICS, ACCOMPANIED BY ELSA STONE,
M.D., VICE PRESIDENT OF THE CONNECTICUT CHAPTER OF THE AMERICAN ACADEMY OF
PEDIATRICS, WALLINGFORD, CT
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Mr. Chairman and Members of the Committee:

I am Leonard S. Krassner, MD, president of the Connecticut Chapter
of the American Academy of Pediatrics. I am accompanied today by
Elsa Stone, MD, vice president of our chapter and chairperson of our
committee on health financing.

I have been asks{ to discuss two topics with you today. One is
the health insurance bill we helped pass here in Connecticut and
the other is to give you a general idea of the proposed childcare
hill being drafted by the national American Academy of Pediatrics.

The paramount con:ern of the AAP, both nationally and locally, has
been the health and well being of children. Children are poorly
served in our society. It is embarrassing that the United States
and South Africa are the only two industrialized countries that do
not provide universal health insurance coverage for their children.
Connecticut has the highest infect mortality rate in New England,
is third in the percentage of childhood AIDS cases, and has 86,000
children with no health coverage.

During the last session of the state legislature, we successfully
lobbied for the passage of a bill which requires that, as 01
October 1, 1989, all new or renewed group health insurance policies
include coverage for preventive pediatric care from birth through
age 6. This hill is far moee limited than we desired. We were
aware that the only age group with a rising mortality rate is the
teens, but we were unable to have them included in the bill. As
written, the present bill leaves intact all deductibles and co-
payments that are part of the existing policy. Needless to say,
If thzst are high, they act .e a continued barrier to access. The

hill does, however, promise preventive pediatric care from 0 to 6
years according to the following schedules:

every 2 months from birth to 6 months.
every 3 months from 9 to 18 months
annually from 2 to 6 years.

The American Academy of Pediatrics' proposal for universal access
to health care fnr children and pregnant women is a much hroader
hill than our State's legislation. However, it too is a limited
bill. -- It doesn't cover adult men and non - pregnant females. It

does, however, focus on a segment of society which is most vulner-

ablet the unborn and the children. Implementing this partial
coverage could be used to work nut the myriad of details tult a
program with broader coverage would control.

The program,as conceived, is based upon the fact that moat health

insurance in America is provided tht ugh employers. The availability

of quality employer-based insurance, especially for dependents, is

declining because economically pressed employers have either dropped
dependent health insurance, reduced the benefit packages, or
required employees to pay it higher premium share for dependent

coverage.
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For those patients who do have insurance, the benefits usually cover
anesthesia, surgery, and the doctor, but do not reimburse for the less
dramatic preventive functions that might have eliminated the need for hos-
pitalization in the first place.

Our proposal is designed to assure universal access to health insurance
with a standard benefit package for all children through age 21 and pregnant
women. A standard package will be designed to ensure quality of care with
benefits divided into three categories: preventive benefits, primary/major
medical benefits, and care-coordinated benefits.

Coverage will be available eitler through employer-based insurance or
a state-administered fund, thus ensuing a one-tier insurance system.

Employers who offer insurance to their employees will have the option of
providing coverage for dependents through the standard benefit package as
defined by the legislation or to pay a payroll tax of about 3.5% to the state
funds.

In addition to the payroll tax, the state-administered insurance fund
will be financed through federal and state medicaid funds plus premiums and
co-payments. For families with incomes below 130% of poverty level, no con-
tribution will be required; for those whose income is between 130 and 200%
of poverty level, a sliding scale will be applied.

Our proposal suggests a dual role for federal and state governments. The
federal government will ensure high standards, while the states will enjoy
flexibility in administration and management.

The benefits of our program are divided into three categories:

1. Preventive benefits: Preventive care visits at clearly defined
intervals, prenatal care, care of newborns, and child abuse
assessment. Regardless of the family's income level or insurance
system,no co-payments or deductibles will be applied.

2. Primary/Major Medical benefits: Care for acute and chronic illnees,
hospital care, subspecialty consultations, emergency room care and
drugs and laborrtory testa. There will be a maximum deductible of
$200 and a maximum co-payment of 20% of the total charges for
services in this category.

3. Case-Managed benefits: Services such as mental health, substance
abuse, treatment of developmental and learning disabilities. There
will be case management of the benefits in this category.

I have included two pages as a sort of appendix. One is a copy of the
state bill and the second, an overview of the national.
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EMPLOYER-4MP INSURANCE
BENEFIT STRUCTURE

BENEFIT
I SERVICES COST-SHARING 'INDEMNITY'

BASKET I 'LIMIT

- PREVENTIVE CARE
I - NO DEDUCTIBLES

PREVENTIVE/ - PRIMARY CARE I - NO CO-PAYMENTS - NONE
PRIMARY I FOR NEWBORN

BENEFITS I

- SPECIFIC

SERVICES

IFCLUDING

PR:MARY CARE

- SAME FOR

DEPENDENTS AS

EMPLOYEE PLAN

MAJOR

MEDICAL

BENEFITS

- OTHER HOSPITAL,

PHYSICIAN AND

DIAGNOSTIC

SERVICES

- 20 % INDIVIDUAL

CO-PAYMENT

MAXIMUM

- S200 DEDUCTIBLE

MAXIMUM

- NONE

SPECIFIC - SAME FOR

SERVICES WITH DEPENDENTS AS

CASE

MANAGED

UNPREDICTABLE

UTILIZATION

EMPLOYEE PLAN - YES,

VARIES

BENEFITS (E.G. LONG TERM - COST SHARING BENE-

CARE, MENTAL AND/OR CASE FIT

HEALTH) MANAGEMENT

APPLIES

1)1
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Substitute House Bill lo. 5761

PUBLIC ACT NO. 89-101

AN ACT CONCERNING INSURANCE COVERAGE FOR
PREVENTIVE PEDIATRIC CASE.

Be it enacted by the Sena,:e and House of
Representatives in General Assembly convened:

(NEW) (a) "Preventive pediatric care" shall
mean the periodic review of a child's physical and
emotional health from birth through six years of
age by or under the supervision of a physician.
Such a review shall include a medical history,
complete physical examination, developmental
assessment, anticipatory guidance, appropriate
immunizations and laboratory tests in keeping with
prevailing medical standards.

(b) Every group hospital or medical expense
insurance policy or group hospital or medical
Service plan contract delivered, issued for
delivery or renewed on or after October 1, 1989,
shall provide benefits for preventive pediatric
Care for any child covered by the policy or
contract at approximately the following age
intervals: Every two months from birth to six
months of age, every three months from nine to
eighteen months of age and annually from two to
Six years of age. Any such policy or contract may
provide that services rendered during a periodic
review shall be covered to the extent that Such
services are provided by or under the supervision
Of a single physician during the course of one
visit. Such benefits shall be subject to any
policy or contract provisions which apply to other
services covered by such policy or contract.

Certified as correct by

0.1.1=1..*
Legislative Commissioner.

111110,1.11. 1=.

Clerk of the Senate.

Approved --------

Clerkgrthehrouse.

...r.beru. 1989

Governor, State of Connecticut.
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Mr. MORRISON. Dr. Krassner, I do have a little bit of a worry
about where you are in relation to Panel 2. In many ways, taking
care of the children first is an appropriate priority because what
happens to them has the most to do in both cost and quality of life
terms with the future. But it does disturb me that the pediatricians
are off creating their universal program for the children, and not
seeing any necessity to say that the whole structure has to change,
here is where we are going, and we want to do this first. Do you
have a comment on that?

Dr. KRASSNER. Well, first of all, we knew you were going to say
that, right?

Mr. MORRISON. I am so obvious.
Dr. KRASSNER. From our point of view, this is not a substitute

for, this is a first step in that process. As pediatricians we under-
stand, first of all, the urgency. We have turned our back on chil-
dren for a long time, and it is about time that as a democratic and
thinking and caring society that we do not wait another ten years.
We think that it is time to do it now. But by no means is this con-
sidered a substitute for. And we are looking at it really, as I said,
as a way for maybe working out some of the bugs and some of the
problems that could then be applied to a universal health care
system.

Mr. MORRISON. I am going to be interested in comments from Dr.
Marmor and Dr. Wolfson about this. We had a rather bad experi-
ence with, if you will, incrementalism without a goal with the cata-
strophic health insurance program for seniors on Medicare. It
seems to be an example of something that was kind of a square peg
in a round hole, and it did not have popular support. It did not
really solve the problem that was highest on the list of the people
who were going to pay for it, and it really did not advance the
cause of getting to a more comprehensive and workable system.

And my question is, is your organization committed to setting
some kind of long term frame work into which this fits or not?

Dr. KRASSNER. Yes, it is. We have already contacted groups such
AARP who one might have supposed that they would be opposed to
this kind of fragmentary inclusion, but they were very happy to see
this as a first step. I am close to the Medicare situation myself so
that I am not going to cut myself out of this at all, but I think the
academy, even though we do focus, we are committed to improving
medical care from birth to death.

Dr. STONE. I think the Academy (of Pediatrics) has not taken a
position on national health insurance. What it certainly believes in
and is committed to is universal access to care. It is also a pragmat-
ic organization, and it knows that children need that care today,
not ten years from now. And while national health insurance is,
obviously, more comprehensive, how long is it going to take us to
get there? And this is something that can be started quickly.

Mr. MORRISON. But; I must say that the politics of getting to an
appropriate system of universal insurance in the United States is a
story of interest group reaction. Take a poll and ask the American
people and they buy the Canadian system today That is the truth
of it-80 to 20. The majority is behind a universal access system.

A system was in the Social Security Act proposal in 1935 and
was cut out. That distance from 1935 to 1989 car, only be explained
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by organized political resistance, not by the views of the American
people. It is very important that you go beyond saying, "Well, this
is a nice piece," and say that it is a piece of somethi4, as opposed
to a piece of what we cannot talk about.

Ted, could you comment on how, if you were trying to get from
here to there, you think would be the steps to get, there?

Dr. MARMOR. Well, you know, I am dumbfounded in a way by the
last speaker, because in 1974-75, I advocated kiddie care as the
next step to move us along toward the goals of a national health
insurance scheme, and treating this as a single step that they had
priority in terms of its target group.

And kids had some priority because you could imagine putting it
into effect with less of the complexity that would come on with
some other groups.

With all the respect and good will I can muster, I feel differently
about that in 1989 than I did in 1974. I think we do not have ten
years to anticipate getting this system under control. The economic
consequences of the overall system, not the medical consequences
for children, or particular groups, but the economic consequences
of the arrangements we have got are just too staggering. And there
is going to be a reaction to it.

So, my thought about getting from here to there would be imag-
ining possibly using this as a step, but only in a scheduled set of
steps. I would not see this as an incremental move designed to sta-
bilize for a while while they go on to something else.

I do not expect pediatricians to lead the way on this. They are
responding understandably to the pains they see. But I do think it
is important for them to hear from others that they should not be
the advocates of universalism as the first priority in their concern.
It ought to be the second one. That is, they ought to speak candidly
your real concerns for doing tomorrow literally yesterday.

But, I think, frankly, that what Dr. Wolfson's principles as ar-
ticulated, would constitute for most pediatric groups that I can
think about, an acceptable set, at least for the reformers within
those groups. It would be very important to leash the plan, in other
words, to the principals, and to the staging, and to let the argu-
ments take place as much about the impossibility of continuing to
do what we do over all as the special claims of children. That is
what I would argue.

Mr. MORRISON. Do you have a comment on the Axelrod plan in
New York?

Dr. MARMOR. Well, the Axelrod plan in New York, as I assume
you know, is another example of a first step, but it is a first step so
to speak on coalescing the payers into one institutional form. It is a
very valuable step, I think, for trying to bring together the parties
who would have to negotiate with the providers in any kind of ex-
panded scheme that had cost control.

I guess my feeling is that the financing is so out of control at the
moment. So much waste takes place in the do:lars following the
moves as people try to move costs into somebody else's pocket. The
axelrod administrative idea is for me a step easier to complete with
steps towards national health insurance than any large benefit
package increase for any large population group.
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I would rather move administratively in the first step to arrange
the payers. out the goals that you have set out as the aims for
the universal health in.urance scheme, and think about children
as the target group, if you are going by stages at all, that you
would want to start with.

Mr. MORRISON. But can I justI want to just challenge in a most
friendly way your argument that if we are to have national insur-
ance, we must spend more. Much of what we spend now, we ought
not to spend. That 1 percent of GNP that distinguishes Canada
from the United States on administration alone, does not contrib-
ute one whit to our health. I do not want to give credibility to the
claim that every dollar we are now spending has an equal claim on
our loyalties. It does not. It is the case that those dollars are used
for a variety of purposes.

We have to ask, for example, not only whether the service is
worthwhile, but whether the price we are paying for it is too much.
The new changes proposed in fee reimbursement involve very large
shifts between cardiac surgery, for example, and primary benefits.

Not every dollar we are now spending is being done either for
the right thing or in the right order. So, I do not think there is
magic number of 4 or 5 percent of GNP which is just the right
amount of money to start with, but I do agree with you that those
principals would involve a very large rearrangement of where the
money would go.

Mr. EVANS, Would youoh, go ahead.
Dr. WOLFSON. Well, I have to confess that while I agree with

many of the statements that Ted made, he also made me very un-
comfortable in the sense that, as a physician I was sitting next
door to a fellow who was giving Canadian physicians none of the
credit for the good aspects of the Canadian health care system--

Dr. MARMOR. I will be glad to go into that, and I hope I am
asked.

Dr. WOLFSON [continuing]. But for credit for a lot of the bad stuff.
The cost increases, and also the individual inefficiency. I think the
physicians have to be part of the solution as well. And one of the
things that we can bring to the discussion is the knowledge of the
problems posed for the delivery of patient care of all of the systems
that are out there.

For example, in New York, the Axelrod proposals over the last
five years led to a very severe constriction of resources on expendi-
ture personnel and capital development of the New York City hos-
pitals. They failed to allow for the increase in nursing salaries that
has appropriately occurred over that time. They failed to allow for
the consequences of substance abuse. And they failed to allow for
the AIDS epidemic.

Since all of those three major vectors have been manifestively
obvious to everybody, there has been no change in the funding
available to the New York City hospitals, And efforts have been
made to crunch the private institutions to begin spending their en-
dowments in order to make up for this.

The result has been, at least for the short term, agony and a
crisis of major proportions in New York City. We need to find out
how to do it. Canada has some of the answers. They do not have all
the answers. They are shifting patients.

I r)
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Dr. MARMOR. Why should they have all the answers?
Dr. WOLFSON. No, but we need to look at them and gain from

some of the good aspects, and try to avoid some of the bad aspects.
The infrastructure of the Canadian hospital system is in major
trouble and is getting worse. And health care costs are rising in
Canada. And there is increasing difficulty in the negotiations that
you described.

And this is all taking place within the system that evolved over
twenty years on a province to province basis, with a lot of change
for prospective discussion. And a lot of chance for the society to get
together to agree about common goals and interests.

Dr. MARMOR. Could I just answer. It is true that it developed
over twenty years, but it is misleading to suggest that each prov-
ince took twenty years to do it. It happened very rapidly in the
provinces You are quite right that there were social decisions to go
in that direction. I think the social decisions that you are trying to
force attention to, once the social decision was made to go forward,
negotiations took place about many of the things you are talking
about.

I very much would back the energy and effort you put into treat-
ing physicians as major players in the operation of any system, no
matter how it is paid for. It is obvious. You cannot have a sensible
system without the cooperation of physicians on the care.

But I think a sharp distinction ought to be drawn between pleas-
ing or at least respecting the professional role of physicians as ex-
perts in medical care, and the willingness to pay physicians what-
ever they want. I think on the latter question, there always will be
conflict.

And indeed I think there ought to be a sharp division between
the professional expertise of doctors about medical care, and their
professional expertise about what they ought to be paid. I think
they have none in the latter category, and an enormous amount in
the former category.

What is interesting, and the pointI really want to highlight
thisCanadian physicians, as measured by surveys of their stand-
ing in the community, stand higher in their community than do
American physicians currently. They suffered less the attacks of
the last twenty years on professionalism.

Moreover, Canadian physicians and Canadian hospital adminis-
tratori have more autonomy about what they do than American
doctors, the American hospital administrators, for two reasons:

The budget totals that I talk about that go to the hospitals are
not encumbered by lots of details about how to manage the hospi-
tal. Canadian cost controllers are very tough on amounts and very
flexible on deeds because their interest is making sure that no
more gets spent, not on how it is spent. They do not think they
have expertise in that.

And on the physician side, I think that we went into this, and
indeed what a sensible American state would do would be to inves-
tigate each one of these points and get satisfaction on it. What ap-
pears to me from my observations of Canadian fee negotiations is
great conflict over the total, substantial conflict among some physi-
cians as Canadians have shifted towards care and curative practice
and away from cutting and rewards.
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The ratio of the top surgeons to the general practitioners has
been squeezed over the last 20 years. There has been a lot of com-
plaint in some sectors and not in others.

And finally, there has been in the Canadian medical care area of
discretion and autonomy almost no invasion, almost none. Canadi-
an physicians regard the circumstances under which we deal with
insurance companies and government payers as violative of their
professional autonomy.

And that is the common ground between medical reformers and
the Canadian example. Neither to take their view as if it is prob-
lem free, how could it be? Nor to take the view that their problems
are exactly like ours. They are not. Being better than is important
even if it is not the best or the ideal.

So, I am very sensitive to wanting to not hold them up to a
standard that they could not possibly meet.

Mr. EVANS. I forgot my question now. It is an interesting debate.
First of all, I do want to commend the doctors for being involved in
this debate. I am not sure, maybe it is something peculiar to the
New Haven area, but many county medical associations have
sought to inject themselves than face here, so you are to be com-
mended.

Let me ask, Ted, 'if he would anticipate increased costs if we
would in a relatively short time, adopt something like a Canadian
system the way that Dr. Wolfson has indicated with some increased
coats because of the numbers of people who suddenly would become
eligible for Medicare and start taking advantage of that eligibility

Dr. MARMOR. Well, it would follow as day follows night that if
you kept all the same prices and increased the volume consider-
ably, there would have to be more costs. My guess would be that
the only way you could avoid very significant increaser in cost
would be to make no change in the physical capital in any one
year. The hospitals would not change.

It is very important thatand let me try to be careful about
thisin the hospital sector if we paid on the budget basis, I think
we could get away with relatively modest changes because we have
got such under use of capacity.

Dr. WOLFSON. It does not apply here. If we do hospitals that are
running an average of 105 percent--

Dr. MARMOR. Oh, absolutely. In any areas where there was, you
are up to capacity, this would not apply. I am talking about nation-
wide.

Dr. WOLFSON. Exceeding capacity. We have patients boarding in
emergency rooms.

Dr. MARMOR. Fair enough. Those patients need places as far as
the nursing supply goes.

Mr. MORRISON. Part of that is the nureing supply.
Dr. WOLFSON. Right. And then the hospital cost commission.
Mr. MORRISON. I think we have closed wards because of closed

rooms because of lack of nurses.
Dr. MARMOR. But you see what I am driving at. In the area

where we got % occupancy rates, there is excess capacity. On the
other hand, if you paid by case, it would not apply, right? So, there
is the economics of increased costs. The hospital should not have,

197
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on average over the whole country, any great increase in physical
capacity required. Overall, the whole country.

If we have 2/3 capacity now, it cannot be the case overall.
Mr. MORRISON. But the capacity is sometimes in the wrong

places.
Dr. MARMOR. Exactly.
Mr. MORRISON. We may have to pay twice. You are going to pay

to close units down, and you are going to pay to open units up.
I think we should be careful. I think it is a real good point we

cannot promise the American people we can do it for nothing. We
have a President who has done that, and we know where it has
gotten us. If we do that, we will never get down the road, and it
will all blow up in our faces

Dr. KRASSNER. They did not cut the quality either. I mean, if you
are going to cut down the amount paid for a service, and then you
are going to put it out there for the doctors, they are going to in
crease their volume. So, instead of spending twenty minutes with a
patient, you will spend fifteen minutes with a patient to keep your
income where it is.

Dr. MARMOR. That very much applies. In the short run in
Canada what happened in the first years of putting it into effect,
first physician incomes went up sharply. And one reason physician
incomes went up sharply is that they had no bad debt in the year
X plus 1. That actuallythere is a case where you are going to
have an increase.

Second, it went up because it was all reported. So reported
income went up. There were big changes in Quebec, like 55 per-
cent, which was not all new dollars. So, that will be relevant.

And, thirdly, it went up less than it would have because the
provinces paid at fee levels. They took into account the bad debt
and paid the first year at a reduced amount from the fee schedules
that were negotiated, saying that the fee schedules earlier had in-
corporated a bad debt. And that over time, a lot of struggles took
place.

But I think the short answer to your question is, there is no way
to move to an expanded utilization nationwide without some in-
crease in outlays in the first year. No way. But that the Canadian
example does illustrate that you can maintain those outlays over
time, or even reduce them somewhat as you reallocate within medi-
cal care. I think that is the answer I would give.

Mr. EVANS. The devil's advocate question. The spread of the
AIDS problem now largely in our country, I am not sure it is true
in Canada, is being caused now by the use of needles by drug users
and so forth, does that make it still similar to Canada? I realize
that is going have an impact whether we change from one system
or another. But that is a real problem that we are going to have to
deal with, as is the crack problems, and the problems it i having
on our delivery in medical service here. We will have an impact
one way or another. But was that going to cause a big disruption in
terms of if we would switch?

Dr. MARMOR. I do not think so. I do not think the switch of fi-
nancing, or the change in negotiation about budgets or fees is the
basic problem. The basic problem is generating the resources and
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channeling them appropriately to people who have this particular
set of physical ailments.

And Canada has exactly the sable mix of troubles, but not the
same magnitude of the troubles. They do notin other words,
AIDS for them, there is not a lot of discussion of the financing
problem of AIDS. There is a lot of discussion about the financing
problem of medical care. There is a lot of discussion about what
physicians ought to be paid. Not what they ought to be paid for
AIDS victims.

It does notit is fascinating, in the Canadian context there is
almost no discussion about the aging and graying of the society as
if the elderly are a special group that we have to worry about be-
cause we are having more of them. There are lots of disputes about
whether we can raise the money to pay for medical care, and then
it goes to the citizens we have. You do not change the grain of the
budget.

So, as in the case of these special populations, the fights are
about the basic economics, and about the quality of care, whether
it is threatened or not by the Wm" of economics, and about who
ought to pay. That is not only the funding amounts, but the
sources of funding, should it be premiums or general revenue. It is
hardly ever about these disputed population groups, as you were
suggesting.

There are disputes about AIDS, br 4; they are not medical. They
are not given their homethey do not become a fragment of the
discussion of the special funding.

Dr. WOLFSON. Part of the problem about talking about costs is
that in every system that we looked at, costs were shoved around.
For example, in systems that economize on health care by delaying
elective surgical procedures, there is an enormous societal cost in-
volved there.

If the wait is a year for a hip replacement, that is a year during
which that person is withdrawn from the work force. And he and
she and the family suffer and have to draw on other societal re-
sources and are non-contributing members of society during that
period of time.

We heard a lecture at the Yale New Haven hospital earlier this
last week from a British cardiac surgeon, who pointed out the fact
that he had not done an elective cardiac surgical procedure in two
years, the average wait for cardiac surgical procedures in that
country being eighteen months if they were on an elective basis.
He was 6oing nothing but emergency cardiac procedures because
by the time the patients were arriving on his operating room table,
they were critically ill and emergent. He was doing most of the
surgery at night and on weekends. The man was very pale and
very tired.

Mr. EVANS. I guess I would like to conclude with maybe two ob-
servations about Congress because that is part of this debate.

One, I am afraid that some of my colleagues in Congress will view
the repeal of catastrophic health care as a way of saying that any
further involvement by the Federal government in health care
areas are probably not good at this time, given the readion of
yourself and some of the senior citizen's organizations.
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And, secondly, I am a member of the Armed Services Committee,
and I am very much in favor of allowing some of this money that I
think we have been wasting. I think Bruce and I are very similarly
minded on this backing so many different; areas of our economy
that have been neglected.

But the administration talks on one hand of a 2 percent de-
crease. What they are really talking about is a 2 percent decrease
in the planned increases. And it is very hard to understand what
that means. But they really have not talked about any substantial
withdrawal of the nearly 300,000 Armed Forces personnel from the
NATO countries. And that is about all the progress we have seen.

So, do not sand that piece yet. I would like to spend it before
some of these have occurred, but that is going to be a battle, I
think, that Congressman Morrison and I will be fighting together
to bring some of that money back home.

Dr. KRASSNER. The fact of this discussion points out though that
this is a very complicated problem, and our approach, I think,
would be a very simple way to at least move off dead center and
give some momentum in that direction while this discussion is
going on becauseI have never been known as being a pessimist,
but I cannot see that we are going to move as fast within a year or
two or three or four. I think it is going to be longer.

Mr. MORRISON. Although that observation truly astounds me, I
do not know of any other issue in our current public debate where
the log jam of our political system is as far from the position of the
American people.

It has gotten to the point where you have the Lee Iacoccos of the
world meritially for national health insurance at a time when you
have liberal. Democrats saying it cannot be done. This is really
quite bizarre. And that issomehow we ought to break through
that,

It really does seem to me to be the ultimate example of where
PAC financing politics has left us unable to see the forest for the
trees- that we just cannot imagine telling the AMA, and HIAA,
and IAC and all these folks that the game is over, that now, it is
going to be a very different system, and if you want to be a part of
it, you are going to have to accept some different premises about
where we are going.

So we must all get together before we wreck the whole system,
because we are going to tear it apart or make a lot of the same
mistakes that were made in 1965 because of who made what deci-
sions and who would not play.

If you think about Catastrophic, there are two things you should
think about. One, is that it all turned into a disaster. But the other
thbg that is interesting is that a popular position sort of swept
away all in its path, and people just finally said, "Enough already!
We want X."

If there were a breakthrough of corporations, doctors that are fed
up with the system that does not work, and patients who feel that
the current system does not respond to their needs, and they were
as organized, as the people who were against Catastrophic, this po-
litical debate would be very different and would move a lot faster.
Arid it is a little bit of our own limitation of vision that is keeping
this from happening.
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Dr. MARMOR. Could I try to link that up with the Canadian expe-
rience in this way? In the middle 1960s it was assumed in Canada
as well that they were a long way off from changing toward physi-
cian insurance. People assumed that the Canadian Medical Asso-
ciation would fight like tigers about it; and, of course, they did.
And they would object to it.

A commission was set up, headed by Justice Hall, which went all
over the country and got groups discussing this all over Canada.
And to everybody's surprise, this conservative former Chief Justice
of the province of Saskatchewan and his whole commission came
out with some physician support to move ahead. And the barriers
fell rather quickly.

Nobody predicted this outcome. And in the same way, I think, as
we have been astounded by eastern Europe in the last six months,
people have been astounded by the change in the corporate atti-
tudes in the United States. This is an unprecedented set of ar-
rangements.

Mr. MORRISON. But there is no evidence that Jay Rockefeller's
commission, formerly Senator Pepper's commission, is going this
way, nor is there any indication that the Blue Ribbon Commission
in Connecticut is really moving towards that.

I wanted to ask one more question, Ted, and that is: you men-
tioned that Canada had a Blue Cross type of health insurance fi-
nancing system before. What was that transition like, and what
role did Blue Cross play in that, anddo they still exist in some
form?

Dr. MARMOR. Yes, they do.
Mr. MORRISON. What form do they exist in and what does that

mean?
Dr. MARMOR. I think what was found in the 1950s as employer-

based insurance coverage spread in Canada just the way it did in
the United States is that they thought they were reaching, in the
provinces of Canada, a natural limit to the employer-based exten-
sionabout 75 percent of the population. For the rest you ran into
small firms, unattached individuals, exactly the problems that we
are dealing with. And the suggestion was that you could not make
it universal. You could not get private health insurance to cover
everybody through any conventional market-like operations. You
would have to produce substantial subsidies to add on to Blue Cross
if you were to do it that way, or you would have to replace it.

The feeling was, as well, that Blue Cross was then starting to
compete with commercial carriers for hospital insurance and giving
up its community rating and adopting an experience-rating scheme
that would over time, produce more and more variations in the ex-
penditures for hospital care.

So, the conclusion was drawn that if you really believed equal
access to this care was important, you would never get it by the
normal operations of the insurance market. Because even if you
got universal coverage of some hospital care, as long as you had ex-
perience rating, it would start introducing variations in the premi-
ums; and, in effect, create uncovered groups.

Result. The national legislature in 1957 proposed a scheme where-
by as soon as 5 provinces had a universal scheme within their prov-
ince, they would do it for any province. And that happened in be-
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tween 1957 and 1961. They got a 5, and as soon as 5 did it and the
government was willing to pay half the costs, you can imagine the
others came in quickly.

The same process happened really in medical insurance. Now,
what are the common features about both these? They expanded by
type of service. We expanded by type of population. After all, in
these twenty years we have not been uninvolved in the medical
care sector with the government. We have been expanding by
groups. They were expanding universally for activities.

During that time, their equivalent provided sponsored insurance
schemesBlue Cross/Blue Shield. They had different terms for it
Trans Canada. And their insurance competitors fought like crazy
against the expansion of universal health insurance. No question.
There is never an instance that they came around. I think the hope
that they will is a vain one on the basis of the Canadian experi-
ence.

Secondly, the terms of Canadian national health insurance are
that a private health insurance, a non-government health insur-
ance cannot be sold for the same benefits that the public plan
covers. In other words, you cannot have a supplementary plan for
better hospitalization. Or a supplementary plan to cover the fees
above the fee schedule for very good reasons because they did not
wantyou can imagine why not.

On the other hand, Blue Cross and Blue Shield equivalents in
Canada discovered that their relations with employer groups gave
them an in on the expansion of fringe benefits when health insur-
ance dropped out of the fringe benefit world and shifted into the
social insurance world.

What I mean is that the fixed cost of reaching every major em-
ployer in Canada had already been paid by all the insurance com-
panies. When you took one of their market items out, which they
opposed, it turned out that they had a lot of other things to sell.
They sold dental insurance. They sold disability insurance. They
sold special retirement coverage and a variety of schemes. And
they are, in fact, quite a healthy lot.

Point. Opposition throughout the period of discussion.
Result afterwards. Expansion into other markets,:;and. they did

not prove to be a decisive element in the political acceptability. ,
Mr. MORRISON. I want tt, thank you all. I thank you for your pa-

tience to stay and be the last panel. But I think it is important
that you be the last panel because somewhere among the alterna-
tives lies the answer. That is clear. Whether we can agree on them,
that is another question. But we thank you very much, and the
hearing will stand adjourned.

Whereupon, at 1:40 p.m., the committee was adjourned.]
Material submitted for inclusion in the record:]

PREPARED STATEMENT OF THOMAS J. BLILEY, JR., A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF VIRGINIA, AND RANKING REPUBLICAN MEMBER

The title of this hearing, "The Changing Face of Health Care: The Movement
Toward Universal Access,' masks an uncertainty about what is at stake and pre-
sumes a consensus which has not materialized. There seems to be a blurring and
jumbling together of issues which have separate purposes. Before embarking on a
path assumed by the title of the hearing, let us illuminate some of these issues.
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First, let us acknowledge that a federal role in providing access to health care is
nearly as old as the republic itself. The federal government has been providing
health care since 1798. Today, 54 million Americans, or 22 percent of our total popu-
lation, receive their "health insurance" coverage through federal programs. Of the
$487 billion spent on health services and supplies in 1987, over 40 percent was dis-
tributed through government programs. Moreover, we have witnessed a tremendous
shift in the burden of payment since 1965, generally away from the individual, as
the following table shows:

DISTRIBUTION OF HEALTH SERVICES EXPENDITURES BY TYPE OF PAYER

Type of payer
Percentage of expenditures

1965 1981

Federal Government 10.9 16.2
State and local government 11.5 13.7

Business 17.4 27.9
Household and philanthropy 60.2 l 42.2

Katharine R. Levi!, Mark S. Freeland, and Daniel R. Waldo, "Health Spending and Ability to Pap Business, Individuals, and Government," Health
Care Financing Review. U.S. Government Priming Office. Spring 1989. Vol. 10 No.3. p. 7.

At any given point, it is estimated that 7 out of 8 Americans are insured: 22% by
Federal plans, 54% by employer group plans, and 9% by private individual insur-
ance.

Next, let us directly ask, what is the purpose of proposed reform? This is a critical
question, as would-be reformers offer different rationales for change. After consider-
ing all of the testimony, I am uncertain of the central issue about which reformers
think we should be most concerned. Is the purpose to control health care costs? Is it
to shift public subsidies to redress preceived inequities? Or, is the purpose to provide
necessary medical care to individuals who are not receiving the care they need?

Let us untangle this confusion and consider each issue.
Is the purpose to control health care costs? Everyone has a stake in slowing the

growth in health care expenses. Business has seen health spending triple since 1965
as a share of total labor compensation.2 Although individual health spending as a
share of adjusted personal income was unchanged over 15 years between 1965 and
1980, consuming 4.1 percent in each of those years, this percentage increased over 7
years to 5.5 percent by 1987.3 Health spending as a share of total receipts has tri-
pled for the federal government and nearly doubled for the state and local govern-
ments. The federal government now spends 13.9 percent of its revenue on health
care, compared with 11.4 percent in 1980, 11.3 percent in 1975, 7.2 percent in 1970
and 4.2 percent in 1965.4

A shift to the Canadian system as the means to control costs, as some reformers
have recommended, may be a "cure" which is worse than the disease. At first
glance, we find that Canadians seem to pay leis for health care, at least in terms of
health care as a percentage of GNP. In 1987, health spending in Canada was an
estimated 8.6% of GNP compared to about 11.2% here.

In the debate over health care, cost is widely understood but value is ignored.
Here we find the cracks in the facade of Canadian health care delivery. 'Canada, as
in other countries with state -run health systems, must ration care as a finite com-
modity. Thus, promises are not equal to performance. Access to care is therefore not
free and easy, unlike what U.S. admirers would have us believe. Waiting lists for a
panoply of surgical procedures have become an increasingly common fact of life
across Canada. Resources allocated by central planning result in too many empty
hospital beds in one area, and too little in another. There are limits on where and
how physicians may practice. There have been strikes by the country's unionized
doctors. On a province-by-province basis, health care costs are going up even as Can-
ada's ailing economy is forced into more austere measures. "Queuing for care" is
becoming a common expression in Canada as citizens are introduced to the restric-
tive nature of a rationed, tightly managed government system.

Next, we should consider whether the issue is not really about health care, but
rather that is about providing subsidies to a new population to redress perceived

2 Ibid.. p. K.3 ---. P. 10.
4 P. 10.
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inequities. A great deal of public attention has been directed t' a significant
number of Americans who do not have health insurance. This moves us to inquire,
"who are the "uninsured?"

Approximately 15 percent of Americans are uninsured, but only 1 in 7 have no
workforce attachment. To state this perhaps more precisely, 70 percent of uninsured
adults are in the labcr force. In half of the uninsured families, the head of the
household is employed on a full-time, full-year basis. However, most are uninsured
only temporarily.

Roughly 1 in 3 of the uninsured are children. This is a very critical point to
policy-makers in general and the Select Committee in particular. The search for a
solution leads us beyond the issue of health care. We find, once again, that we
cannot separate the status of the child from what happens within the home. Chil-
dren living with only one parent are twice as likely to be uninsured as children in
two-parent families. While 20 percent of adolescents living with just one parent are
uninsured, only 10.7 percent of adolescents who are living with both parents have
no health insurance coverage. Perental employment is definitely a key to health in-
surance status for children. Only 9.5 percent of adolescents who have a full-year,
full-time wcrking parent lack health insurance coverage.

It is also misleading to assume that all uninsured children are poor. The Office of
Technology Assessment has found that:

"Despite the strong relationship between low family income and the likelhood of
being uninsured, it should he recognized that for adolescents, as for adults, it is by
no means true that all the uninsured are poor. While 41 percent of uninsured ado-
lescents live below the Federal poverty level one-third of uninsured adolescents are
between 100 and 199 percent of poverty, and more than one-quarter are at 200 per-
cent of poverty or above." 5

There may be some concern about equity in the present health care system. But
we must carefully consider the impact on our welfare system as well as the health
care system before extending new subsidies. Do we wish to extend new subsidies to
the non-poor? If we decide that we should, do we need to shatter the entire health
care system to do so, as some reformers would have us in adopting the Canadian
system?

Finally, if we assume the purpose of reform is truly about providing necessary
medical care to those most in need of services, then the Committee should consider
a strategy different from than those presented at this hearing. There is very little
explanation of how these proposals will result in improvement in our health status.
There is no mention of our public health system which includes more than 3,000
local health departments nationwide. And much of the work in public health is de-
voted to the very population targeted by the rhetoricpregnant women and chil-
dren under the age of 6. Are we to simply abandon this vast system?

The effective provision of medical services is what reform should be about. We
need to shift our emphasis from process to client outcomes. In other words, our real
concern should be, 'why are we not finding better results for the public resources
we are already spending?" Between 1977 and 1987, health care spending on behalf
of children virtually tripled ($19.5 billion to $52 billion); in the same period, per
capita health spending for children 19 and under jumped 177 percent. Yet, for all
the spending, the results are a disappointment: infant mortality remains unaccept-
ably high, low birthweight rates have not changed for several years, basic immuni-
zation rates against childhood diseases are low among young children, and we will
fail to meet many of the national health objectives which were established for 1990.

Clearly, something has gone awry in how public policy has been crafted and im-
plemented on health care delivery. Despite our good intentions, we have established
a maze of programs that by nature make 't frustrating and difficult for the needs to
take full advantage.

In the case of health care delivery, we are finding more widespread agreement
that serious changes are needed in this country. Within that context, however, I
strongly advise my colleagues not to expect an instant solution, a magic wand, from
north of the border.

Let us instead fill the gaps in the existing public health system. I have introduced
the Consolidated Maternal and Child Health Services Act (H.R. 2881) which recog-
nizes that the incremental, categorical program approach to health care manage-
ment is a barrier, not a gateway. Under this proposal, the emphasis on health out-

U.S. Congress. Office of 'Technology Assessment. "Adolescent Health Insurance Status: Anal-
yses of Trends in Coverage and Preliminary Estimates of the Effects of an Employer Mandate
and Medicaid Expansion on the UninsuredBackground Paper." Washington D.C.: U.S. Con-
gress, Office of Technology Assessment, July 1989. O'TA-BP-H-56. p. 5.
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comes would enhance the abilities of the states and localities to meet their respec-
tive needs. It would also help to control the runaway administrative costs which
have plagued every level of the delivery system.

Change is necessary. But let us be quite certain about where we want to go.

'y

26-235 (208)


