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

FRIDAY, SEPTEMBER 12, 1986

HOUSE OF REPRESENTATIVES,
SELECT COMMITTEE ON AGING,

Washington, DC.
The committee met, pursuant to notice, at 10:05 a.m., in room2318, Rayburn House Office Building, Hon. Edward R. Roybal(chairman of the committee) presiding.
Members present: Representatives Roybal, Bonker, Vento,Regula, Jeffonds, Bentley, and Meyers.
Staff present: Fernando Torres-Gil, staff director; Judith Lee, ex-ecntive assistant; Gary Christopherson, director of health legisla-tion; Nancy Smith, professional staff member; Christinia Mendoza,

professional staff member; Austin Hogan, director of communica-tions; Carolyn Griffith, staff assistant; Mary Wunderlich, communi-cations assistant; Donna Carroll, intern; Eric Anderson, intern; and
Joe Fredericks, deputy minority staff director.

OPENING STATEMENT OF CHAIRMAN EDWARD R. ROYBAL;
The CHAIRMAN. The committee will come to order.
Most Americans would agree that the United States has among

the best health care in the world, but only for those who have fi-nancial access to itin other words, who have a lot of money. Then
you can be sure that your health will be protected.

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

The second access problem is underinsurance, inadeqnate cover-age of primary acute or long-term care. Young families are morelikely to be working for employers providing only minimal cover-age. Over 200 million Americans lack long-term care protection,public or private, and risk financial disaster if hit by a catastrophicillness.
I am deeply saddened by the personal tragedies I have witnesseddue to lack of access to health care. It is unacceptable that the per-sonal catastrophe of an illness can be accompanied by a second ca-tastrophe, a financial disaster striking young and old alike. Clearly

a broad-based problem exists, and only a broad-based solution willprovide protection which Americans so desperately need.
(1)
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For that reason I have introduced H.R. 5070, the U.S. Health
Act, a comprehensive health care plan guaranteeing access to the
full spectrum of necessary health care. U.S. health will dismantle
existing barriers to health care, slow the current health care cost
spiral, and improve health care quality as well.

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

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

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

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

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

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

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

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

In choosing among the many available options or in packaging o more
comprehensive solution, certoin criteria should be applied:

Are the uninsured fully insured?

Are the underinsured insured for basic health costs?

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

Are costs affordable for individuals, government and employers?

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

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

For that reason, I introduced my USHealth Act of 1986 (H.R.5020), a
comprehensive, national health plan to guarantee that all Americans have access to the
full spectrum of necessary health care. Not only wauld USHealth dismantle existing
barriers to health care, but it would slow the current health care cost spiral and improve
health care quality as well.

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

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

As has been demonstrated by the Medicare program, government can take an active
role in ensuring access to millions af Americans while working closely with the private
sector. Outside of the United States, Canada has also demonstrated that governmentcan
take the leadership rale in assuring health care accessibility and affordability. So too the
American gavernment can take the lead in and shauld shoulder the responsibility for
ensuring equitY of access far all Americans. Equal access is far too important o matter
to be left to chance, to whim or to "market forces."
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Given the forces of change and the current inequities of access, now is the time to
make the commitment to protect the uninsured and underinsured. The risk to the
uninsured and underinsured is great and grows every day. High and rapidly rising health
costs ore hittir7TAMericans of all ages. If costs are not controlled, health costs for
everyone -- individuals, employers, government -- will outdistance our ability to pay for
needed health care. We no longer can afford not to act.

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

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

Today the Aging Committee will examine the problem af America's uninsured and
underinsured and launch its search far a U.S. health plan ta solve this tragic problem.
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'federal government initiates a notional campaign to encourage beneficiaries to enroll in
qualified HMOs. Employers ore encouraged to encauroge their employees to enroll in HMOs.

Federal and State Cost Conf :.imait Programs
The federal health core cost containment program includes all services and patients. The

cost containment provisions take effect in 1992 and include the following:

Inpatient hospital core is paid on the basis of Medicare's prospective payment system
using the Diagnostic Related Groupings and adjusted for population differences (for
example, based on a severity index). Future parent increases ore limited to
increases in per capita Gross Notional Product.

.- Physician, nursing home, home health, hospice, and ancillary services (including
prescription drugs) are paid on the basis of a prospectively set, fixed fee developed in
consultation with health core providers and adjusted for differences in patient
population, service type, and input prices. Future payment increases ore limited toincreases in per capita Gross Notional Product.
Exceptions to this payment system include payments to qualified Health Maintenance
Organizations and payments in States with an approved state-sponsored cost
containment program. Future payment increases for Health Maintenance
Organizations and state-sponsored cost containment programs ore also limited in
effect to increases in per capita Cross Notional Product.
Payments to all providers ore to be adjusted as necessary to ensure reasonable
availability of health care services in rural areas, central city areas and for other
"special need" oreas or populations.
Utilization review of all health and long term care services is conducted by the PeerReview Organizations.

States hove the option to be exempt frcm the federal system and to implement their own
alternative payment programs. In order to qualify for the exemntion, the state program mustmeet or exceed the cost containment targets entailed in this bii (nd maintain access andquality equal to or exceeding the levels resulting from this bill. the alternative paymentsystem must be mandatory for and equitably treat all types of providers covered under theState system.

For each State wishing to develop acceptable alternative payment programs, the federalgovernment provides a three year development grant totaling between $1 million and $3million. Those States with acceptable programs are eligible to hove op to 50 percent of the
savings (as compared to what would hove paid under this amended low) added to reduce the
stnte payment for the poor beginning in 1992. No additional state funds ore needed to matchthis latter allocation.

Catastrophic Protection and Beneficiary Cost Shoring.
Beneficiaries are protected from the cost of catastrophic illness but are rewired to paycoinsurance as follows:
a. 20 percent of health core and skilled nursing home and home health casts up to
maximum of $500 per person per year (indexed to per capita GNP), and
b. 25 percent of non-skilled long tend costs up to a maximum of $1,000 per person per
year (indexed to per capita GNP).

Coinsurance payments ore mode directly to the Trust Fund. The above coinsurance provisionis waived for individuals in families with incomes under the poverty level and for individuals
whose health core costs require the family to spend down below the poverty level. However, asmall comment may be charged to the poor as long as it does not prevent access to neededhealth core.

SECTION II: !INSURANCE SYSTEM

A. USHEALTH PROGRAM:

The following reforms take effect in 1992.

Administration:
Overall administration is by the federal government's USHealth Administration(currently, the Health Care Financing Administration) which is both on off-budget andoperates as on independent agency.
USHea:th is overseen by the USHealth Board. The HealthBoard hos responsibility for

and control sver the program subject to the low, or subsequent changes in the low, establishing
the USHealth program. The Administrator of the USHealth Administration reports to theUSHealth Health Board. Within the USHealth Administration, on Ombudsman office is
established to represent beneficiary interests and help resolve beneficiary problems. TheAdministrator and the Health Board members ore appointed by the President with the consentof the Senate.

e Index is based on a 3-year moving average of increases in per capita Grass Notional Product.

1 1
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C. PRIVATE INSURANCE:

The only private insurance which remains would be for benefits beyond those provided in
USHealth. Any casts wauld not qualify far a tax deduction either far emplayers ar far
individuals.

Insurance companies are permitted and encouraged to perform intermediary and carrier
functions under contract to the USHealth Trust Fund.

SECTION III: DELIVERY SYSTEM

As described abave, Health Maintenance Organizations (HMOs) and similar delivery
systems are to become the primary vehicle far delivering health and continuing care services
in the long term. This is not ta limit future delivery systems ta the current definition of
HMOs os long as alternative delivery systems are initially and continuously qualified by the
USHealth Administration, provide the full range of benefits, and perform os effectively in
terms of quality, access, cost to the consumer, cost to the respective third party payer, and
covered services.

Campaign to Promote HMOs
The federal government is to conduct a notional media campaign to encourage the

development of and enrollment in HMOs.

Finoncial Incentives for HMOs
This bill improves the HMOs' financial position relative to other delivery approaches by

raising the payment rate to 100 percent of the Average Area Per Capita rate by 1992.

SECTION IV: QUALITY ASSURANCE SYSTEM:

The current Medicare quality assurance (OA) system of Peer Review Organizations) is
upgraded to cover all medical services (inpatient and outpatient) for all patients and all
providers and to place as much emphasis on quality assurance as on cost containment. Most
provisions are to be phased in as of January I, 1991. A State has the option ta obtain a waiver
from this requirement if it establishes its awn plan of quality assurance and as long as it
provides at least the same level of protection as the amended federal plan.

Increased Emphasis on Quality Asumance:
This bill requires DHHS and, subsequently, the USHealth Administration to award,

administet, and evaluate its PRO contracts under the stipulation that ot least one-half of the
PROs level of effort is for the purpose of quality assurance as of January I, 1991.

Extension to All Patients and Payers:
This bill requires the DI-II-IS and, subsequently, the USI-lealth Administration and its

contract PROs to condoct quality assurance for all patients.

Extension ta All Medical Service=
This bill requires the DHHS, and, subsequently, the USHealth Administration and its

contract PROs ta conduct quality assurance activities on all medical providers including
hospitals, physician offices, nursing homes, home health agencies, and hospices. The level of
PRO effort expended an each type of provider is in proportion ta the national health care
expenditures for this type of provider. Similarly, membership on PRO boards reflects the
range of health care providers reviewed by the PRO.

Hospital Discharge PlanninT
This bill sets guidelines for discharge planning to protect against inappropriate discharges

and to ensure a smooth and timely transition to past-hospital care. It also requires that
hospitals have in place a discharge planning pr^ t.,at begins as close to the time of hospital
admission as appropriate and that alerts nursing home and home health providers of a patient's
onticipated need for post-hospital care at the earliest possible time.

Quality Msurcnce "Hot-line":
This bill requires PROs to have a 7-day-o-week hot-line far receiving questions and

complaints from health core providers, consumers, and interested parties concerning health
care quality problems. PROs are required to assist in the resolution of any legitimate quality
related problems. The USHealth Administration, in coordination with each PRO, shall provide
beneficiaries with the hot-line number for their PRO in a way that can be easily attached to
their USHealth cards.

Local Consumer Advisory Board:
This bill requires each PRO to have a Consumer Advisory Board (CAB) by Ociober I,

I 986 which conducts ongoing oversight of the PROs, provides input into the jward and
evaluation of PRO contracts, and con receive input from Medicare beneficiaries and other
interested parties. The CAB and the PRO are responsible for educating consumers on quality
assurance and on the availability of assistance from the PRO and other agencies. The PRO
makes available to the CAB such information and staff os are necessary to carry out the CAB
function, but not review information on either individual health care providers or consumers.

The CAB is reqUired to prepare an annual report on the PRO's performance and submit
that report ta the respective Gavernor(s), to the national Council on Quality Assurance, and to
DHI-1S and, subsequently, the USHeolth Administration. CAB input is to be utilized in
decisions to award PRO contracts.

13
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The CAB consists of 5-7 volunteer members appointed by the respective Governor of the
State covered by the PRO and representing organizations of the elderly, the disabled, the poor
and other consumers.

Notional Council =I Quality Assuroncos
This bill requires the establishment of a national Council on Quality Assurance (COA).

The Council's function is to provide oversight on the operations of the quality assurance
system old maize recommendations to DHFIS and, subsequently, the USI-lealth Administration,
and to the Congress for its improvement. Its oversight function includes the review of the
administration of quality assurance, the overall performance of the PROs and weivered state
plant, reports of the Consumer Advisory Boards, quality assurance studies ond methodologies
developed by DFINS, the USHealth Administration and others, the data needs of the PROs and
input from interested parties.

DFIHS and, subsequently, the USHealth Administration are required to Provide such
information as is needed by COA to carry out its responsibilities. Based upon these reviews,
the Council is to make recommendations annually for improving quality asserance to DHFIS
and, subsequently, the USHealth Administration, and to the Congress. DHHS and,
subsequently, the USHealth Administration are required to take into account COA input in its
administration of the PRO program.

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

Studies and Reports
The USHeal th Administration shall prepare an annual report which assesses the

performance af the quality assurnnce system and addresses the recommendations of the CCM
and the concerns and recommendations of the CABs. DHHS and, subsequently, the USHealth
Administration shall analyze the impact which the federal cost containment system,
limitations on health care provider payments, and Health Maintenance Organizations have had
on health care quality, access and beneficiary cost and submit an annual repart tc Congress.
The USFlealth Administration shall conduct studies on and develop improved methodologies for
quality assessment and assurance for health care services including hospital, physician, nursing
home, home health services, and hospice services. The USHeolth Administration shall submit
an annual report ta Congress on the progress toward developinj such methodologies.

FinancinT
As compared ta current law and adjusted for inflation, the funding level for the PRO

program is increased by 50 percent in FY 1992 (first year of implementation), bY 65 percen. in
FY 1993, and by 75 percent in FY 1994 and in subsequent years. The funding for the CCM and
the PROs program will be made from the Trust Fund. For those States with their own
federally qualified quality assurance plans, the USHecith Administration is authorized to make
available funds up to the amount that would have gone to the respective PRO as authorized
above.

SECTION Vs FINANCING OF TI-E USI-EALTH PROGRAM

Much of the long term cost of expanding access and reducing costs tor all beneficiaries
comes from reducing health care cost inflation for all payers arid all health care providers.

- Health care cost savings are expanded by holding cost increases down to pei capitagrowth in GNP.
- Beneficiary cost-sharing applies to all services (but is limited by the catas: phicprovisions).

In order to finance the USHealth program ond to provide an orderly transition from the
current system of financing health care, USHealth is financed through the following revenuesources:

A premium approximating the cast of the "Medicare Part B premium payment" is
charged to people over the age of 6$. This premium may be waived far elderly with
incomes under the paverty level.
Employers pay a tax based on a percentage of employee compensation. The basis for
setting that percentage is the aggregate amount which employers are prYing under the
curreni system for employee and retiree health benefits in 1990.
The cigarette excise tax is raised by 160 and indexed ta per capita GNP.
The "Medicare payroll tax" is expanded to cover all income levels.
States provide revenues equal on average to 1/2 cost of the poor (i.e., everyone under
paverty level). Payment rarmula is as follows: (total cast of poor) X 1/2 X (State
papulation / US population) X (State per Capita incame / National per capita income).
An earmarked surcharge on ail corporate and personal income taxes is mode which
equals the amount necessary to maintain the solvency of the USHealth Trust Fund.
(Financing formula: Total USHealth expenditures minus cost cost sharing minus cast
savings minus State share minus cigarette add-on minus the "Medicare payroll tax"
minus the employer tax minus other revenue additions Not revenue required from
On X% surcharge on federal corparate ond individual income tax.)
Revenues are placed in the USHealth Trust Fund which is of f-budget.
Within 6 years, the Trust Fund should have cn apprapriate reserve for contingencies.

For more information on the .1)Slieolth" r,rograrn Act, cootoct the House Select Committee
on Aging (202-226-3375), Room 712, Annex I, Washington, D.C. 20515.

1 4
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report ta Congress an the progress toward developing such methodologies.

:ampared to current law and adjusted far inflation, the funding level far the PRO
is increased by 50 percent in FY 1992 (first year of implementation), bY 65 percen. in
and by 75 percent in FY 1994 and in subsequent years. The funding for the CPA and
program will be made from the Trust Fund. Far those States with their own
qualifieJ quality assurance plans, the USHeelth Administration is authot ized to make
funds up ta the amount that would have gone to the respective PRO as authorized

SECTION Vs FINANCING OF Tl-E LE1-EALTFIPROGRAM

ch of the long term cast af expanding access and reducing costs tor all beneficiaries
am reducing health care cast inflation for all payers and all health core Providers.

leolth core cost savings are expanded by holding cost increases down ta pet capitayeath in GNP.
teneficiary cast-sharing applies ta all services (but is limited by the cotes: phic
travisions).

vier to finance the USHealth program and to 'provide an orderly transition f ram the
ystem of financing health care, USHealth is financed through the fallowing revenue

premium approximating the cost of the "Medicare Part B premium payment" is
:barged ta per.ple aver the age of 65. This premium may be waived for elderly with
ncomes under the poverty level.
:mplayers pay a tax based on a percentage of employee compensation. The basis for
etting that percentage is the aggregate amount which employersare prying under the
:ment system for employee and retiree health benefits in 1990.
'he cigarette excise tax is raised by 160 and indexed ta per capita GhP.
'he "Medicare payroll tax" is expanded to cover all inceme levels.
tates provide revenues equal on average ta 1/2 cast of the poor (I.e., everyone under
everty level). Payment rarmula is as follows: (total cast of poor) X 1/2 X (State
epulatian / US population) X (State per Capita income / Notional per capita income).
kri earmarked surcharge an aul corporate and personal income taxes is Mode which
quals the amount necessary to maintain the solvency of the USHealth Trust Fund.
Financing furmulat Total USHealth expenditures minus cast cost sharing minus cast
avings minus State share minus cigarette add-an minus the "Medicare payroll tax"
ninus the employer tax minus other revenue additions e Net revenue required from
in X% surcharge on federal corporate and individual incarne tax.)
levenues are placed in the USHealth Trust Fund which is aff-budget.
Vithin 6 years, the Trust Fund should have on appropriate reserve far contingencies.

Information on the "USHealth" Program Act, contact the House Select Committee
(202-226-3375), Room 712, Amex I, Washington, D.C. 20515.

1 4
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A more ambitious ond comprehensi-e federal public insurance option might
protect all Americans (including the fully insured, the uninsured, and the underinsured),
cover health and long term care, shield Americans from catastrophic acute and long termcare expenses, upgrade the quality assurance system and contain total health carecosts. One such comprehensive health protection pacRage is the Chairman's proposed"USHea I th" program.

Criteria for Assessing the pOons. As we consider the available options, it isimportant to keep in mind thall funding comes from the same source, the American
people. How much Americans pay depends heavily on their health status and insurance
coverage and, unfortunately, much less on their ability to pay. The challenge is to createa system of insurance which ensures equal access even for those Americars with limitedab,l.ty to pay for needed health care.

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

Are the uninsured fully insured?
Are the underinsured insured for basic health costs?
Are the underinsured insured for catastrophic acute care costs?
Are the underinsured insured for catastrophic long term care costs?
Is the quality of heolth care assured?
Are costs affordable for individuals, government and employers?

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

Commitment to Insuring the Uninsured and Underinsured. Uncertainty may existabout the extent of public support for active government leadership. However, thepublic, fostered by the growing personal experience with inadequate health corecoverage, is making increasing demands that goverment address thls crisis.

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

Now is the time to make the commitment to protect the uninsured andunderinsured. The risk to the uninsured and underinsu-ed is greot and grows every day.High and rapidly rising health costs ore hittinTrn7ericans of all oges, incomes and typesof illness. If costs are not controlled, health cot for everyone -- individuals, employers,government will outdistance our ability to pay. We no longer can afford not to act.

However, public and private sector policymokers will not solve the problem unlessand until Ame, icons of all ages demand that it be done. When public policyrnakersbelieve that zlections will be won cr lost on this issue, then and only then will this
catastrophic problem of over 31 million uninsured and over 200 million underinsuredAmericans be solved.

16



13

AMERICA'S UNINSURED AND UNDERINSURED:

A NATION AT RISK OF INADEQUATE t-EALTH CARE AND CATASTROPHIC COSTS

Health insurance covetage for 235 million Ameticarm of all ages ,s a deep and
immediate concern to Congress because it is an essential element if people are to access
needed care and reduce the personal burden of catastrophic health costs. Recent
studies continue to document serious gaps in insurance coverage. Over 31 millionpersons

more than 13 percent of the U.S. population are uninsured, highlighting the need for
some type of remedial action. Of equal concern are tEi many millions of Americans who
are underinsured those whose insurance is inadequate. The underinsured are also not
ensured access to needed health care, be it primary, acute or long tern, care, nor are
they protected fi om catastrophic health costs. When faced with a catastrophic acute or
long term illness, over 200 million Americans are potentially underinsured.

ThE UNINSURED

Any effort to estimate the number of uninsured people is difficult due to the lack
of a satisfactory data gathering system. As a result, the following current estimates of
the uninsured are low since they miss significant numbers of uninsured.

The U.S. Census Bureau's Survey of Income ond Program Participation (SIPP)
taken during the third quarter of 1985 revealed that approximately 13.5 percent of
Americans, representing 31.8 million persons, are without health insurance public or
private. The uninsured are, by ond large, people under oge 65, as the Medicare progrom
provides coverage for the elderly. About 1 F.3,000 people over age 65 are uninsured. The
16 to 24 age group contains the largest proportion of uninsured with aver 22 percent
lacking insurance. Sixteen percent of those under the age of 16 are without insurance.

The S1PP survey shows that of those under 65 years of age, about 15.2 percentore
uninsured. To give some historical perspective to this statistic, 12.5 percent of peopleunder age 65 were uninsured in 1977. (National Medical Care Expenditure Survey
(NMCES), 1977) This proportion rose to a high of 17.1 percent in 1983. (S1PP, 1983)

The Employment Factor. Approximately 75 percent of the uninsured ore
employed adults or their dependents. The employed uninsured tend to be young and
relatively less educated. Workers in occupations that are seasoral or transitory in nature
and those in occupations requiring relatively less technical skill ere also more likely to be
uninsured. (National Center for Health Services Research, 1985)

The Poverty Foctor. Although the uninsured are distributed across income levels,
a disproportionately large share are economically disadvantaged. According to the 1982
Current Population Survey, 35 percent of the uninsured have a family income below the
federal poverty threshold of $9000 for a family of four; 64 percent (nearl.; two-thirds) of
the uninsured have a family income below 200 percent of the federal poverty standard.

The Geographic Factor. The likelihood of being without health insuronce appears,to some extent, to be a function of geographic reaion of residence. Two-tenths of the
residents of the West South Central states are uninsured, whereaS, only one in ten
residents of New England ore uninsured. Some of this variation is directly related to thevarying adequacy of state eligibility criteria of Medicaid programs. (Congressional
Research Service, 1986)

The Medicaid Factor. Medicoid deserves much credit for improving the poor's
access to health care. However, many poor persons are not eligible for Medicaid
coverage. Poor people may not qualify for Medicaid either because they don't meet the
categorical requirements (i.e. they aren't aged, blind, disabled, or eligible for Aid to
Families with Dependent Children) or because they don't meet the state-determinedresource and income requirements. This latter problem is exemplified by the fact that
the cut-off income level far Medicaid eligibility dipped below 55 percent of the federal
covert:, threshold in 23 stotes in 1984. (Marion Lewin and Lawrence Lewin, Business andHealth, September 1984)

According to a 1982 study, only 37.5 percent of those -- both aged and nonaged --
with incomes below the federal poverty standard are actuolh, eligible for Medicaid.
Another 13.2 percent of those with incomes below the federal cut-off level ore covered
by employer-provided health insurance, leaving 49.3 percent of the federally-certified
poor without any form of public or private health insurance. (Thomas Joe, Judith
Meltzer, and Peter Yu, Health Affairs, Spring 1985) These are the people who fall
through Medicaid's cracks.

Access is defined as the ability to pay for services, the availobility of services, and the
absence of other barriers. This report focuses on the ability to pay issue.

17
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The Uninsurable Factor. Included in the group of persons wh c. are uninsured are
persons who are not covered by a group health plan and cannot purchase private health
insurance because of preexisting medical conditions. This group also includes many
insured Americans who have very restricted coverage due to one or mare serious health
problems. President Reagan's Health Policy Advisory Group ectimates thot "perhaps one
million Americans are uninsurable.... totally or kr specific conditions."

TI-E UNDERINSURE()

The many millions of Americans wha have inadequate health insurcnce the
underinsured are alsc a major public policy concern. Estimates of the underinsured are
aeTe7mined by examining the extent to which payments of out-of-pocket health costs
affect a family's financial well-being. Even far those with some type of health care
coverage, the associated aut-of-pocket casts, os a result of premiums, deductibles, and
copayments as well as payment far noncavered services, can reach catastrophic levels or
preclude persons from seeking needed care.

A recent National Center far Health Services Research (NCHSR) study suggests
that "two distinct types of families have out-af-pocket expenses that are relatively high
in relation ta income: (I) families which, due ta high-cast illness, incur total health care
bills sa large that in spite of relatively good insurance coverage, the uncovered portion
paid out-af-pocket amounts to a considerable sum; these are the intended beneficiaries
of most traditia 1 stop-lass catastrophic health insurance proposals; and (2) families far
wham relatively small out-of-pocket expenses represent a high percentage of their
income due to a combination of law income and inadequate health care coverage."

Depending an the way "underinsured" is defined, estimates of the proportion of ihe
privately insured under age 65 wha are inadequately insured range from 8 percent ,a 26
percent. In general, about 13 percent are thought to be underinwred. However, the
percentage who are underinsured for catastrophic acute ar long term illnesses is much
higher more than 85 percent of all Americans. According ta the NCHSR report,
between one-third and two-thirds of all nongroup enrollees are underinsured. Group
enrollees, who represent 90 percent of persons with private Insurance, are still a
substantial majority of the underinsured.

The Catastrophic Cost Factor On the problem of catastrophic health casts, the
NCHSR study shows that the families with a high ratio of out-of-pocket expenses to
income were found to be headed by someone under 18 ar over 65 years of age, not
employed, and with lower income. The proportion who are underinsured is highest when
it comes ta catastrophic protection -- insurance against the small passibility of large
uninsured expenses from a costly illness. More than 200 million Americans - over 85
percent of Americans - lock adequate protection against catastrophic acute or long term
care costs.

The 1-ligh md Rising Cost Factor. Already individuals and employers are having
dif ficulty paying the high cost of adequate health insurance. Even for people wha might
be able to afford adequate insuronce and mast other out-of-pocket health care costs, the
future presents the problem of rapidly rising out-of-pocket casts. Elderly aut-of-pocket
costs are projected to rise about twice as fast as their income. Even working Americans
are unlikely ta keep pane. Per capita health care costs are projected M grow at m 8.0
percent almal rate between 1985 and 1990 while the costs of other goods (Consumer
Price Index) are projected to grow at a much dower °MIMI rate of 4.8 percent. (Health
Care Financing Review, SpriAg 1986)

The Non-ccvered Acute Care Factor. Americans aver the age of 65 are in a
somewhat different position than Americans under the age of 65 primarily due to the
availability of Medicare coverage far basic medical care. However, most elderly are still
at risk, just as are the non-elderly. Medicare and most private insuranre exclude
payments for preventive examinations, eyeglasses, prescriptions, prosthetic devices, and
foot care. Furthermore, both Medicare and most private insurance provide only the most
minimal protection against catastrophic health care costs -- the most significant of
which is the enormous, unpredictable, and grov:ing cost of long term care.

One indicator of the inadequacy of Medicare coverage is the fact that aboui two-
thirds of the elderly have chosen to purchase supplemental Msurance policies. However,
the supplemental insurance policies are both expensive and generally only help pay for
deductibles and coinsurance for Medicare covered services. As a result, the elderly
remain unprotected from the costs of dental care, prescription drugs, ond long term
care. Further, neither Medicare nor the private supplemental policies provide protection
far expenses resulting from longer term, acute illness.

The Non-covered Long Term Care Factor. When it comes to long term care, over
85 percent af American are underinsured. Home care remains a relatively uncovered
service for mast Americans. Nursing home coverage provided by Blue Cross and Blue
Shield, commercial insurance plans and Medicare is limited. Currently, only 16-25
private insurance companies offer long-h. 'm care insurance which is substantially more
comprehensive than standard Medigap policies and which ga beyond restrictive Medicare
definitions for nursing care.
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At a cost of $20,000 to $50,000 a yeor, nursing 1. rne core would be financiolly
devostating to most people. According to a stud; conducted by Horvord and
Massochusetts Blue Cross and Blue Shield for the Commi tee on Aging, nearly two out of
three elderly persons living alone will impoverish themselves after only 13 weeks in a
nursi .g home.

The Age 55 to 65 Factor. Inodequate private insuronce is a problem particularly
among those between the ages of 55 ond 65. While this age group is more likely to be
insured throughout the yeor thon the rest of Americans, they face the likehood of high
medical expenditures ot an age of reduced employment, reduced income and lower rates
of group insuronce enrollment. (NCHSR, 1985)

TI-E UNINSURED AND UNDERINSUi ,ED AT RISK

The risks and problems facing many mill:ons of uninzured and underinsured
1,mericons are great and growing.

TI-E RISK OF INADEQUATE ACCESS. Ancording to a 1982 Robert Wood Johnson
FaundaWIT survey on access, one million families have at least one member who was
refused core becouse of inaddquate funds. Similorly, 5.1 percent of insured families
found it dif ficult to obtain health care in the twelve months prior to the survey. The
survey olso indicoted that 4.8 percent of insured fomilies needed health care in the
twelve months prior to the survey but did not obtain it. A Louis Harris survey indicated
that over 8 percent of American families in 1983 did not obtain needed medical care for
fincncial reasons.

The NatIonal Medical Care Expenditure Survey determined that utilization
patterns suggest that the uninsured moy not have the access thev need to medical care.
The insured under oge 65 receive 54 percent more physician ambulatory care thon the
uninsured. Further, the insured under age 65 receive almost twice as much hospital care
as the uninsured.

Not only do the uninsured receive less care, but they perceive themselves to be in
poorer health than the insured. The Robert Wood Johnson Foundation's 1982 study shows
that 20.4 percent of the uninsured believe themselves to be in fair or poor health
compared to only 13.4 percent of the insured. Poorer health status of the uninsured
indicates thct more health core is needed for the uninsured, nat less.

TFE RISK OF CATASTROPHIC FEALTH COSTS. Cctastrophic costs refer to
large, unaffordoble, out-of-pocket health care expenditures that can result from illnesses
requiring either acute or long term care. In determining whether or not a person's
medical expenses ore catastrophic, either a person's medicol expenditures can be
meosured against a specific dollar threshold amount or measured relotive to an
individual's income.

A recent Notional Center for Health Services Research ..,tudy documented the
number of tamilies with high out-of-pocket health care expend;tures relative to income
in 1977. Of all families, 19.9 percent incur out. of-pccket costs for personal health
services exceeding 5 percent of income; 9.6 percent have health care costs in excess of
10 percent of income; and 4.3 percent have health cost:, in excess of 20 percent of
income.

Another indicator of the inodequocy of coverage is the fact that elderly
Americans will be spending just over 16 percent of their income on health core in 1986,
averoging $1,850 per person. Older persons now pay a larger portion of their income for
health care than they did when Medicare and Medicakl began 20years ago. (House Select
Committee on Aging, 1986)

Since the previous figures are based solely on out-of-pocket expenses actually
poid, they likely underestimate the problem. These figures fail to incorporate costs for
those services that were needed but were not sought by or provided to the uninsured andunderinsured.

TFE GROWING RISK FOR TFE UNINSURED AND UNDER1NSURED. The impact
of non-existent or inadequate insurance on access to needed care is expected to grow
even stronger as health care costs continue their upward spiral. As health care costs rise
ropidly, it is less likely that Americans can pay the out-of-pocket costs and more likely
that access is restricted.

RisbN Costs. In the case of the elderly, the House Committee on Aging estimates
that out-of-pocket costs will grow from 17 percent of elderly income in 1977 to 185
percent in 1991. By 1991, elderly aut-of-pocket costs are projected to average $2633 per
person ond to amount to about 40 percent of total elderly health care costs. For the
total population, the situation will also get worse as health expenditures confinue to rise
faster than the Gross National Product, a measure of the nation's ability to pay.

Changing Employer Behavior. Employers -- the primary purchasers of private
health care coverage -- ore increasingly becoming "prudent buyers" and are beginning to
shop for the least expensive providers of health care and encourage insurance companies
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to do the same. Responding to this pressure to reduce prices, heaRh core providers are
beginning to scrutinize their casts, eliminate or reduce services that do not generate an
adequate level of revenues, and avoid free or discounted care for the poor and near poor.

Increasing Competition. Further exaceibating the already restricted financial
access to health care is the current emphasis an "competition" in our health system.
Prior to this era of "market reform" in health care, private and public health care
providers provided varying amounts of free and discounted care and could recover the
associated "last" charges by shiffing them onto the bills of private paying patients. But
this voluntary and informal pattern of crass-subsidization of free and discounted ca'e is
becoming less available as the health system becomes more price-sensitive.

Changing Hospital Behavior. Vanderbilt University survey indicates that bath
private and public hospitals are taking actions to limit the amount al free care
provided. In 1981 and 1%2, approximately 15 percent of hospitals adopted explicit
policies and procedures to restrict care to nonpaying patients. (Geraldine Dallek,
Health/PAC Bulletin, May/June 1985)

The growing pressure to ',mit the amount of care provided to non-paying patients
appears to be prompting a rise in the practice of "patient dumping." While data on the
number of patients transferred due to an inability to pay do not exist, a study of
Chicago's Cook County Hospital revealed that the number of :-Inual transfer patients
received by the hospital increased 500 percent between 1979 and 1985. (Washington
Report on Medicine and Health, July 15, 1985) Si-nilarly, a study of Parkland Memorial
Hospital in Dallas, Texas indicated a 300 percent increase in the number of transfer
patients received between 1983 and 1985. (Wall Street Journal, March 8, 1985)

According to the Urban Institute, even state and local governments have reduced
their direct financial support for public hospitals -- what have long been considered the
hospitals of last resort for the uninsured and underinsured. (Marion Lewin and Lawrence
Lewin, Business and Health, September 1984) In 1985 alone, 17 state and local public
hospitals closed their doors. Furthermore, the need for subsidized care is most critical in
impoverished communities where local taxpayers are less able to finance care for the
uninsured poor. (Urban Institute, June 1984)

INSURING TI-E UNINSURED AND UNDER1NSURED

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

OPTIONS FOR INSURING TI-E UNINSURED AND UNDER1NSURED. Fortunately,
there is no shortage of options for insuring the uninsured and underinsured. Though there
are many ways to characterize the many options, much of the current debate focuses on
private versus public sector options.

Private Sector Options. Some argue that privote sector options should be the
primary or only options used. Here the apvcaches might include encouraging or
requiring employers to extend coverage to more employees, retirees or laid-off workers
or to expand the breadth of coverage for all employees. Another option might be to
encourage personal saving far medical expenses through vehicles such as medical IRAs or
health savings accounts. Another route might be to allow expanded tax deductions or
credits to cover expenses such as tor long term care. Yet another option is to encourage
insurance companies to make more insurance policies available which cover catastrophic
acute and long term care expenses. What must be kept in mind is that these private
sector options serve to decrease federal revenues and do not directly address the
problems of the medically indigent and others with limited ability to pay.

Public Sector Options. Some argue that public sector options shoulo be the
primary or on y options used. State and federal options might include extending the
Medkaid program to pick up all of the poor or the unemployed. A different approach for
the unemployed might be to perchase private insurance for them. Another Medicaid
alternative might be to allow low income individuals to "buy" into Medicaid. A similar
option might be for States to develop private "risk pools" where individuals could buy
insurance at group rates. States might tax hospitals to create "bad debt and charity
pools" and permit hospitals to draw from these pools to cover uncompensated care.
Another route might be to use grant programs such as the community health center and
maternal and child health programs.

Looking only at the federal level, a wide range of options are available. Using
Medicare as a base federal approaches might include extending the eligible Medicare
population or expar:cling coverage to include catastrophic acute and long term care.
Some recent proposals to institute Medicare vouchers might be used to cover other
people. The federal government might also provide the services directly as it does
through the Veterans Administration and the Indian Health Service. A hospital-based
option might be to mandate some minimum "fair share of free care" and provide
enforcement through conditions for hospital licensure, certificate of need approval,
partkipation M the Medicare program OT eligibility for tax-exempt bonds.

20
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A more ombitious and comprehensive federol public insuronce option might
protect oll Americons (including the fully insured, the uninsured, ond the underinsured),
cover heolth ond long term care, shiele Americons from cotostrophic ocute ond long term
core expenses, upgrode the quolity :-..suronce system ond contoin totol heolth core
costs. One such comprehensive health protection packoge is the "USHealth" plan
introduced by Choirmon Roybol. (See ottached summory of USHeolth Act of 1986 (H.R.
5070))

CRITERIA FOR ASSESSING TI-E OPTIOM. As we consider the avoilable options,
it is importont to keep in mind thot all funding comes from the same source, the
American le. Funding moy come directly or indirectly from the Americon people
through in tviduol premiums, joint employer/employee paid premiums, individual ond
corporate toxes or direct out-of-pocket poyments to health core providers. How much
Americons poy depends heavily on their health status and insuronce coveroge ond,
unfortunotely, much less on their obility to pay. The challenge is to create an insurmce
system which ensures equal occess even for those Americans with limited ability to pay
for needed health care.

Mony options ore ovailcble for ensuring equal access for oll Amerkans. In
choosing omong them or in pockaging o more comprehensive solution, certain critelia
should be opplieth

Are the uninsured fully insured?

Are the underinsured insured for basic health costs?

Are the underinsured insured for catostrophic ocute care costs?

Are the underinsured insured for catastrophic long term core costs?

Is the quolity of heolth care assured?

Are costs affordoble for individuols, government ond employers?

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

COMMITMENT TO INSURING TI-E UNINSURED AND UNDERINSURED.
Uncertainty moy exist about the extent of public support for active government
leodership. However, the public, fostered by the gra personol experience with
inodequote health care coverage, is moking increasing der Inds that goverment address
this crisis.

The federol government, in conjunction with States and the private sector, has the
respcnsibility and must make the commitment to act as the steward of the nation's
health care dellvnt system and the prof t tor of the notion's health.

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

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

Given the forces of change crld the current inequities of access, now is the time to
make the commitment to protect the uninsured crA underinsured. The risk to the
uninsured and nderinsured is great and grows every day. High and ropidly rising health
costs are hittnnericans of all ages. If costs ore not controlled, health costs for
everyone individuals, employers, government -- will outdistance our ability to pay for
needed heolth care. We no longer c-i afford not to act.

Public and private sector policymakers will not solve the problem unless and until
Americans of all ages demand that it be done. When public policymakers believe that
elections will be won or lost on this issue, the: and only then will this catastrophic
problem of over 31 million uninsured crA over 200 million underinsured Americans be
solved.

The CHAIRMAN. The Chair would now recognize Mr. Regula.
Mr. REGULA. Thank you, Mr. Chairman.
First of all, I would like unanimous consent that our colleague,

Mr. Rinaldo's, statement be made part of the record.
The CHAIRMAN. Without objection, so ordered.
[The prepared statement of Representative Rinaldo followsl
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PREPARED STATEMENT OF REPRESENTATIVE MATTHEW J. RINALDO

Thank you Mr. Chairman. Our nation's health care system has undergone

revolutionary changes in organization and financing in the current decade. One of the

consequences of this revolution is the subject we are discussing tally: who will provide

and my for the health care of those who cannot afford to and are not insured?

I am proud to say that my state of New Jersey has been a winner in this revolution

by taking the leading edge in providing quality health care for all its citizens. It has

expanded the Medicaid program to include moreof the medically needy, and has

instituted and all-payer Diagnosis Related Group method of payment. By wing an all-

payer system, New Jersey Is able to allocate the costs of bad debt and charity me

proportionately to all insurers, and the burden of this care is shared more broadly and

equitably.

I am also proud of the success of the Medierre system,Which covers 30 million

people. This success is demonstrated by the extensive coverage of the elderly today in

contrast to the dramatic lack of insurance prior to 1966. Medicaid and private Insurance

fuirther help to fill the gaps in health insurance for the elderly.

One of the losers in the revolution on health care spending is the practice of cost-

shifting. Cost-shifting subsidized the patients who could not pay for health care by

charging those who could pay substantially more for the same services. The need for

cost-effectiveness in the health care industry has forced the long-standing practice of

cost-shifting out Into the open, and brought about a more equitable payment system,

which is a victory for the patients.

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

brought to the forefront.

There are several ways we can look at reforming and restructuring health

insurance so that those who "fall between the cracks" are caught. Any long term solution

must strengthen and not replace current financing and methods of providing health care.

In the private sector, we need to increase the incentives for creative and

comprehensive health insurance to reduce the size of the medically indigent population.

In the public sector we must restructure and extend public programs to finance care for

those who are unable to obtain private insurance.

We must keep in mind '..wo things as we set out to revolutionize our nation's health

care system again. Better private insurance usage and options can result in more cost-

effective usage of public welfare funds. Also, proper health care throughout a person's

life will help their health later in life; without r oper care, many risks are taken that

may have to be accounted for when a person is etderly. It is clearly a pay now or pay

later situation.

Thank you Mr. Chairman.
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STATEMENT OF REPRESENTATIVE RALPH REGULA
Mr. REGULA. It is interesting to note that in 1984, the Gallup did

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

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

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

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

Thank you, Mr. Chairman.
[The prepared statement of Mr. Regula follows:]
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PREPARED STATEMENT OF REPRESENTATIVE RALPH REGLILA

I commend our chairman for his diligence in pursuing this lapse of

direction in the basic health policies of our nation. To date, both the

public and private sectors have failed to establish any comprehensive plan

for dealing with the catastrophic and long-term care needs of the elderly

and disabled.

Health is part of an'individual's human capital and must be invested

wisely. Unfortunately, we do not possess the sole ability to control our

own health. Although the type of lifestyle and decisions regarding

preventive health are primarily ones own, cirewastances may develop that

inflate cost beyond what the average patient can be expected to pey. It is

these people, the victims of catastrophic illness, who are forced into

financial and emotirr.al bankruptcy by the dictates of a system that is the

result of inaction. Those who are at risk are all Americans, both young

and old.

Under current law, Medicare beneficiaries, and che public in general, are

largely uninsured or under-insured against the cost of prolonged care in a

hospital, nursing home, or within their own home. Over 11 million older

Americans will suffer from some form of chronic catastrophic disease this

year. In 1986, it is predicted that approximately one million persons will

fall into poverty and onto the welfare rolls as the result of the costs of

catastrophic medical care.

Unlike many problems, few Americans realize Medicare and most private

insurance supplements fail to adequately cover catastrophic illnesses.

In a 1984 Gallup Poll survey, it was found that 79 percent of respondents

mistakenly believed that Medicare pays the costs for care in a nursing

home.

Recently, the President's Private/Public Sector Advisory Committee on

Catastrophic Illness released their initial findings regarding

catastrophic and long-term care. Listed as an option which deserves

careful consideration was the medical IRA or other similar savings

mechaniLl. This recommendation is similar to legislation. H.R. 4349, which

I introduced earlier this year.

Momentum continues to build for the development of federal policy, policy

which has heretofore leen indifferent at best. Our distinguished chairman

has also offered legislation regarding this matter. As we work coward the

most appropriate answer we have joined together to evidence a firm

bipartisan resolve to provide for the necessary care of these people.

Although our approaches vary each moves tovard the basic goal of providing

adequate catastrophic and long-tern care to Americans.

I am confident that the testimony to be provided by the highly acclaimed

panel of witnesses before us will most certainly provide an insight into

the problem and how to serve the best interests of the aged.
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The CHAIRMAN. Thank you.
The Chair now recognizes Mr. Bonker.

STATEMENT OF REPRESENTATIVE DON BONKER
Mr. BONKER. Thank you, Mr. Chairman.
I, too, would like to commend you for sponsoring this timely

hearing. While this is the Se loot Committee on Aging, when it
comes to health care and answers, it is certainly an issue that
spans the generations, so I commend you. For senior citizens, I
think it is obvious that most elderly Americans depend heavily on
Medicare for health protection.

When I served as a staff assistant on the Senate Select Commit-
tee on Aging in 1964, wh3n Medicare was enacted, the promise at
the time was that Medicare would be comprehensive and that
senior citizens would no longer have to worry about health care.
Now 20 years later, we find that Medicare covers only about 38
percent of the related healta costs. Indeed, seniors are spending
about 15 percent of their disposable income for health care.

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

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

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

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

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

The CHAIRMAN. Thank you, Mr. Bonker. Before we call our first
witness, I would like to take this opportunity to submit several of
our colleagues' prepared statements for the hearing record. Hear-
ing no objections, so ordered.

[The prepared statements of Representatives, Lloyd, Snowe, and
Bentley followd
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PREPARED STATEMENT OF RORESENTATIVE MARILYN LLOYD

I BELIEVE IT IS IMPORTANT FOR THIS COMMITTEE TO CONTINUE ITS

FOCUS ON A PROBLEM THAT IS CATASTROPH/C IN SCOPE --- NOT ONLY FOR

THE ELDERLY, BUT FOR EVERY AMERICAN WHO IS EITHER UNINSURED OR

UNDERINSURED AGAINST THE RISK OF ILLNESS.

AT A CONGRESSIONAL HEARING WHICH WAS HELD IN CHATTANOOGA,

TENNESSEE, IN MARCH OF THIS YEAR, WE HEARD WITNESS AFTER WITNESS

DOCUMENT THE INADEQUACIES OF THE MEDICARE PROGRAM, WHICH, AS WE

KNOW, OFFERS LITTLE IF ANY PROTECTION AGAINST THE RAVAGES OF

CHRONIC AFFLICTIONS THAT REQUIRE LONG-TERM CARE.

MOST FAMILIES HAVE THEIR HANDS FULL JUST TRYING TO COPE WITH THE

EMOTIONAL STRAINS OF CARING FOR A LOVED ONE WHO HAS BEEN STRICKEN

WITH A CHRONIC DISEASE OR ILLNESS. WHEN YOU ADD TO THIS STRAIN

THE COST OF PROVIDING CARE TnT IS ZOT COVERED BY INSURANCE, THE

COMBINATION CAN HAVE "CAT.,..-,7716:?nTC.' C.:::,:-.7QUENCES FOR THE FAMILY.

AND, WHEN THE FAMILY'S RD-7,TE:::- :...AUSTED, THE BURDEN IS THEN

PASSED ON TO THE COMMUNITY. E.:LN THOSE WHO CONSIDER THEMSELVES

FINANCIALLY SECURE CAN BE PAUPERIZED BY THE COST OE PROVIDING

UNINSURED CARE FOR THEMSELVES OR A LOVED ONE OVER AN EXTENDED

PERIOD OF TIME.

MOST OF US WORK HARD ALL OF OUR LIVES TO BUILD OUR OWN "SAFETY

NET-. WE WANT TO BE INDEPENDENT. WE DO NOT WANT TO BE A BURDEN

ON OUR FAMILIES OR OUR COMMUNITIES. OUR 'SAFETY NET. IS USUALLY

STRONG ENOUGH TO SUPPORT US SO LONG AS WE CAN STAY IN RELATIVELY

GOOD HEALTH. WE STRIVE TO KEEP OURSELVES FIT BECAUSE WE KNOW THAT

IS THE KEY TO OUR INDEPENDENCE. WHAT MOST OF US FEAR MORE THAN
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DEATH, IS THE THREAT OF A MENTALLY OR PHYSICALLY DEBILITATING

ILLNESS OR DISEASE THAT COULD DESTROY OUR SAFETY NET AND WITH IT

THE QUALITY OF LIFE THAT WE HOLD DEAR.

IF WE AS A SOCIETY TRULY BELIEVE THAT HAVING ACCESS TO

APPROPRIATE AND AFFORDABLE HEALTH CARE IS AN AMERICAN RIGHT, THEN

IT IS TIME FOR US TO RECONCILE OURSELVES TO THE FACT THAT WE HAVE

A LONG WAY TO GO IN MEETING THAT PROMISE.

I THINK IT IS TINE FOR US TO TAKE A GOOD HARD LOOK AT WHAT IS

HAPPENING TO PEOPLE WHO ARE CAUGHT UP IN THE HEALTH INSURANCE

AVAILABILITY AND AFFORDABILITY CRISIS --- THE 30 MILLION PEOPLE

WHO ARE TOTALLY UNINSURED AND THE MILLIONS OF OTHERS --- INCLUDING

THOSE ON MEDICARE --- WHO ARE UNDERINSURED WHEN IT COMES TO

CHRONIC HEALTH PROBLEMS THAT REQUIRE EXTENDED CARE.

SOME OF US IN THE CONGRESS HAVE ALREADY OFFERED PROPOSALS TO

DEAL WITH THIS CRISIS, AND WE'RE EAGERLY WAITING ON THE

ADMINISTRATION'S PROPOSAL, SO THAT WE CAN PROCEED TO DEVELOP WHAT

I HOPE WILL BE A COMPREHENSIVE ANSWER TO THIS MOST PRESSING

PROBLEM.

I WANT TO THANK TODAY'S WITNESSES FOR HELPING THE COMMITTEE TO

DOCUMENT THE DIMENSIONS OF THE PROBLEM. THEIR TESTIMONY WILL BE

OF GREAT VALUE TO THE COMMITTEE AND THE CONGRESS.
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PREPARED STATEMENT OF REPRESENTATIVE OLYMPIA J. SNONE

MR. CFAIRMAN, I WANT TO COMMEND YOU FOR HOLD/NG THIS

HEARING TO EXAMINE THE PROBIEMS O. THOSE WHO HAVE LITTLE OR

NO HEALTH CARE COVERAGE.

IT IS INDEED UNFORTUNATE THAT MORE THAN THIKTY MILLION

PEOPLE IN THIS COUNTRY GO WITHOUT SUCH VITALLY IMPORTANT

PROTECTION AS HEALTH INSURANCE. WHILE SOME OF THOSE WHO ARE

AT RISK ARE LAID-OFF WORKERS, THE VAST MAJORITY ARE EMPLOYED

PEOPLE AND THEIR DEPENDENTS. MANY SELF-EMPLOYED INDIVIDUALS

AND THOSE WORKING FOR SMALL COMPANIES WITHOUT HEALTH CARE

COVERAGE CANNOT AFFORD TO PURCHASE THEIR OWN HEALTH

INSURANCE. MORE THAN 9 MILLION EMPLOYED PERSONS ARE

UNINSURED AND TOGETHER WITH THEIR DEPENDENTS THIS GROUP

ACCOUNTS FOR THREE-QUARTERS OF ALL PERSONS WHO LACK

COVERAGE. UNE THIRD OF THE UNINSURED ARE CHILDREN AND TWO-

FIFTHS OF THE UNINSURED CHILDREN LIVE IN FAMILIES HEADED BY

A FEMALE.

IT IS NOT SURPRISING THAT MANY OF THESE PEOPLE GO

WITHOUT NEEDED MEDICAL CARE. IN MANY SITUATIONS IT IS

NECESSARY FOR A PARENT TO CHOOSE BETWEEN .LACING FOOD ON THE

TABLE OR GETTING NEEDED MEDICAL LACE.

IHE LACK OF SUFFICIENT HEALTH INSURANCE ALSO IS

BECOMING A SERIOUS PROBLEM FOR HOSPITALS ACROSS THE

COUNTRY. IN 1982 ALONE, HOSPITALS IN THE U.S. PROVIDED

BETWEEN SO AND $4.5 BILLION OF UNPAID CARE. MANY HOSPITALS

WILL NOT NOW PROVIDE UNCOMPENSATED CARE, AND IN TURN THIS

PLACES HUMAN LIFE IN SERIOUS JEOPARDY. I KNOW WE HAVE ALL

HEARD STORIES OF PREGNANT WOMEN OR ILL PATIENTS BEING DENIED

ADMISSION TO ONE OR MORE LOCAL HOSPITALS.

II IS HOPED THAT THE RECENT UPWARD TREND IN THE NUMBER

OF UNINSURED PEOPLE HAY BE CURBED BY A PROVISION IN THE

CONSOLIDATED OMNIBUS BUDGET RECONCILIATION ACT REQUIRING ALL

EMPLOYERS TO INCLUDE A CONTINUATION OPTION FOR FORMER

EMPLOYEES. 1HE CONTINUATION OF THE GROUP HEALTH INSURANCE

WILL ENABLE WIDOWS, DIVORCED SPOUSES, SPOUSES OF MEDICARE

ELIGIBLE EMPLOYEES AND DEPENDENT CHILOARN TO CONTINUE FOR

THREE YEARS, AT THEIR OWN EXPENSE, ON A GROUP POLICY.

TERMINATED EMPLOYEES, EXCEPT IN CASES OF GROSS MISCONDUCT,

MUST BE PROVIDED WITH A4 18-MONTH CONIINUATION OPTION.

1HE CUBNA PROVISION, HOWEVER, DOES NOT ELIMINATE THE

PROBLEM OF THE UNINSURED AND THE UNDERINSURED. MANY SMALL

EMPLOYERS CANNOT AFFORD TO HAVE A HEALTH FLAN, AND MANY

ELDERLY PEOPLE COVERED BY MEDICARE CANNOT AFFORD TO PURCHASE

MENIGAP INSURANCE.

MR. CHAIRMAN, I LOOK FORWARD TO HEARING FROM THE

EXCELLENT PANEL OF WITNESSES WHO PRCMISE TO SHED FURTHER

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

It is a fact that the growing number of uninsured and underinsured

persons and the increasing numbers of poverty stricken health care

recipients have given momentum to eomprehensive health care legislation.

I commend the Chairman for his insight on the issue of health care and agree

with his decision to explore and implement effective health policies. For

this reason I was compelled to call for a field hearing in April...a hearing

whioh explored outofpooket health oare oosts.

Health care, especially for the elderly and those who have experienced

catastrophic illnesses, is a necessity. Affordability., often scaled down by

sacrificing quality, is no longer a tangible goal.

Health care is a right, not a privelege; all citizens should have

access to affordable health care plans. It is a disgrace when health care

statistics are so glum in a nation which has so much to offer. An esti.mated

40 million persons are now without health insurance, a 25 percent increase

since 1977. Unemployment, widowhood, divorce and early retirement account

for this astronomical figure.

Similarly, there are many millions of persons who are underinsured.

Their existing health oare polioies are inadequate and they are not assured

of access to needed health care nor are they protected from catstrophic

health costs.

Lack of sufficient insurance effects not only these peoples' lives

should they faoe oatastrophio injury or illness, but it also effects the

existing medicaid and medicare policies. It seems to prove the ,idage "what

comes around goes around." This committee must correot the inefficiencies

in our current system. . . we must take action now to improve our system. I

welcome the witnces and am anxious to hear their testimony. Testimony

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

This is a good example of the suffering that goes on among fami-
lies throughout the United States. I appreciate Ms. Gordon's will-
ingness to share their personal tragedy with us. I know it is not
easy, but we greatly appreciate your pre3ence and ask you to pro-
ceed in any manner you desire.

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

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

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

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

Karen began a therapy program at Mount Vernon Rehabilitation
Center in Alexandria, VA on January 16, 1986. Her care concen-
trated first on overcoming physical problems, such as high fevers,
infections, and fluctuating vital signs. Once these were under con-
trol, she began her program of learning how to live again. Imagine
hearing voices but not comprehending the meaning of what is
being said. The sounds you hear are lost in a jumble, and you can't
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remember how to respond to the words. You see objects, familiar
objects, but you can't remember what they are for or how to use
them. You have forgotten how to do all of those gs that we
take for granted, like brushing your teeth. You hear people talking
to you, helping you walk, gently leading you back into a world that
has been lost to you for an infinite period of time. This is where
Karen exists today.

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

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

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

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

Our story is just one example of thousands out there in similar
situations who found out that no family is exempt from this type of
tragedy. They say everything happens for a reason. I would like to
think that Karen's suffering has some meaning. If that reason is to
help alert you and the public of the financial catastrophes experi-
enced by individuals and families who not only are lacking insur-
ance but those who have inadequate health insurance as well, thenso be it.
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Thank you.
The CHAIRMAN. J"..1t:, you, MrS. Gordon.
The next witness is a distinguished gentleman, a young man vto

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

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

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

STATEMENT OF ALBERT B. SABIN, M.D., DEVELOPER OF SABIN
POLIO VACCINE; RE-- RNT OF MEDALS OF FREEDOM AND
LIBERTY

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

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

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

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

Medicine has been and must continue to be professional men and
women dedicated to the relief of human misery. It must not
become a business for profit. I deplore the increasing commercial-

32



29

ization of health care. Sure, it costs money, a lot of money, to pro-
vide decent health care to all. I believe it can and should be donein a way that highly trained physicians and allied health profes-
sionals are properly compensated, that hospitals are used not for
the physician's convenience, as it sometimes is, but only for serv-
ices that cannot be performed equally well in ambulatory health
care facilities.

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

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

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

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

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

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

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

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

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

Thank you very much.
The CHAIRMAN. Thank you, Doctor. The next witness is the presi-

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

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

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

[Recess.]
The CHAIRMAN. The hearing will resume.
Ms. Futrell, would you please proceed in any manner you desire.

STATEMENT OF MARY HATWOOD FUTRELL, PRESIDENT,
NATIONAL EDUCATION ASSOCIATION

Ms. FUTRELL. Thank you very much, Mr. Chairman.
Mr. Chairman, and members of the committee, I am Mary

Hatwood Futrell, president of the 1.8 million member National
Education Association.

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

It stems from our deep concern about the well being and future
of America's children and it stems from our deep commitment to
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quality education for all, for there is a direct correlation between
health care and the learning process.

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

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

There are many who believe that health insurance protects the
majority of Americans, butbetween those who have no health in-
surance coverage at all and t.:-iose whose protection is entirely inad-
equatethe truth is otherwise.

An estimated 35 million L. mericans have no health insurance at
all, including 26 million working families. Conservative estimates
project that more than one-third of the uninsured are chil-ren.

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

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

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

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

Education and health issues are related in other ways. Children
are susceptible to many minor illnesses in the school setting, andyet not all families can afford adequate treatment. Schools areasked to play an important role in health care, through such ef-
forts as requiring immunization and screening for hearing and

15"
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visual problems. Schools are also held responsible for identifying
victims of physical and sexual abuse or for identifying those who
are chemically dependent.

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

Deficiencies in access to health care are serious problems for edu-
cation employees themselves.

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

The average teacher salary for 1985-86 was $25,250, while the
average income for teacher families in 1985 was approximately
$39,000. The costs of purchasing family coverape i for thosewith access to group ratesrepresents some 17.5 percent of an indi-
vidual's take home pay for the average single-income teacher
family and more than 11.5 percent of the average teacher family.
But there are many teacher families whose income is far below the
average. Ai-Ld adequate family coverage is even farther out of reach
for many education support employees, as well as retired education
employees of all job classifications.

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

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

Principles of a national health insurance plan:
One, NEA believes that access to affordable, quality health care

is a basic right of all Americans.
Two, Federal health care legislation should be built on the solid

foundation of social insurance established in such programs as
Medicare and Social Security, and should not be means-tested.

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

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

Five, the national program must help contain health care costs.
Six, the administration of the program should be a state respon-

sibility, with specific minimal standards.
Seven, the Federal program should encourage innovation in the

development of organized systems of health care delivery and fi-
nance.

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

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

It is imperative that the funding sources of a national health
care plan be stable and adequate to do the job properly.The urgent need for a comprehensive health care plan compels
us to reexamine our national priorities. It is our hope that this re-examination will result in the development of programs which pro-vide quality health care and quality education and ultimately
result in the strength and prosperity of our people and our Nation.The United States is the only industrialized nation in the worldbesides the Republic of South Africa that does not provide sometype of national Iiralth insurance. The urgent need for a compre-hensive health care plan comps u to reexambe our national pri-
orities. It is our hope that ti- 3 rc arninatior ill .1" 1 .1 thvvelopment of programs which pruvide quality ilealth r and qu,.ity education, and result in the strength and prosperity of our peo-ples and our Nation.

Thank you.
[The prepared statement of Ms. Eu evil follows:j
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PREPARED STATEMENT OF MARY HATWOOD FUTRELL, PRESIDENT, NATIONAL

EDUCATION ASSOCIATION

Mr. Chairman and members of the Committee:

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

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

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

The extent of the prOblem

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

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

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

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

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

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

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

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

Moreover, there is a disturbing gap between coverage for
adults and for children, brought about by limitations in coverage
restricting such things as well baby care, immunization, and
regular checkups, exacerbated by the tendency of many employer-
provided health plans to provide fully- or partially-paid
insurance for the worker, but not for dependents.

Inadequate coverage

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

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

The impact on the classroom

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

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

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

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

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

The impact on education employees

Deficiencies in access to health care are serious problems for
education employees themselves.

3 9
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Attached hereto is a $ eries of diagrams supporting these
assertions. These diagrams are based on data published by the

Department of Health and Human Services along with its press
release of July 29, 1986, on macro-economic data published in the
Economic Begort_of the President, transmitted to Congress in

February of 1986, and on data published by the U.S. Bureau of

Labor Statistics in its motnhly updates on inflation. Each of the

diagrams is annotated at the bottom. The graphs therefore require
no further amplification.

Of particular interest to tts busy reader will be Figure 6,

which illustrates with stunning clarity the difference between
nominal dollar figures (unadjusted for inflation) and real, dollar
figures (expressed in constant 1985 dollars). lt will be seen

that in the late 197os, when the nominaL figures were growing at
ever larger annual rates, the corresponding real figures were
actually growing at successively declining growth rates. Exactly
the opposite has occured since 1980. The nominal figures have

risen since that time at ever falling annual growth rates--the
phenomenon celebrated in the press release--while for the most

part the annual growth rates in real_ health expenditures have

been rising since 1980.

Also of special interest to busy readers will be Figure S.
That graph shows the ratio of annual inflation in the
Medical-Care Price Index to annual inflation in the Overall
Consumer Price Index. During the late 1970s, the ratio fluctuated
around 1. actually falling below 1 during 1978-80. Since 1980,
however, the ratio has risen much above 1. It reached 2.8 in

1982-83, fell in 1983-84 to 1.6, but has since shot up again to
about 3 (and much higher still if one includes oil in the Overall

Consumer Price Index). Price inflation in health care actually
took off only atter 1980! Figure 12 shows that the momentum may

even be picking up steam this Year.

If these data do represent merely the false peace of mind

that comes with "money illusion," then the American health care

sector may be in for a hard time as both government officials and
the business community awake from their pleasant reveries. On the

other hand, it is also conceivable that these officials and
executives have been awake for some time, but are simply
powerless vis-a-vis the folks in the white coats. We shall see in

the latter half of the 1980s.

Finally, as a fortuitous aside, I found Figure 6 surprising.
We have become conditioned by the media to think of the period

1976-80 as one of economic stagnation. and of the period since

1980 as one of general economic prosperity. Figure 6 indicates
that, remarkably, the annual growth rates in renl Gross National

Product during 1976-80 were quite respectable by historical
standards, while the picture since 1980 has been rather mixed. In

fact, the average annual compound growth rate in real GNP during

9
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the four-year period 1976-80 was 3.1%, while the corresponding

aver_acie annual growth rate during the five-year period 1980-85

has been only 2.4%. It is not obvious why one should label the

1980s as one of great economic prosperity.
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FIGURE 1

U.S. HEALTHCARE EXPENDITURES,
IN CURRENT (NOMINAL) DOLLARS
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This diagram depicts the ttme path of National Health Expenditures

in current (nominal) dollars, unadjusted for general price inflation.

The curve is smoothly upward sloping and does not show a sharp break

with the onset of the "pro-competitive" era or with the DRG era.
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FIGURE 2

NATIONAL HEALTH EXPENDITURES
IN CONSTANT 1965 DOLLARS
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This graph shows the trend of National Health Expenditures in

constant 1985 dollars. Adjustment for infaltion was made with

the Consumer Price Index, All Items.

The diagram shows that, if there is a sharp break at all, it

actually occured after 1980, albeit not in the direction one

would have predicted for the "pro-competitive" era: outlays

actually grew more rapidly after 1980 than before!
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FIGURZ 3

NATIONAL HEALTH EXPENDITURES 1975-85:
NOMINAL vs REAL (1985) DOLLARS
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This diagram compares the time path of nominal National Health
Expenditures with that of real (constant-dollar) National Health
Expenditures.

Even more revealing is a comparison of annual percentage increases
in these two time series, as shown in Figure 4 overleaf.
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FIGURE 5

HEALTH EXPENDITURES AS PERCENT OF GNP
UNITES STATES. 1985 TO 1985
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Figure 6 presents the longterm time trend in the pc:centage of
the Gross National Product being devoted to Health Expenditures.

The picture shows wiggles that reflect mcvements in both the
numerator (National Hmalth Expenditures) and the denominator
(Gross National Product). For example, the sharp decline in
the ration during 1983-84 reflects in good measure the rather
sharp increase in the real GNP during that period, as is shown in
Figure 7 overleaf.

Figure 6 shows rather clearly that the cost explosiou in health care
actually began in 1980. During the late 1970s, the ratio actually
did not grow very much at all.

Figure 6 also suggests what has been argued earlier: that it may
be premature, to say the least, to celebrate a victory over the
cost problem in health care.
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ANNUAL GROWTH IN REAL GNP
IN CONSTANT 1952 DOLLARS

SOURCE: EC.REP.OF THE PRESY215. p.254.

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

As an aside,.it may be noted that the much-maligned period 1976-80 was
actually not one of economic stagnation by historical standards, and by
the standard of the early 1980s. In fact, during the four-year period
1976-80, real GNP grew at en average annual compound rate of 3.04%. By
contrast, during the five-year period 1980-85, real GNP grew at an everagp
annual compound rate of only 2.4%. In retrospect, the period 1980-85 is
unlikely to be noted by historians as one of great economicedvance. It was
a period of boom and bust, with an only moderate average growth performance.

65-325 0 86 5
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FIGURE 7------------------------ ....
TRENDS IN CONSUMER PRICES 1965-85:
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Figure 8 shows movements in two price indeces since 1965:

o the Consumer Price Index for All Items

o the Consumer Price Index for Medical Care

85

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

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

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

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

Actuall, the overall CPI in the first quarter of 1986 fill by 1.9%.
Tbat fall was driven by the sharp decline in oil prices since the
fall of 1985. If one uccludes oil from the CPI, its annualized increase
during the fire quarter of 1986 was probably between 2% and 3%. In
Figure 9, the higher of these figures (3%) was used. During that
period the Madical-C3re Consumer Price Index rose by an annualized
rate of 8.7%.
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Figure 11 show the actual infiltion rates in the MedicalCare
Price Index awl the overall Cansumer Price Index for the period 1980
to 1985. The ratio plotted in the preceding graph reflects these
inflation rates.
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Eligibility:
All U.S. citizens and residents ore eligible far the USHealth program.

Financincy
Financing comes from several sources as outlined in Section V, "Financing of USHealth."

Benefits:
Beginning in 1992, the basic health benefits packane, for all enrollees, are simil,r toMedicaid "categorically needy" package and include ti.e following: inpatient hospital services,

outpatient hospital services, physician services, rural health clinic s-rvices laboratory, x-rayservices, EPSDT (for those under age 21), family planning (individuals of child-bearing age),
preventive care, prescription drugs, physical therapy, occupational therapy, prosthetic devices,
orthopedic shoes, nursing home services, home health services, respite care, inpatient
psychiatric hospital services, outpatient rehabilitation, hospice, alcohol and drug abuse
rehabilitation, outpatient mental health, and ether medical or remedial care recogniwd under
State law and specified by the USHeallh program. Dental (including dentures) and eyeglassesare added before the year 2000 unless total USHealth expenditures would exce2c1 12 percent ofGNP.

More specifically, long term care benefits ve covered. Full coverage is provided withthe co-payments made to the Trust Fund. The co-payment is waived for law income and for
spend-down individuals. As part of the long term care benefit package, incentives are to be
developed to encourage families to keep a LTC family membcr in their home.

Beneficiaries are protected fram the cost of Catastrophic illness but are required to paycoinsurance as follows
a. up to a maximum of $500 per person per year (indexed to per capita Gh1P) for health
care and skilled nursing home and home health costs, and
b. up to a maximum of $1,000 per person per year (indexed to per capita GNP) for non-skilled long term care costs.

Payment:
Beginning in 1992, inpatient hospital care is paid on the basis of Medicare's prospective

payment system using the Diagnostic Related Groupings and adjusted for population
differences (for example, based on a severity index). Future hospital prospective payment rate
increases are limited to increases in per capita Gross National Product as described in thr cost
containment section above. Capital is no longer allowedas a pass through and is odded to the
DRG payment. The adjustment to a particular Dli payment reflects the amount of capital
required far that DRG. The mean ratio of total capitol outlays to totol non-capital DRG
payments is nct to exceed the mean ratio for the most recent three years.

Beginning in 1992, a fixed, prospective fee schedule is used to pay all providers in full forall non-hospital services (including physician, nursing home, home health, drugs, laboratory).
The fee schedule is developed by the USHealth Administration in consultation with the
respective provider organizations and consumer groups. In designing the fee schedule,
adjustments should be mode for differences in resource inputs and input prices. For example,
physician payments should address current inequities among geographic areas, physician
specialties, and types of service. To the extent possible and appropriate, the fee scheduleshould reward higher quality providers. For comparison purposes, the mean weighted fee
cannot exceed the mean fee for a similar service paid under the current Medicare system as
amended by this Act. Except for adj,:tments to reflect service delivery changes, future fee
increases are limited to no more than increases in per capita Gross National Product.

Beginning in 1992, the payment for HMOs is raised f rom 95 percent of the Average AreaPer Capita rate (AAPC) to 100 percent o7AAPC. The AAPC is adjusted by age, sex, enrollee
type, and appropriate health status factors. (The federal government initiates a national
campaign to encourage beneficiaries to enroll in qualified HMOs.)

Beginning in 1992, the approved health care provider fee is full payment.
Medical education is paid on the same basis as under current Medicare law.
This provision does not apply in States with federally qualified alternative paymentprograms.

Delivery System
HMOs are the preferred providers of health care far beneficiaries. The USHealth

Administration shall require require participating HMOs (including HMOs, CMPs, arid loAs) tobe qualified as specified under Title All of the Public HealthService Act beginning in 192.HMOs must continue to be qualified on an annual basis. HMOs shall be penalized or removed
from the program when they no longer meet the HMO qualification standards. The Office ofHealth Maintenance Organization's cost for carrying out the ongoing qualification process iscovered by the Trust Fund.

Beneficiary Informatiore
Publications are provided which give side-by side comparisons of HMOs in each area ofthe country. The use of HMOs is promoted, including the provision of a comparison of HMOs

with the non-HMO providers in terms of quality assurance, covered services, and out-of-pocketcosts to the elderly and disabled. (hformation on the quality assurance system and theavailability of a consumer hot-line are described in the qualityassurance section.)

B. MEDICARE AND MEDICAID:

USHeolth replaces the current Medicare and Medicaid programs and is built upon those
twa programs. All Medicare and Medicaid beneficiaries are entitled to enroll in USHeelth.

1 2
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FIGURE 10

INFLATION: CPIALL vs. CPI MEDICAL CARE
ALL OF 1985 and 1986, 1st QUARTER
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Figure 12 shows annual inflatioltrates in the overall Consumer
Price Index, in the Medical-Care Price Index, and in several
of the latter's components, for all of 1985 and for the first

quarter of 1986.

It is seen that all components of the Medical-Care price Index
outgrew the overall Consumer Price Index in 1985 and in the
first quarter of 1986. With the exception of fees for physician
services, the annual inflation rates in the first quarter
of 1986 (for Medical Care) were higher than the corresponding
rates for 1985. This is brough out more clearly in Figure 12

overleaf.

Note that the overall CPI decreaed at an annualized rate of 1.9%

during the first quarter of 1986.

10 9
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FIGURE 11

INFLATION: CPI ALL ITEMS vs MED. CARE
1985 AND 1st QUARTER 1986
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Figure 12 compares the annual inflation rates for 1985 and the

first quarter of 1986.

It le seen that the inflation rate for all medical care items other

than physician fees rose aver the period.

Once again, a victory over price inflation in health care is certainly

not evident in these displays.

11 0
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FIGURE 13

INFLATION RATES , FIRST HALF OF 1986:
OVERALLINFLATION vs MEDICAL CARE
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Shown in this diagram are the annuali7ed inflation rates that can be

calculated from Consumer-Price-Index data published by the U.S. Bureau

of Labor Statistics in mid-August, 1986.

These data indicate that the trends manifest during the first quartel!

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

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

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

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

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

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

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

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

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

The CHAIRMAN. But you referred to them as gaps.
Dr. HELMS. Well, traditionally long-term care has not been cov-

ered in this country.
The CHAIRMAN. The point is that long-term care has not been

covered.
Dr. HELMS. With the exception of medicaid which many people

qualify for by spending down. It pays a big part of that total bill
although it varies enormously from State to State. Also, we have a
very infant industry of long-term care insurance, and some people
who are wealthier are buying into continuing care community
planq.

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

Would that be a correct statement?
Dr. HELMS. Well, I am not going to get into a discussion of exact-

ly what the numbers are. I think it is a large number.
The CHAIRMAN. What do you think the number is that are unin-

sured? Our numbers are 31 million uninsured. Reference has been
made that there may be as many as 40 million.

What is your figure?
Dr. HELMS. There is no single aggregate number that I consider

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

uninsured.
Dr. HELMS. Agreed.
The CHAIRMAN. But we don't know whether there is 20, 31, or 40

million?
Dr. HELMS. But I will say traditional insurance provided through

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

And even if you look at the statistics on catastrophic long-term
caredepending on your definitionit seems that it should be in-
surable.

What we are looking at are the things the Federal Government
can do to try to take away the barriers and the disincentives that
the commercial insurers have had for providing these kinds of in-
surance. We think there is great promise for that.

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

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

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

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

i.i3
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We have gone through a number of these different options. I
think most are in the literature. We have tried to do an analysis on
all these.

Which ones we might propose has not yet been decided.
The CHAIRMAN. Has your Department established who has the

responsibility for caring for the poor? Is it just Medicaid? Do we
have any other plan?

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

The CHAIRMAN. Dr. Helms, I was in social work many, many
years ago and I remember coming to a conference in Washington,
DC, on health care and remember recommendationsresolutions
and recommendations that were passed. At that particular time
this was before medicare, of courserecommendations were being
made to establish a system where the Government could do certain
things. Since then health educators and people in the health field
have studied it. We continue to study the problem. We know there
is a need.

Why haven't we done something about it up to this time?
Dr. HELMS. Well, because I think that is what Professor Rein-

hardt was getting at. Proposals that would wipe out a major part of
this insurance industry are just not politically realistic.

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

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

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

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

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

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

I think that the health insurance industry is going through a
change, and I think it needs to be speeded up. But one of the big-
gest difficulties that all economists get into is trying to predict the
future. I read somewhere recently that Mr. Penner, of the Congres-

if4
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sional Budget Office, said we economists can't even predict the
past. I would like to see a system that gives a lot more incentives
for everybody to be efficient. In that sense, I think that what per-
cent of the GNP ends up going for health care would be a matter of
consumer choice as opposed to Government mandate.

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

The CHAIRMAN. Has your Department designed such a system?
Dr. HELMS. We have taken several stabs at it. The Congress

hasn't paid much attention to our previous attempts. We hope
when we come out with a catastrophic plan that we will have some
reform features that the Congress will be interested in.

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

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

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

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

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

Dr. Reinhardt, as an economist, can we afford a national health
plan?

Mr. REINHARDT. There is no question we could afford it. There is
no question we could spend 12 percent of the GNP on health care
without harming the economy. Wi-Aher you may want to do that
is, of course, another question. Perhaps with some impudence, but
to make a point, I attached to my formal statement a picture of our
allegedly budget-conscious President in which he boldly takes
credit for spending this fiscal year, $26 billion on agricultural sup-
port programs. I read that that program's cost is expected to go to
$30 to $35 billion in the next fiscal year. This is money that goes
primarily to induce farmers not to grow food, and much of it winds
up in the pockets of well-to-do farmers or agribusiness.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

I have questions and answers always afterward, and the first
question I will get is, well, aren't you dreaming when you are out
here advocating something like this when we got $200 billion defi-
cits and we hav3 a national debt over $2 trillion and so on, and I
know that that is an issue, and I know it is an issue that we ha-v e
to confront.

But I try to then talk with them about Canada and the United
States and the fact that 20 years ago we were both in rhe same
boat as far as our expenditures for health care, about 6.6 percent
gross national product.

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

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

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

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

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

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

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

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

We do have it. We do have the physical capacity to do that. I can
talk about things that we are spending money on that we don't
need. I am encouraged over the fact that the Congress at long last
is beginning to bring defense expenditures under control.

1 !J:.2. /
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Of course, I agree with Dr. Reinhardt and I agree with George
Will, we are the most undertaxed democratic democracy in the
world and we can get additional revenue in that particular way.

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

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

The CHAIRMAN. Thank you, Dr. Flemming.
I agree with you. I think we can put together a package. I think

Dr. Helms has stated that the administration shares the concern of
this committee and the advocates of a national health plan.

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

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

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

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

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

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

A lot of them are scared to death that their families will be put
in tha1, particular position and so on.

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

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

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

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

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

Dr. HELMS. Absolutely not. The President has asked for a report
by the end of this year. That report is being prepared. The Secre-
tary has not seen the analysis yet. We are discussing this within
the Department, going over the analysis, identifying a good set of
options from which he and the President will decide what they will
propos 3.

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

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

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

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

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

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

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

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

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

Dr. HELMS. Mr. Chairman, we certainly can't object to that.
The CHAIRMAN. Right.
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Since we seem to have reached at least one item that is in agree-
ment, I wish to thank the witnesses for your testimony. It has been
most interesting and most informative. I like the fact that experts
disagre,, im the method. You don't disagree, I don't think, that

-roblem. It is that problem we want to attack. If we can
us, bipartiban way, I think that may be the way to go. We
have to do son ething, Dr. Helms, Dr. Flemming, and Dr. Rein-
hardt, and we talc.) your recommendations seriously and we thank
you for your appearance this afternoon.

The hearing is adjourned.
[Whereupon, at 1:34 p.m., the hearing was adjourned.]
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APPENDIX

PREPARED STATEMENT OF DOUGLAS A. FRASER, CHAIRMAN, HEALTH

SECURITY ACTION COUNCIL, WASHINGTON, DC

Mr. Chairman, Members of the Commit,ee: I am sorry I am unable to appear

En person at the September 12, 1988 hearing on H.R. 5070, the IISHealth Act of 1988.

The dates earlier selected for thLs initial hearing were compatible with my schedule.

Regrettably the current hearing date conflicts with a long-standing earlier commitment

I have outside of Washington.

I have been particularly; eager to appear before this committee because our.

Health Security Action Council and its companion organization, the Committee for

National Health Insurance, have had a deep and continuing interest over the last 17

years in seeing that a.comprehensive solution is achieved to this nation's worsening

problems. We need to make available to the American people a decent level of

affordable health services.

We are dismayed by the continuing erosion of protection and the series of

proposals by health policy makers which offer partial, inadequate solutions to major

problems which require comprehensive, universal approaches.

We therefore applaud Congressman Edward R. Roybal and hLs colleagues for

introducing a new effort to provide an essential program. We hope and expect this will

re-stimulate the debate, brim about renewed examination of the Issues and proposed

solutions, and eventually offer the American people needed federal, state and local

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

A Massive Problem

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

is that the mtmber of Americans without any public or private health insure. e or with

Inadequate protection has been increasing year by year.. According to the federal

government's National Center for Health Services Research (Department of Health and

Human Services), 50.7 million Americans under age 85 have no private health Insurance,

inadequate protection, and no coverage from public programs. The persistenceand

increase En this large population impose major costs on all of our society.

Having a job doesn't necossarily provide protection. Almost 85 percent of the

uninsured are working adults and their dependents (1983). One-third of the unprotected

are children.

Medicaid has proved not to be a major source of financing of medicai care

needed by the poor. In 1984, it covered less than 40% of the poverty poPulation and

had become primarili a supplemental insurance plan for those receiving medical services

under Medicare. Only one quarter of its expenditures went to pay for actual medical

care for the poor under 65.



The problem of inadequate health care protection is pervasive, nationwide, and

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

New Thr.ats

The American health care system is in chaos, as business and labor, providers

and consumers seek to find effective means of controlling escalating prices and costs.

Many economists are congrabilating Americans on how well inflation has been contained.

But health services prices continue their excessive rise. In July, 1986, compared with

a year earlier, there was only a 1.6 percent increase in all prices. In the same period,

medical care prices increased four and a half times more rapidly (7.6 percent). And

notional per capita expenditures on health services have reached an all time high.

Workers wages and the incomes of those on fixed pensions and Social Security

have not increased at nearly a commensurete rate. Employers, pressured to contain

runaway health costs, have sharply escalated insurance deductibles, co-Insurance, and

employee premium-sharing. The Congress and the federal government, faced with

monumental annual deficits, seek in part to reduce them by gradually shifting the

responsibility for the payment for health services for the elderly and disabled to private

employers and the states.

One of the newest crises has arisen as American corporations, led by the LTV

Corporation, the giant steelmaker, began to terminate retiree health benefits for which

they have been committed for years. It is troubling to hear business spokesmen now

refer to retiree health insurance, not as deferred compensation, as the U.S. Department

of Labor and others have always characterized it, but as an unfunded liability for which

the corporate employer does not necessarily have a continuing obligation. Some 7

million retirees now protected by employer health plans, particularly those not yet aged

65, are both astonished and threatened by the possibility that they may lose long-

expected health services protection at a time when the workers are no longer h part

of the work force.

Fragmented Approaches

The experience of the last several decades has taught Ls that, in the absence of

a comprehensive universal national health program, serious inequities and runaway cemts

are inevitable. We have further seen demonstrated that fragmented approaches to

solving problems of health services are usually futile, expensive and frustrating. Special

projects for some of the poor, proposals to compensate hospitals for portions of services

for which they don't get paid, plans to require employers or their laid-off workers to

maintain insurance protection for several months after lay-off, the establishment of

state risk pools to provide insurance coverage for "uninsurable", usually harv::eoped,

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

with these kinds of limited proposals have shown their don't ro far enoa,

meaningful protection to the increasing huts of millions of Americans

or private insurance.
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And it is contrary to good public health policy to revive proposals for types of

so-called catastrophic health insurance which do not pay for real health catastrophles.

It is countervroductive to suggest that the health of the elderly and severely disabled

would be Improved If the social insurance basis of Melicaro were destroyed by requiring

actual or disguised welfare-oriented means testing for Medicare beneficiaries.

We are, therefore, pleased to see that H.R 5070 takes a comprehensive approach

to American health care. It offers protection for everyone. It establishes a full range

of needed benefits and provides for safeguarding the quality of care for which the plan

will be paying. It focuses appropriately on the priority health needs of the nation,

including an effective long term care program. It recognizes the importance of consumer

participation in policy development.

We believe the plan, 83 structured, can be cost-effective and, at the same time,

provide needed consumer and patient protection. As you well know, the approach in

this bill, in one form or another, has been adopted by almost every industrialized or

semi-industrialized nation, except South Africa.

There are aspects of the legislation which we believe could be strengthened or

modified. Our own Council has been at work developing a new national health proposal

which we hope, before long, to announce and which we believe wilt provide an approach

to a national health program which will be aimed at the same objectives as H.R. 5070.

However, H.R. 5070, and you, Mr. Chairman, who has introduced it, do a real service

to the American people and to the Congress in reopening the debate on the need for

comprehensive change and on proposals to bring about essential alternatives to the

current methods of financing and delivering needed health care services.

We look forward to cooperating with this Committee in a serious new examination

of the issues and propssed solutions. Above all, we are pleased that it is your intention,

Mr. Chairman, that they are to be discussed in the context of universal citizen

participation, a r-omprehensive benefits plan, and health system reorganization.

The Health Security Action Council is a national consumer-oriented health policy
and action organization of national leaders and a network Of labor, business, women's,
youth, senior citizen, education, religious and farm organizations. Its aim is to develop,
promote and secure the adoption of measures to improve the nation's health.

4'23



120

PREPARED STATEMENT OF BARBARA A. ROMAN, R.N., M. ED., PRESIDENT.

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

Mr. Chairman and Members of the Committee:

I am Barbara Bohan, President of Re-Hab Associates, Inc. and the

Sports Medicine Center in West Springfield, Massachusetts. I am

appearing before the committee today on behalf of the National

Association of Rehabilitation Facilities (NARF) of which I am a

member. We are very please4 the committee and its chair aro

taking such an aggressive role in addressing the health needs of

all Americans and particularly the need to address catastrophic

injuries, and the concomitant catastrophic expenses including

long term care.

NARF is the rational voluntary organization of community based

rehabilitation facilities. /ts membership includes over 600

facilities including freestancling rehabilitation hospitals,

rehabilitation units in general hospitals, outpatient

rehabilitation facilities and vocational developmental centers.

They serve over 7004000 persovs with disabilities annually.

The objective of medical rehabilitation is to restore people who

suffer from illnesses, injuries or congenital deformities to

their maximum functional level. A recent study by KARP revealed

that the average length of stay in these facilities is 34.1 days

and the average charge per case exceeds $15,000 with charges

ranging considerably higher for certain injuries. These figures

reflect only lapedent medical rehabilitation costs. These costs

are catastrophic for any individual or any family with a member

who suffers from a stroke, brain injury, spinal cord injury,

various forms of arthritis, congenital deformities and otheT

major traumas. Over 00 percent of the people sent to

rehabilitation hospitals and units return home. Only 17 percent

are referred to skilled nursing facilities. Rehabilitatior

services include physician services, rehabilitation nursing

services, physical, occupational, speech language pathology and

audiology services, psychological and social services, recreation

therapy services as wcll as equipment and supplies.

Many rehabilitation patients require extensive outpatient

rehabilitation services delivered by either freestanding
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outpatient facilities, home health agencies, hospital outpatient

departments and rehabilitation agencies.

We commend this committee for addressing the tremendous costa

associated with a serious illness or injury and for proposing a

mechanism to meet these expenses. We urge the committee, in its

consideration of any final proposals to the Secretary, to look at

the need for catastrophic health insurance which addresses both

inpatient and outpatient medical rehabilitation needs for the

total population - the employed, unemployed, underemployed, the

poor and the Medicare population. We also recommend that you

include long term care insurance in Any final recommendation. We

make this statement in view of All our facilities professional

experience with the catastrophic and long term care needs of

rehabilitation patients whether the services are delivered at

home or in an institution.

Catastrophic insurance is generally defined as coverage for large

health care expenses, usually measured annually and caused by the

onset of a serious chronic illness or an accident resulting in

recurring, costly treatment and, frequently, repeated hospital

admissions.

The committee has, I. helieve, already heard extensive testimony

about why existing health coverage does not adequately address

the needs of many patiento. The problems in Medicare,Nedicaid

and commercial health insurance are magnified 100 fold when

focused on a patient needing rehabilitation services. There are

glaring gaps io coverage anti payment for patients needing

rehabilitation services and disabled individuals with residual

impLirments whc incur continuing costs for medical,llealth and

personal care needs.

Most Americans have some form of health insurance. However, it

may be limited by maximum dol'ar expenditures and/or the scope of

covered services. Medicare and Internal Revenue tax subsidies

help pay for these extraordinary expenses, however, there are

over thirty-five t35) million Americans who have no or limited

health care inourance. There are also thirty-six (36) million

Americans with disabilitiee. Of this grou2 approximately one

third do work And receive no public assistance. One quarter are

receiving public Assistance but are not working. The balance

receive public assistance abd 5 percent of them work. However,
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the nature and extent of their health care coverage is noc well

known.

Studies show that half of those who spend more than 85,000 per

year for medical expenses are in institutions. 1.3 percent of

the population accounts tor more than 50 percent of all charges

in short stay hospitals, and this pattern holds across all age

groups. If data on long stay institutions is added,

approximately 2 percent of the population accounts for over 60

percent of hospital and institutional care expenses each year.

High family costs tend to be concentrated on one family member.

Also, high cost illnesses are repetitive and result in repeated

hospitalizations, and, these costs began before and continue

after the year measured in the studies. Disabled Medicare

beneficiaries use nearly twice as many Medicare services as the

elderly and use them more at every expenditure threshold.

The most recent study from the National Center for Health Care

Statistics show that

a fifth of the nation's 80 million families incur
'catastrophic'out-of-pocket medical expenses--costs that
absorb an abnormally high percentage of their total income.
Nearly 16 million families spend 5 percent or more of their
annual incomes on out-of-pocket medical costs, even though
these expenses average under $500 a year in nearly a third
of the canes... Half epend 10 percent of their earnings on
medical care, and over 3 million families use at least 20
percent for the same purpose. Hospital care is the biggest
expense for the million families with large medical
bills. Nearly half of the money by families in the 10
percent bracket, for example, goes toward hospital inpatient
services--nearly twice as much as for families as a whole.

While some of the 16 million families incur catastrophieally
high expensee in spite of fairly comprehensive insurance
coverage, most face a combination of little or no insurance
coerage and low income. In fact, two-thirds of families
with high out-of-pocket medical expenses have incomes below
the federally set poverty line. Many of these families are
headed by an unemployed person under 18 or over 65 years of
age. Among those with some public or private insurance,
coverage varies according to the ratio of direct expenses to
costs of families in the 5 percent ezpenditure bracket, but
covers 28 percent of the total costs for those in the 20
percent category. Conversely, the share paid by Medicaid
and private insurance declines as out-of-pocket expenditures
rise in relation to income.

Besides spending a large portion of their income on medical
caw, families with high out-of-pocket costs account for a
disproportionate share of the health care expenditures of
U.S. families as a whole. For example, families in the 5
percent expenditure .:racket account fur mere than 40 percent
of all health care ezparditures; those in the 10 percent
group are responsible for a quarter; and families in the 20
percent expenditure group account for 13 percent.

Our members have found that rehabilitation patients easily

exhaust their health care coverage or require extensive services

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

excevsive financial burdens fol the services. If the patient

is unable to pay, our facilities must decide under what

conditions to provide the services. Many non-profit facilities

are required by their charters to serve patients without regard

to their ability to pay which may cause ezcessive financial

burdens for a facility.

A brief study of insurance coverage by WARP has revealed that

rehabilitation services needed by patients depends upon whether a

patient is hospitalized, since nonhospital custodial or skilled

nurning hume care or extensive home health care is frequently not

covered except under Medicaid and partially covered under

Medicare. This limited coverage, which is dependent upon

hospital stays, does not address chronic illnesses or

disabilities which require intermittent hospitalization and home

health or nursing care.

Additionally this study highlighted the problems that exist

under commercial health insurance with coverage for

rehabilitat..an services. Recently the liaabiLpt/n. PRAY, carried a

four part series on the experience of a Virginia family when

their 20 year old son was in an automobile accident and suffered

severe head injuries. This article traced his care from the

shock/trauma center through his rehabilitation. The excellent

series highlighted all the emotion, time and money which a family

experiences when a member suffers a catastrophic illness.

The second article in the series highlighted the problems the

family faced when he was ready for rehabilitation. When the

family sought to have him moved to a rehabilitation unit in a

local hospital, (which is a NARY member) they discovered that

their health care coverage through the federal government, a

health maintenance organization (HMO), kaiser Permanente did not

cover rehabilitation services. The article notes that the son

had.been in a trauma center hospital for 78 days before being

transferred. According to NARF's recent study the range and

length of stay once a patient is referred for rehabilitation

services for a head injury is from 12 to 80 or more days. Again,

this is only for the inpatient hospital rehabilitation stay and

does not account for the services needed after discharge from the

hospital.

With respect to this particular case the bills were sky high.
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The shock/traumn charges alone were over 6100,000. The family

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

insurance through the father's employment covered all

possibilities. The family, like many families, had no reason to

believe 7.hat they would find themselves without coverage. Once

the son began to emerge from a coma and qualified for a

rehabilitation center, Kaiser Permant ri, stated it would

pay none of the cost, estimated at vtu,SOS per month, for

rehabilitation at a rehabilitation center near their home. The

family, upon reviewing the benefit booklet which had been

supplied, found at the very end of the list of exclusions under

'What Is Not Covered' an exclusion for 'the services of a

rehabilitation center.' These types of exclusions are not

uncommon in commercial insurance coverage and are particularly

common with HMOs. Frequently, a company will say that the

services of a rehabilitation hospital are not covered because the

hospital does not meet the plan's definition of a hospital,

usually because it requires surgical facilities on the premises

and does not recognize a contractual arrangement with another

local facility. A secund frequent type of e*e:linion, cited in

the article is that the insurance does not q,e which is

primarily for redabilitation, convalescence or custodia_ -are.

However, this particular health plan would cover 100 day, year

if the son were in a nursing home as opposed to a rehabilitation

center. The family's only other option wao to qualify for

Medicaid but the only state approved Medicaid facilities were 100

miles away.

After a seam d opinion and repeated interviews the HMO agreed to

pay for four more weeks of care in a general hospital while the

son received speech and physical therapy. It still would not

promise to pay for long term rehabilitation once the son left

the hospital. Eventually it agreed to pay for only 60 days of

rehabilitation care in the rehabilitation unit of the local

hospital.

When interviewed, the company stated that it tries to predict how

many catastrophic bills it may incur and, while it may be willing

to absorb 'our fair share of cases like this," it did not want to

price its product out of the market and suggested that families

obtain major medical policieo for an additional monthly premium.

The post noted that major medical policies can be difficult to

obtain and that Kaiser and most HMOs oimply-do not offer them.
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Almost a year After the injury, the son continues to make

progress in the rehabilitation unit. After intervention by the

governor, the hospital was qualified by the state to treat

Medicaid recipients. One wonders why ohtaining coverage had to

be so difficult;

Existing coverage has a high institutional bias. If services ara

to be received, they are generally available only when a patient

remains in a hospital setting. Hence, there is often

inappropriate institutionalization and unnecersary care for some

patients, and inadequate or unavailable services for others.

After hospitalization, a patient is frequently referred for

Outpatient services, home health care or skilled nursing care.

When a patient's coverage is exhausted or the needs less intense

services which are not covered such as nonskilled eervices,

simple custodial Care, respite care or home health aid care,

these services are withheld. The patient's health may decline

demanding readmission to a hospital and the cycle begins anew.

So do the costs. These problems are becoming increasingly acute

as our nation ages and as medical technology saves more people,

but leaves impairments requiring extensive rehabilitation

services. Those over age 65 will comprise 17.3 percent of the

population by 2020; those over 65, 2.4 percent.

The objective of medical rehabilitation is achieved through

integration of medical and social services. As noted, the types

of injuries and illnesses which are treated by rehabilitation

medicine include spinal cord injuries, stroke, head injuries,

amputations, soft tissue injuries, arthritis, major fractures and

others. Hospitals specializing in rehabilitation medicine and

treatment developed from early models such as the Institute of

Physical Medicine and Rehabilitation in New York. There are

slightly over 500 rehabilitation hospitals and units throughout

the country. They are liceneed by the states where they are

located and accredited by the Joint Commission on Accreditation

of Hospitals or the Commission on Accreditation of Rehabilitation

Facilities. They alec qualify under the Medicare Act as

hospitals. There are over 600 outpatient facilities offering

some level of rehabilitation services.

The pFimary function of such facilities is to provide diagnosis

and treatment of patients for specified medical conditions both

surgical and nonsurgical. The characteristics of freestanding

hospitals and rehabilitation units di!fer little from those of
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acute care hospitals except their services are focused on fewer

treatment areas. The average length of stay is longer because

the tbjective in restoration of impaired functions which

generally follow serioue disease or injury. Once a patient is

released, many requ!re outpatient and honle care services. Some

disabled people require continuing institutionalization when home

and community care are inadequate.

While the emotional benefit of personal independence may not be

measured in dollars, psychological, physical and financial

independence can. Recent studies of rehabilitation patients who

are medically and vocationally rehabilitated show that for every

federal dollar invested the person's earnings incriase $10 per

hour. Cost studies of stfnks reh4;)i1itation alno show

considerable return on the inveatment in sereices. A person who

is not rehabilitated costs *92,736 in 1980 dollars more to

support than a rehabilitated patient living at home. The average

cost for a stroke rehabilitation program is $8,000-811,500 in

1980 dollars. This resulta in average savings of $81,250 to

$84,740, again in 1980 dollars.

In view of the problems of coverage and payment nf rehabilitation

services, NARY recommends the following to the committee

pertaining to BR 5070, the U.S. Health Act of 1986:

A. COVERAGE

Any final proposal from the committee should recognize and cover

rehabilitation and the complete spectrum Of the patient's

rehabilitation and long term care needs. Catastrophic costs are

a continuing fact for the rehabilitation patient, the family and

others, particularly those with long term disabilities. The

challenge is real and solutions must be realistic. Any policy

definitely should have catastrophic health insurance as an

adáition to or replacement for existing benefits, not as a trade-

off for or limitation on other benefits which may further burden

a majority while benefiting only a few. HR 5070 does this.

H. POPULATIONS

Any final recommendation from the committee should cover all

populations including the poor, working poor, unemployed,

employed, and Medicare and Medicaid beneficiaries. BR 5070 does

this.
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C. CONTINUUM OF CARE SETTINGS

Any final recommendations should recognize that services are

delivered in alternate settings reflecting the continuum of

rehabilitati.m care and should be covered for payment. These

include rehabilitation units of general hospitalr, freestanding

medical rehabilitation units, hospital outpatient departments,

comprehensive outpatient rehabilitation facilities,

rehabilitation agencies, skilled nursing facilities and the home.

Delivery of services at or while at home as opposed to continued

institutionalized care should be emphasized, except when not

medically advisable. The final measure should clearly state that

services delivered at any of these sites are covered and that

these sites are covered providers.

D. SERVICES

Coverage of services offered under Fart A and B of Medicare is a

starting point for a basic package of rehabilitation services.

We are concerned that tLe Medicaid categorically need package of

benefits does rot adequately address ail needed rehabilitation

services. In addition it should provide for the long term care

needs of rehabilitation patients by expanding services such as

unlimited home health, outpatient rehabilitation, respite, adult

day, home health aide and psychosocial rehabilitation services.

E. FINANCIAL THRESH=

Any proporAl for catastrophic health insurance should include a

deductible amount as a percentage of income over a period or as

a minimum annual expenditure. HR 5070 proposes a maximum annual

out of pocket expenditure of $1,500 for basic health care and

long term care.

P. FINALICING

HR 5070 relies upon HMOs for the delivery of services. Given

rehabilitation facilities history with HMOs to date, we find

this distrubing for a number of reasons. First for the non

Medicare population federally qualified HMOs must provide only

two months of rehabilitation services. As noted in the story

above and in reports from our members, HMOs either do not provide

this services or provide limited rehabilitation services, not

comprehensive programs through experienced providers. To date

similar problems have occured with Medicare beneficiaries. HMOs
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are not well educated about the benefits of rehabilitation both

in terms of long term cost savings, lowering over all admissions

and returning people to their maximum functional capacity.

We recommend the bill be amended to assure that HMOs if used as

the focal point for the delivery:

o provide comprehensive rehabilitation services both

short and long term

o use existing inpatient and outpatient providers

o be subject to quality assurance reviews tu assure an

adequate number and level of services are being

provided.

We are prepared to work with the committee as it grapples with

these difficult issues.
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PREPARED STATEMENT OF JOYCE V. ROMERO, SECRETARY, KANSAS DEPARTMENT ON AGING

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

It is this sub-group, the older population, which concerns the
Kansas Department on Aging. In a 1979-1980 study conducted for
the Department ("Needs Assessment Survey of Non-Institutionalized
Older Kansans"), the total percentage o' persons in the sample
(n.2,501), all age 60 and over, who did not have any form of
insurance was 4 percent. HOwever, 11 percent of the respondents
aged 60 to 64 did not have private health insurance or Medicaid,
and of course were not covered by Medicare. This group is most
at risk. For both the ,S5 to 74 and the 75 and over age groups,
only 2 percent were without insurance.

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

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

If someone is unemployed or perhaps works only part-time and does
not have insurance or has been left uninsured through widowhood
or divorce, they most likely will not be able to afford private
insurance. They just have to hope they will be able to "get-along."

The U.S. Public Health Service conducted a four state survey'of.
rural physicians this year in Kansas, Missouri, Iowa and Nebraska.
A clear majority, 70 percent, of the physicians reported a
decrease in their patients' abilities to pav for care. Addition-
ally, S2 percent reported their patients ,aited to seek treatment
until tunir health problems were advanced. Rather than practice
preventive health care, the patients wre hoping their cs
would improve so they would not have to see a doctor; '1,vic-11.0.

this was not the case.

These are indicators of an uninsured or minimally ihaured popula-
tion. While the survey did not report the age breakout of the
physicians' patients, you can be sure that a significant number
were over aye 60. Besides the fact that the foim states all ,-41

a large elderly population.", it is also kno.'n tisat the eld,j',
visit a physician more than twice as often as the younger
population.

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

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

JVR;SW:mj
9/15/86

Note; In 1984 the percentage of elderly in t, four mid-west
states; Kansas 13.3%; Missouri . 1,J.6%; Iowa 14,11'
and Nebraska m 13.4%.
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Since we are unable to attend the hearing on H.R. 5070, we are writing
to offer some comments on your proposal.

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

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

In addition to our direct services to clients, Cancer Care maintains
a vigorous public affairs program and responds to legislative and policy
issues relevant to the needs of cancer patients and the catastrophically
ill, in general.

Cancer Care has many times in the past advocated for a national health
insurance program that would provide adequate coverage for catastrophic
illness, especially coverage for appropriate and sufficient home care
and other out-patient needs. What we mean by this is home care th9t
is not predicated on the current Medicare acute care model which allows
for only part-time and intermittent home health aide services if Ms
pat:ant requires a skilled service.

You can have as serious an illness as cancer and need help at home without
necessarily requiring a skilled service. Most of the elderly patients we are
helping financially are not elig9)le for Medicare's home health services. Others
are receiving some, ti.it we are enabling them to get more home care coverage
because their condition and situation warrant it.

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

We are pleased that the proposal includes coverage for intermediate care facilites
in addition to skilled nursing facilities, remedial and rehabilitative care,
prescribed drugs, dentures, prosthetic devices and eyeglasses. However, we
hope that you will see fit also to include coverage for social work counseling
since such counseling helps patients and their families cope more effectively
with the stret.ses and strains of illness.

We wish to commend you, Representative Roybal, for presenting this proposal
which, after so many years, reintroduces the concept of a national health
insurance program which would provide a one-tier system of medical care for
all Americans. We hope that this proposal will be given the serious consideration
which it deserves.

0
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According to Education Research Services, only 34 percent of
America's public school districts provide fully paid family
coverage, while 84 percent of the public school districts providefully paid single coverage. The cost of purchasing group family
coverage is prohibitive for far too many education employees,
while the consequences for not being covered are devastating.

The average teacher salary for 1985-86 was $25,250, while the
average income for teacher families in 1985 was approximately
$39,000. The costa of purchaeing family coverage even for
those with access to group rates represents some 17.5 percent
of an individual's take home pcy for the average single-income
teacher family and more than 11.5 percent for the average teacherfamily. But there are many teacher families whose income is farbelow the average. And adegegte family coverage is even farther
out of reach for many education support employees, as well as
retired education employees of all job classifications.

Clearly, to continue to rely or private health insurance
provixers will only perpetuate the inadequacies and deficienciesof the current system. There is 2 role for lo_xl and state
governments in providing quality health care insurance, at the
very least, for all public employees. The reality is that such
univereal coverage is still a long way off, and the trends arenot favorable.

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

principlee of a national health insurance plan

1. NEA believes that acceee to affordable, quality health careis a basic right of all Americans.
2. Federal health care legislation should be built on the

solid foundation of social insurance established in sunh programs
as Medicare and Social Security, and should not be means-teeted.

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

4. Federal health care legielation should include specific
standards for vality aesurance.

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

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

7. The federal program should encourage innovation in the
development of organized systems of health care delivery and
finance.

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

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

Conclusion

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

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

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

Thank you.
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The CHAIRMAN. Thank you, Ms. Futrell.
I would like to start out the questioning first with Ms. Gordon.You heard the testimony of both Ms. Futrell and Dr. Sabin. I amgoing to ask you one general question. I don't want you to gothrough and describe again the problems that you have beenhaving but I would like to ask you this question, and that is, whatrole do you believe the Federal Government should play in protect-ing families like yours from the costs of catastrophic and long-termillness? Do you agree with what Ms. Futrell has been saying andwhat Dr. Sabin has said. Do you have a plan of your own? Perhaps

you can give us some direction.
Ms. GORDON. Basically I do agree with Dr. Sabin and Ms. Futrell.My husband and I have thought about this since being asked toparticipate on the panel as to what we thought the Government

could do in order to assist us. Some type of national insurance pro-gram where we would be able to tap regardless of our financial sit-uation, would be ideal.
The CHAIRMAN. Now, in the past, Ms. Gordon, there have beenseveral bills presented that are designed to put in place a nationalhealth plan but the Congress of the United States has done nothingabout it. It is my contention that the main reason for that is thatthe general public has not expressed sufficient interest in puttingin place a national health plan.
Do you believe, Ms. Gordon, that we are ready for it now?
Ms. GORDON. Probably. With modern technology today more ar.dmore people's lives are being saved, so therefore it is beginning totouch more and more people and I think as it touches those livesthat you are going to see a greater interest among the workingclass out there for the Government to get involved.
The CHAIRMAN. Thank you.
Ms. Futrell, you told the committee that the lack of a nationalhealth plan is a national shame. I agree with that.
Ms. FUTRELL. Yes.
The CHAIRMAN. I have made that statement before. 1 have alsomade the statement that we are the only industrialized nation in

the world outside of perhaps one that does not have such a plan.But no one seems to pay much attention to it.What do you think we can do as Members of Congress and thegeneral voting public to arouse more attention, to let people knowthat not only ray bill but other bills have been introduced thatshould be heard. How do we get attention called to these bills andto the fact we are trying to do something.
Do you have any recommendations to make to this committee asto what we can do to generate that interest?
Ms. FUTRELL. First of all, let me say, Mr. Chairperson, I thinkthat attitude of the public is basically one which reflects a lack ofinformation. I would suggest that perhaps the general public is notaware of the severity of the problem as relates to health care, andmost people in America probably would be of the assumption thatif people want health care they can get it, all they have to do is goout and pay for it, not realizing that for many people, that is nottrue.
I think that we do have to highlight the problem. We do have tomake it a national priority and we can do that through the media,
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we can do that through the hearings which you are holding, we can
do that through organizations such as the National Education As-
sociation and many others which can publicize this issue in their
publications, and publicize it when they work with diffe;ent
groups.

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

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

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

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

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

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

I think that that community is ready.
The educators as you have indicated, are ready. So I am going to

ask Dr. Sabin and see what he thinks about the medical profession
being ready.

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

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

Dr. SABIN. Let me start from the back.
The CHAIRMAN. Yes, sir.
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Dr. SABIN. The medical profession is no more unanimous in their
judgment than are the people of the United States unanimous
about anything.

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

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

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

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

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

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

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

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

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

But that is part of the democratic way of doing things. This com-
mittee, I think, has a responsibility to try to get the various ele-
ments together to find a solution. It is all exploratory, but some-
where down the line I think that the only way we can come to
some solution and actually be able to pass legislation is that there
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be this kind of coalition. Without that I don't think anything canbe done.
What I was inquiring of the three of you is do you see that possi-bility? I am an optimist. I do see that possibility. You are the ex-perts; do you see that possibility, Dr. Sabin?
Dr. SABIN. I remain an optimist in the face of very difficult prob-lems. But you know, you cannot wait to deal with a serious prob-

lem such as this by the gradual pressure exerted by coalitions.They are necessarythey are necessarybut the commercializa-tion of medicine and health care in my judgment must stop.
Now, I don't know the best waymaybe if I think about it I willthink of something elseI don't know the best way of achieving it,but I do not disregard the need for some immediate relief of themisery that should not postpone continuing pressure on the totallynew system of prepaid health insurance in the United States be-cause I think that will reduce the cost so it can be afforded, be-

cause many people will say we cannot afford it, you see, and ofcourse you say we can, but there are always priorities.
The point is we must, we must. So perhaps your legislation as itis intended to do two things, provide for immediate relief withinthe present system of operations and at the same time begin, not

postpone, but begin the complete reorganization of health care de-livery in the United States on a prepaid basis.
The CHAIRMAN. Thank you, Doctor.
Mr. Regula.
Mr. REGULA. Thank you, Mr. Chairman.
Ms. Futrell, I was reading your statement and interestingly you

say, "Nothing in the Federal program should force public employ-ees who have their own system into a public system."I think this is consistent with probably NEA's opposition tohaving State employees, particularly teachers, put into Social Secu-rity if they have a good system. Is that NEA's position? I am talk-ing about the retirement system now.
MS. FUTRELL. Yes.
Mr. REGULA. This would be consistent with that stand?
Ms. FUTRELL. Basically what we are saying, Congressman Regula,is that where we have systems which are of comparable standards

that they should not be forced to participate; but what the national
program would do is say to all the States, you must meet certainstandards and so we would look at those States and right now I be-lieve there are 13 States which have such health care programs fortheir employees, but they would be expected to measure up to thestandards.

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

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

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

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

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

Ms. FUTRELL. We would say, unless some other regulationbut
we would have to look at that very closely.

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

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

Mr. REGULA. OK. Thank you.
Thank you, Mr. Chairman.
The CHAIRMAN. Mr. Bonker.
Mr. BONKER. Thank you, Mr. Chairman.
Ms. Gordon, we appreciate so much your being here today and

know how difficult it must be for you to share this story which we
have read about in the Washington Post, but I think it is a valua-
ble contribution to our understanding of what can happen to any
family.

As we attempt to better understand insurance and health care, I
think your case really provides an illuminating example of what
can happen. As I understand, you are a manager working for
AT&T.

Ms. GORDON. Right.
Mr. BONKER. And your husband is a manager at Safeway?
Ms. GORDON. Yes.
Mr. BONKER. Two of America's premier industries, if you will,

probably offering better health coverage than most companies.
Ms. GORDON. Yes.
Mr. BONKER. At least better than what the Federal Government

provides. I can attest to that.
And if you are saying to us that both of you working for promi-

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

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

Ms. GORDON. Right.
Mr. BONKER. Rather than underinsured.
Did you feel as though you were underinsured prior to this trage-

dy?
Ms. GORDON. No. No, as I stated earliermy husband and I

always considered ourselves very fortunate, prior to this experi-
ence.
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Mr. BONKER. You have how many children?
Ms. GORDON. Three.
Mr. BONKER. You have three children, so you have run the

gamut of doctor checkups and vaccines and everything that all ofus struggle with.
Ms. GORDON. Right.
Mr. BONKER. You always felt your insurance policies were ade-quate.
Ms. GORDON. Rightup until this point.
Mr. BONKER. OK.
Ms. GORDON. But up to this point, I never have had really a

major catastrophe affect me as well.
Mr. BONNER. SO we are talking basically about catastrophic.

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

I certainly cannot in the coverage that we have.
The CHAIRMAN. That is right.
Mr. BONKER. We have not even begun to dwell on the complexity

of insurance policies and the forms and who pays what. I reallydon't know.
I don't know when I am taken, as a matter of fact, when I get to

the point of who pays for a checkup and x rays and the whole
gamut of things.

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

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

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

Ms. GORDON. Right.
Mr. BONKER. In those policies that you and your husband had,

they are probably fairly redundant, are they not?
Ms. GORDON. Yes, basically photocopies of one another.Mr. BONKER. You both pay--
Ms. GORDON. Right.
Mr. BONKER [continuing]. Premiums for your respective insur-ance policies.
M. GORDON. Right.
Mr. BONKER. And still when a situation like this occurs, the lim-

ited coverage leaves you short.
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MS. GORDON. Right. It is basically if you read most health insur-
ance policies, read the exclusions. We had never done that before.
If you notice the list of exclusions are almost always related to
long-term catastrophic illnesses.

Mr. BONKER. Why were you both paying insurance premiumswhen one insurance policy would have been sufficient for yourfamily needs?
Ms. GORDON. Probably because we wanted to make sure we had

enough insurance if anything should happen. And I guess we fig-
ured we did. If one had insurance and the other one had it, where
one left off the other one could pick up. It always worked that way.Mr. BONKER. So you were overly insured compared to mostAmericans who rely on one insurance policy, and still it didn't do
much good.

Ms. GORDON. Right.
Mr. BONKER. Did both insurance companies terminate coverage?Ms. GORDON. At the same time.
Mr. BONKER. At the same time.
MS. GORDON. Yes.
Mr. BONKER. There was no way of stretching it out where oneinsurancedid you try that?
Ms. GORDON. Yes. We tried to see if mine would pick up wheremy husband's left off.
Mr. BONKER. And--
Ms. GORDON. The issue was that if one insurance company whosent an evaluator out to evaluate my daughter's progress and de-

termined that it was slow, and it was not to their benefit to contin-
ueif one decided that the other one went along with it.

Mr. BONKER. Were insurance companies fairly sympathetic?Ms. GORDON. No.
Mr. BONKER. Or bureaucratic in dealing with your problem?Ms. GORDON. No, strictly business.
Mr. BONKER. All on the computer.
MS. GORDON. You got it.
Mr. BONKER. Yes, OK.
Dr. Sabin, just orie question for you. During the previous break

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

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

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

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

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

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

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

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

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

Mrs. BENTLEY. You find that very definitely the home loveand
"you are our daughter" whispering in her ear and all that has
been very helpful?

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

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

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

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

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

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

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

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

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

MTS. BENTLEY. Yes.
Dr. SABIN. Did I understand you correctly?
MTS. BENTLEY. Yes.
Dr. SABIN. Well, you know, it is very difficult to write one pre-

scription for everything, and I would think that onethe job of
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good legislation is really to take care by definition of all possibili-
ties. It is not easy, but it has to be done.

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

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

Ms. GORDON. That is correct.
Mrs. BENTLEY. If one of you had carried, say, major medical cata-

strophic insurance and one the other, would that have taken care
of your problem?

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

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

Ms. GORDON. That would have been an alternative.
Mrs. BENTLEY. That is a recommendation, Mr. Chairman. Thank

you.
The CHAIRMAN. Thank you, M-s. Bentley. Ms. Myers.
Mrs. MYERS. Mr. Chairman, I think you are all just wonderful,

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

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

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

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

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

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

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

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

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

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

I would say that as we put together this program, we need to
bring together the best minds to develop such a program, not only
as it relates to the health care component by the financing of it,
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how can we get the information out to the people in the country,and how can we provide the best services, the best support, the bestcare not just for the children but for all people of America. Thatwould be my primary concern. If we don't, would they want to livetheir life in misery, live a life knowing that they can't affordhealth care, would they want to live their life knowing that if theyhad received proper care while being cared for during the earlyyears that maybe they would not have had some of the problemsthey had in school or later in life.
It seems the priority is can we develop a comprehensive univer-sal health care program that will help all people and especially thechildren?
Mrs. MYERS. You would address them first, which was my ques-tion, which one of these problems should we address first, consider-ing that we can't do everything next year, would you say the 31million uninsured would be your first step?
Ms. FUTRELL. I would rather not take such a specific position be-cause I would like to have us look at this problem very very care-fully, very thoroughly, and come up with the most comprehensiveplan we can. I would prefer a program that would allow all peopleto be involved, but if we can't do that, I would rely on the advice ofpeople who know more about this than I do, because you are notjust talking about young people, you are talking about old people,you are talking about people like Mrs. Gordon who thought they

were adequately covered only to discover they were not.I would be willing to look at systems st.,ch as the ones in France,Canada, England and how they started. Did they start covering ev-erybody and then certain groups and gradually phase in otherpeople? I would be willing to do that.
The CHAIRMAN. Does any other member of the panel wish toanswer that question? Dr. Sabin.
Dr. SABIN. Mrs. Meyers, it is quite obvious that I am quite a lotolder than you, and when you said mortgaging our children, it sud-denly rang a bell, and the bell went back more than half a centuryto when the United States was undergoing a social revolution ineffect, and that thing was said again and again and again, and yetthe gross national product about half a century ago and even moreso 50 some odd years ago, by comparison with our present gross na-tional product, there just is no comparison, you see. So the issue ofmortgaging our children, I personally believe, does not belong. Theissue that we cannot afford a proper health service for the peopleof the United States I would also be inclined to say, knowing some-thing about what is being done in this country, that we can.The question is how? Now the next question I think, or maybethe first you asked, is since everything cannot be done at once,what, let's say, in my opinion, should be done first? Personally Ibelieve that it is necessary to attack a serious problem in toto. Thecosts of health care in the United States at the present time aretoo high, and I believe that they could be markedly diminished

without any interference with quality of health care. So that needsto be attended to.
The issue of whether or not something should be done rightawayas a person who doesn't have much more time to live, Iwould say for people in a hurry, and I am still a young man in a
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hurry, I would first want to address for those who don't have any-
thing.. People who are turned away from hospitals becausedo you
have insurance? No, I don't have insurance, out you go. You have
documented how much of that takes place. That is a disgrace. It is
a national disgrace.

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

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

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

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

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

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

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

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

The CHAIRMAN. MT. VentO.
Mr. VENTO. Thank you, Mr. Chairman.
You have a very distinguished panel here today. Dr. Sabin, I

have been here when you have done your work. I must compliment
you on your recent contribution to the Discovery Science magazine
article on AIDS that you recently participated in. It was an excel-lent article.

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

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

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

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

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

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

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

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

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

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

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

I have no questions, but I want to commend you, Mr. Chairman,
for the hearing.
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The CHAIRMAN. I thank you, Mr. Vento.I would like to thank the panel for not only interesting, but veryinformative information that you have given this committee.Thank you very much.
The next panel will be made up of three very distinguishedindividuals. The first is the former Secretary of Health, Education,and Welfare, Dr. Arthur S. Flemming; accompanied by, Dr. RobertB. Helms from the U.S. Department of Health and Human Services,and Dr. Uwe E. Reinhardt from Princeton University.Will you please take your respective seats.I am going to ask Dr. Flemming to start out the discussion, andproceed in any manner he may desire.

STATEMENT OF ARTHUR S. FLEMMING, FORMER SECRETARY,DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE; ANDCHAIR, CITIZENS' COMMISSION ON CIVIL RIGHTS
Dr. FLEMMING. Thank you, Mr. Chairman.Mr. Chairman, members of the committee, I appreciate very,very much the opportunity of participating in this hearing and Icertainly want to commend you, Mr. Chairman, and your col-leagues for exercising the leadership that you are exercising in con-nection with this very, very important issue.
Forty million Americans, 1 out of 6 of our total population, arenot covered by any health plan, public or private. Another 10 mil-lion are part of a health plan that provides totally inadequate cov-erage.
Behind these numbing figures are millions of persons of all ageswho are struggling, even dying, because we are the only industrial-ized nation in the world, except South Africa, that has refused tomake access to health care a right for everyone.Many Americansold, middle-aged, and youngbelieve that thetime has come to confront this situation head on. They believethat, at long last, our Nation must develop and implement a na-tional health plan which will contain health care costs, whilebringing everyone under an adequate health care system.Older people, for example, know that this is the only way to closethe indefensible gaps that now exist in the Medicare Program forolder persons and the disabled, and to deal with the health carecrisis that confronts their children, grandchildren and great grand-children.

Medicare observed its 20th anniversary in 1985. When enacted, itwas expected to cover approximately 70 percent of the health carecosts of the average beneficiary; today it covers only 44 percent.The average beneficiary is spending as much of her or his ownfunds on health care today as 20 years ago.The reasons are well known. Costs are spiraling and there areglaring gaps in Medicare coverageno provision fof vision anddental care, loss of hearing, prescription drugs, or long-term illness-es, including home care.
Many proposals have been made to strengthen Medicare. This isa commendable goal, however it is sure to be a slow, incrementalapproach. We would be confronted, in the meantime, with the fact
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that millions of persons in other age groups would be left complete-
ly unprotected from the hazards of the high costs of physical andmental illnesses. This would inevitably weaken public support forclosing Medicare gaps and would create tension between agegroups.

Medicaidour Federal-State program for low-income peoplealso observed its 20th anniversary in 1985. There are many weak-nesses in the Medicaid Program, but the most glaring one is thatless than half of the persons who are living below the poverty line
actually participate in Medicaid. There are, for example, 3,400,000
persons 65 and over who are living below the poverty line, yet only36 percent hav.e the protection, for example, that Medicaid providesfor long-term illnesses. This protection is better than that providedby other public or private plansbut it is available only to a smallpercentage of those who need it.

What about the private sector? Dr. Anne R. Sommers, adjunctprofessor at the Robert Wood Johnson Medical School in NewJersey, in an article in the Wall Street Journal, sums up the situa-tion as far as long-term care is concerned in this way:
The same demographics that create the need for long-term care insurance fright-en the insurance industry with the spectrum of costs badly out of balance with af-fordable premiums. The concern is understandable and, certainly, so far as the poorare concerned, it is unlikely that any purely private solution can be found.
What then can we do? Older persons belong to a generation thathas been deeply involved in making Social Security a reality. Wehave shown that it is possible for America, functioning as a nation-al community, to pool our resources to help all of our people, wher-

ever they live, deal with what the late President Roosevelt referredto as the income "hazards and vicissitudes" which confront thefamilies of our Nation. Our Social Security system is one of the
world's greatest examples of how a people united can deal with theloss of income because of retirement and the death or disability ofthe family income producer.

Older persons believe that it is also possible for. the UnitedStates, functioning as a national community, to pool its resourcesin such a manner as to make it possible for all of our people wher-ever they may live to deal with the "hazards and vicissitudes" oflife related to the cost of health care.
That is why older persons welcome, Mr. Chairman, your leader-ship in addressing this issue by introducing H.R. 5070, the U.S.Health Program Act. We need a law which will control health care

costs, protect quality of services and assure access to health care toall Americans. As Douglas Fraser, the chairman of the NationalHealth Security Action Council, expressed it: "This planyourbilloffers comprehensive health care protection to all Americansin a cost-controlled manner."
The first question I confront as I discuss this issue throughoutthe country, the question that I confront across the country andthe one that has been covered in discussions for the last half hourhere: Can we afford it? That is why I am delighted that one of the

major sections of your bill deals with cost containment.We must as a Nation recognize that we are spending billions ofdollars under our present health care system that we just don'tneed to spend.

5 7



54

Twenty years ago, Canada and the United States were spending
approximately 6.5 percent of their Gross National Product on
health care. Neither nation had a national health plan. In 1971,
Canada began to implement such a plana plan which also has
cost containment built into it.

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

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

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

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

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

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

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

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

H.R. 5070 would guarantee all U.S. citizens and residents access
to primary, acute and long-term health care. The package of bene-
fits incorporated in the bill is a response to the basic issues con-
fronting our Nation in all three of these areas. I am sure that
there will be differences of opinion as to what should be in the
package. These differences will become a part of our national
debate on this major issue and will make a constructive contribu-
tion to the ultimate outcome of that debate. The important thing,
however, is that the benefits package in H.R. 5070 is an outgrowth
of a clear recognition of the issues that confront the consumer and
a determination to deal withnot evadethese issues.

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

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

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

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

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

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

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

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

We favoras the only realistic basic solution to the Nation's total health care
problems and needsa universal national health care plan with comprehensive cov-
erage and benefits, cost and quality controls, annual budgets and a reorganizedhealth delivery system.

The National Health Security Action Council, of which Douglas
Fraser is chairman and Melvin Glasser, the director, in a recent
pamphlet entitled, "A National Health Care ProgramNow" con-
cludes:

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

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

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

There is strong support for the thrust of H.R. 5070. I hope, Mr.
Chairman, that you and your associates on this committee will
take appropriate action designed to accelerate consideration of this
bill by the appopriate committees of both Houses of Congress. If
this happens, it will accelerate a movement which will gather mo-
mentuma movement which is going to demand action on a na-
tional health plannot in the distant future, but in the one-hun-
dredth Congress.

Thank you, Mr. Chairman.
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The CHAIRMAN. Thank you, Dr. Flemming.
Dr. Helms, Dr. Reinhardt, it is necessary for us to once again

answer a roll call again. One has been called. We will recess for 10minutes and be right back.
We will return.
[Brief recess.]
The CHAIRMAN. Dr. Helms, will you proceed in any way that you

may desire. You may either read your statement or summarize itor use any method that you please.

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

Dr. HELMS. Mr. Chairman and members of the committee, onbehalf of Secretary Bowen, I thank your for invitation to appear
before the committee this morning to discuss issues and problems
related to health insurance for the American people. Since my
written statement is so long and detailed, I would like just to make
a few informal remarks. We can go into more detail later, if youlike.

The Secretary shares the concerns of the committee and of the
other witnesses you have heard this morning over the difficulties
that some people have obtaining the health services they need, andover the very higheven catastrophiccosts faced by a few fami-lies. The President has made clear that he intends to respond to
those needs.

Mr. Chairman, there are four major financing systems that pro-
vide Americans access to the health services they require. The firstsuch system is commercial insurance largely made availablethrough the workplace. It has been estimated that two-thirds of all
Americansemployees and dependents, retirees and those betweenjobsare protected by commercial insurance.

The second financing system is public insurance; nearly 50 mil-
lion people are protected by Medicare and Medicaid, and millionsmore through the State-financed programs that pay for health care
for the poor who are not eligible for Medicaid.

The third financing system is based on State and local govern-
ments' taxes and Federal block grant funds; through the resulting
services delivery programs, free care is provided by certain public
facilities, and charity care is made available through nonprofit and
for-profit health care providers.

The fourth financing system is the out-of-pocket payments made
by every insured and uninsured personcoinsurance, deductibles,
payments for supplementary services, and so forth.

These four financing systems are intertwined and interdepend-
ent, and they are constantly changing. It is artificial to weigh the
impact of any component in isolation from the others or to believethat a static snapshot of any system can capture tomorrow's reali-
ty.

Attempting to look at one piece of this mosaic can result in a
lack of clarity regarding the nature of the problems we face.

Mr. Chairman, there are indeed problemsproblems of lack of
insurance and problems of underinsurance. The testimony we have
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heard this morning speaks eloquently of selective gaps that require
selective solutions.

The size of the problems and the nature of the populations facing
them are the subjects of a whole variety of statistics drawn from a
variety of sources, and given a variety of interpretations.

While certain of these interpretations soon become conventional
wisdom, I believe that we all need to be very cautious about rush-
ing to adopt anyone's version of truth. That is one of the main
points I tried to make in my written statement which has been
submitted for the record.

We all agree that existing gaps must be closed with targeted so-
lutions. As President Reagan has said, we must look for ways that
"the private sector and government can work together to address
the problems of affordable insurance for Americans whose life sav-
ings would be threatened by catastrophic illness."

Family financial catastrophe that is related to out-of-pocket
health expenditures arises infrequently, but it has many faces: for
an insured family with $50,000 of income faced suddenly with
$100,000 in uninsured medical debts, there is catastrophe; for an
uninsured family with a minimum wage income and a need to pay
a $1,000 medical bill, there is catastrophe. Whether the costs are
for acute care or long-term institutional care, the effects are equal-
ly devastating.

But the response to these problems cannot be one-dimensional.
We have a diverse system of health care financing and delivery.
All of the participants bring strengths to that system, all of us
have a stake in making changes that are both effective and effi-
cient, and all of these parties must participate in designing and
playing a role in the solutionsemployers and individuals, com-
mercial insurers and self-insurers, individual and institutional
health care providers, and governments at the local, State, and
Federal levels.

Mr. Chairman, as you know in response to the President's in-
structions, the Department of Health and Human Services has
been engaged for several months in examining the problem of cata-
strophic health care costs.

Three working groups have been focusing on problems of long-
term care and acute care for the elderly, and on the problems of
the under-65 population. I regret that my printed statement could
not be more comprehensive in its discussion of findings and alter-
natives, but I know that you will appreciate that it would be pre-
mature for the Department to discuss this material when it has not
yet been evaluated in detail by either Secretary Bowen or the
President.

The problem of long-term care, especially for the elderly, is a
particularly complex issue as I know I do not need to tell the mem-
bers of this committee. The long-term care system in this country
is a delicate balance with 70 percent of needed care delivered infor-
mally by families and friends, and with one-half of the institutional
care paid for directly by beneficiaries and one-half by the Medicaid
Program.

Demographic and socioeconomic changes that are already under-
way call into question whether this present system can be main-



59

tained, and questions are being increasingly raised whether or not
this public-private financing arrangement should be maintained.

For some people, family care is an extremely heavy burden that
is now willingly borne out of love, but at considerable sacrifice. For
other people, the out-of-pocket financing of community and institu-
tional care is straining finances, and for Federal and State Govern-
ments, the burden on the Medicaid Program diminishes over abili-
ty to meet other urgent care needs.

Very careful attention is being paid to the growth of private
long-term care insurance, and we believe that there is reason to be
cautiously optimistic about its future growth.

We need to remove barriers to its growth while being prudently
watchful over the quality of protection it affords.

For persons who may be unable to afford private, long-term care
insurance, there will certainly continue to be some public role, al-
though just how that role should change remains to be seen. How-
ever the private and public responsibilities evolve, what is most
clear is that all persons who are not yet elderly will have to face
up to a need to invest in their own futures by preparing early for
their long-term care needs.

Mr. Chairman, in your floor statement last June, you said, "Let
us hope that we can again follow this proud American tradition
and find a truly workable American solution to today's health care
challenge."

The President, Secretary Bowen, and this entire administration
join you and the other members of the committee in that search
for a workable American solution.

Again, I thank you for the opportunity to appear. I will be glad
to answer any questions.

[The prepared statement of Dr. Helms follows:]
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PREPARED STATEMENT OF ROBERT B. HELMS, PH.D., ASSISTANT

SECRETARY FOR PLANNING AND EVALUATION, DEPARTMENT OF

HEALTH & HUMAN SERVICES

Mr Chairman, members of the Committee:

On behalf of Secretary Bowen, thank.you for your invitation to

appear before the Committee today tn discuss issues and problems

in health insurance for the American people. Your invitation to
testify mentioned the Problems of some 50 million Americans

who
fall into two groups - persons who have no private or public

health insurance -- the "uninsured" -- and persons who, although
insured, lack some degree of protection against very high acute

care out-of-pocket costs (often called "catastrophic costs").

PATTAXY

Among persons who are uninsured and underinsured, a small number
each year will inCur medical

care costs that will impose serious

family hardships: governments,
insurers, employers and others

must work together to effectively address'those very real needs.
However, there is an implication that all people who are counted
on surveys as being uninsured or somehow underinsured lack access
to health care, and that this situation has created a need for

radical restructuring of the Nation's health insurance. I

believe that neither the interpretation nor the solution is

warrented, and that the nature of the problem needs more precise
definition. In this testimony, / will present a somewhat

different picture that I belieVe can serve as a basis for

agreement regarding the nature of this problem. I will make four
main points:

First, I agree that there
are selective gaps in the

insurance coverage of many Americans,
but these gaps

are not pervasive or general.

Second, uninslired does not necessarily mean

unprotected. Many of the uninsured have
significant

amounts of income and may be making
a rational economic

choice to self-insure. At the other end of the income
scale, the very poor are protected

through programs

designed and managed tige elecal governments.v

6 4-,
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Third, I agree that means should be explored for

closing the gaps that do exist so that every American

has access to affordable, cost-efficient health

insurance and health services.

And fourth, solutions must build upon the strengths of

our pluralistic system -- the role of the individual in

meeting family and societal responsibilities within a

framework of choice and enlightened self-interest: the

role of the private marketplace in promoting efficiency

among insurers and health care providers: and the role

of governments in selectively resting special needs.

In collaboration with employers, insurers, benefici-

aries, and state and local governments, we must

evaluate which gaps are already being closed and what

marginal additione.l steps would encourage and

accelerate improvements.

Discussion

Estimates of the number of people who are uninsured or

underinsured vary depending upon definitions, which survey is

used, how responses are interpreted, and what approach is used to

extrapolate to the national population or to update findings to

the present. However, there appears to be some consensus around

the following numbers:

Estimates of the number of people under age 65 who are

uninsure4 typically range between 35 and 40 million

persons. About one-half are estimated to be uninsured

all year and about one-half uninsured for some period

during the year.

The estimate of underinsurance is highly sensitive to

definition. Using definitions developed by the

National Center for Health Services Research, the

number of persons estimated not to be fully protected

against catastrophic acute care costs is between 10 and

15 million persons.

There are two major perspectives from which look more closely at

these numbers. One perspective is family income, which is

crucial in analyzing ability to pay premiums, deductibles,

co-insurance and costs of uninsured services, and in making

estimates of the extent to which health insurance and health

65-325 0 - 86 - 3
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services costs compete in the family budget with costs of daily

'living. Families with low incomes are less likely to have

private insurance, and are more likely to have public insurance

and to use publicly-financed services.

A second and closely intertwined perspective is the affiliation

of family members with the labor force. This orientation is

important because workplace health insurance is the foundation in

this country upon which health insurance is based for persons

under 65 -- employed persons, their dependents, the

transitionally unemployed, and early retirees. Individuals and

families under age 65 without labor force attachment are

significantly less likely to have private health insurance.

These include the structurally (or long-term) unemployed, some

early retirees, the non-working disabled, the poor elderly, and

dependent children in single-parent families.

As important as is the presence or absence of insurance coverage

within these groups, the comprehensiveness of the protection

afforded is equally important. Some people who have private

insurance protection find that their 121En:ranee is not

sufficiently broad to cover their costs: either services needed

are not included in the coverage, or there is no stop-loss limit
on cost-sharing, or the insurer.e maximum liability limit is too

low. There are a variety of definitions of underinsurance, most

related to what are called "catastrophic medical expenses,. and I

would not propose to recommend a specific definition. For the

purposes of the study requested by the President, we have elected

to define catastrophe in terms of the amount of uninsured, out-

of-pocket costs that are incurred relative to family income. But

beyond that general definition (with which not everyone will

agree of course), specifics become a matter of societal judgment

-- whether uninsured costs are a catastrophe when they reach 5%

of income or 10%, or whether 2,000 dollars out-of-pocket is a

catastrophe or 6,000 dollars or some other number.

The definition chosen will determine tha size of the problem;

the lower the threshold definition is set, the more families will

exceed it each year. For example, we have estimated that of the

non-instituticnalized population, about 4.3 million middle- and

upper-income families would experience a catastrophic medical

expense if the catastrophic threshold were defined as 2,200

6 6
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dollars out-of-pocket. But, if the threshold were raised to

4,400 dollars, the number of families would drop to 1.2 million.

Using a percent of income threshold brings many more people over

the threshold (especially among low-income families): if 5% of

family income is the threshold, 6.4 mi).lion middle- and upper-

income families would experience a catastrophic expense; but if a

threshold of 15% is used, fewer than 1 million such families
would be effected. To repeat the main point, the size of the

problem depends very much upon the definition.chosen.

I will now turn to a review of the health
insurance status of

families with and without labor force affiliation.

Families With A Labor roma Affiliation

It has been estimated that nearly 2/3 of Americans have

workplace-based health insurance throughout or for some part of
the year. Among workers, 1977 data indicated that about 57%

obtained Coverage directly through employment and another 14%

indirectly through the insurance of a working spouse. Eighty-

three pe=ent of full-time, full-year employees had insurance.

In addition to being insured, about 2/3 of persons with group

insurance were protected against catastrophic out-of-pocket
costs.

The equating of lack of insurance with lack of access to health
care is misleading. One example for which this is especially

true is uninsured persons with cOoparstively large incomes.

Analyses dove for tho Department have shown that in 1980,

approximately 24% of the uninsured had incomes above 300% of the

poverty standard, and an additional 19% had incomes between 200%

and 300% of the poverty standard. while we cannot be certain of
the extent to which these estimates represent the situation in

1988, for some 40-45% of the uninsured population it is clear

that they are not without the means to directly purchase many of

the health services they need. Of course, their ability to

successfully self-insure will depend upon their nee for health
services. Research shows that the mean out-of-pocket

expenditures for multiple-person families without full-year

health insurance and with family incomes above 200% of poverty

ranged from 500 dollars to about 600 dollars in 1980.

7
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Another group for which the effect of lack of insurance might be

considered overstated is the largest age group among the

uninsured -- persons ages nineteen to twenty-four -- who

constitute about 18% of the uninsured. Many of these are

transitioning out from under their parents,.insurance protection,

they tend to be healthier with few medical care costs, they have

fewer assets to protect, and relatively little long-term

indebtedness. ./t could reasonably be argued that these workers

are making a rational economic choice: instead of paying

premiums, annual deductibles and co-insurance, they are taking as

much of their income as possible in the form of wages and

planning to meet health care expenditures out-of-pocket. For

most of those who do so, this will be a realistic choice. Of

course, a few of these young employees will face high cosis and

they and their families will regret having chosen to self-

insure.

A third employment-related group that has, over the years, been a

matter of concern has been the transitionally unemployed, and

certainly they constitute a significant (although unmeasured)

proportion of the people who are uninsured for some part of the

year. However, there is need for caution here as well. Research

related to persons who were unemrloyed in 1977 showed that the

majority retained health insurance protection because they had

access to it by taking advantage of states' continuation and

conversion requirements, or through an employed, insured spouse.

This same research determined that unemployed workers in 1977 did

not experience a reduction in use of health services suggesting

that they continued to be effectively covered. /n addition, some

24 States (including the largest ones) have elected to provide

Medicaid benefits for intact families where the principal wage

earner is unemployed; so, even though a survey would count some

unemployed families as uninsured, the Medicaid program is

available in many states if these families decide to use it.

Thus, for many families with labor force affiliation, they are

either insured or have the economic status to afford to purchase

health care themselves. For some other families, however, even

though they have some attachment to the labor force, insurance is

either unavailable or unaffordable. These are most frequently

persons with low incomes ranging from below to just above the

poverty level. About 28% of those without insurance had incomes
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below the poverty threshold, and a like number had incomes

between 100% and 200% of poverty. Many work for small employers

in service tradea in jobs characterized by low wages, less than

full-tine employment, and high turnover. Insurance coverage is

less frequently offered, and where it is available, employers

often do not include dependent coverage nor, where it is

availtble, contribute to its costs. Insurance coverage among

employees of small firms is estimated to average 50%. Of an

estimated 5 million uninsured children and spouses (or about 15%

of all uninsured) who live with an insured head of household, it

i8 likely that most are in theee small employer, low-wage

jobs. /n addition to a high frequency of uninsurance, many of

these people appear to be underinsured; one analysis of

underinsurance estimated that about 43% of insured part-time

workers and 56% of the insured self-employed had no limit on out-

of-pocket eXpenses.

Two relatively small employment-related groups that appear to

often lack health inaurance protection are the working disabled

and early retirees. The working disabled are often excluded from

workplace coverage by preexisting condition clauses, and those

commercial insurers willing to cover them charge very high

premiums. Similarly, many early retirees, while they have enough

income that they arc above the poverty level, cannot afford high

non-group premiums. Some of them have chronic medical problems

that do not meet the criteria that would qualify them for

publicly-financed health insurance, yet they are not old enough

to be covered by Medicare.

Because of relatively broad coverage decisions made by some

states, some of these low-income workers and others will qualify

for Medicaid or state-financed programs. The Department of Labor

estimates that some 1.6 million retirees under age 65 and 1

million of their dependents have continued employment-based

insurance. A handful of the working disabled will be covered by

Medicare under so-called 1619(b) eligibility. Notwithstanding

these spotty coverages and the fact that most will face

relatively small out-of-pocket health costs (300 to 400 dollars

in 1980), these are clearly families that d..1) quite vulnerable to

the impact of uninsured health u7rvices cost;.

In addition to looking at a snapshot of insurance coverage, it is
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important to evaluate the nature and direction ot r,ges in

health insurance protection.
For example, we ha, ..Livady

recognized that there is considerable
lack of insurance among

small employers. What role can and should be played by small
employer groups -- associations,

insurance-buying cooperatives,

so-called multiple employer trusts -- and how can the government

encourage experimentation? Until now, there have been few such

arrangements, and not all have been successful. One that

deserves closer examination ie the Cleveland Organization of

Smaller Enterpriees (or COSS), an arm of the Cleveland Chamber of
Commerce. COSE has aggregated 4,500 employers with 45,000

employees and their 55,000 dependents into an insurance-buying

cooperative. Forty percent of COSE's members have fewer than 10

employees, and seventy-five percent have less than 25 employees.

A second example of change is the
willingness of insurers to

eXperiment with new insurance products. For example, in 1981

Blue Cross of northeast Ohio offered
laid-off workers and their

familiee a plan with a hoepital
deductible of $1,500 and a

medical/surgical deductible of $1,000 at a cost of $50 per month.

While only 123 people enrolled and the plan was abandoned, this

kind of exploration of new products must be continued. Blue
Cross and Blue Shield of Western Pennsylvania

has also tried aome
new "products:" in 1985, they had 8,000 Subscribers (up to

20,000 people) for a special program for the recently unemployed.

The program entailed some subsidies
and has since been altered,

but is another example of a willingness:to
innovate. Another

initiative by the Western Pennsylvania
"Blues" has been to

develop a special insurance plan for children from families With

incomes below $12,000 per year. Private charities or service

organizations and the Pennsylvania
state government all play some

role. At a premium of only 813 per month, services are limited

but focused on those services children
are most likely to need.

We need to ask ourselves what ie
restraining further

experimentation, and how those barriers can be removed.
4 third example of change is the role of state governments in

forming health insurance pools. suCh pools are often targeted on

persons with chronic health problems who are unable to obtain

group or private coverage although they can be made broadly

available to any individual and even' to groups. They usually

entail subsidies by states, taxpayers or by commercial insurers

operating in the state. The pioneering work of Connecticut, and
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the operation of pools in Minnesota, North Dakota, Indiana,

Florida and Wisconsin offer a strong base of information for

other states to draw upon in trying out models that will fit

their particular circumstances. And recent legislative actions

.by Iowa, Nebraska, Montana and Tennessee are, I believe, the

beginning of broadened and increasingly innovative state

involvement in this area.

A final example of change is the limited and targeted action

taken by the Federal government to safeguard selected

populations. Here, / refer especially to COBRA's provisions

broadenirj protection for persons who lose their insurance

coverage when they become unemployed, and for widows and diVOrCed

persons and their dependents who lose employment-related

protections.

FAMILIES W/THOUT_A LABOR FORCE AFFILXATION

Some families do not have an attachment to the labor force
through which they can obiain health insurance protection. Some

have never had private, group health insurance: in other cases,

long-term unemployment (including workers displaced by major

industrial shifts) or disabJlity or retirement has outlasted

whatever employment-based health insurance they might have

previously had. one alternative for such persons is to purchase

individual policies: but pre-existing conditions often limit

insurability, and the premiums are seldom affordable. Publicly-

financed insurance and services programs form the core of

coverage for this population talich can be divided into tWO major

groups -- those categoricalll eligible for Medicaid, and the

medically indigent.

Approximately 22 million of the poor are categorically Oigible

for public cash assistance, hence eligible for Medicaid: these

include :some 3 million blind and disabled (including some early

retirees), 3 million poor elderly, and about 16 million dependent

children and adults in single-parent families. For these

categorically eligible persons, Medicaid has largely solved the

problem of access.

But Medicaid also affords backup insurance for thousands of more
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Americans. Medicaid participation is traditionally counted in

terms of persons actually enrolled or actually receiving

Medicaid-financed services; however, Medicaid is available for

Pliny additional Categoric011v-eligible persons who are not

counted until they use health care services and are only then

registered into the program. The most prominent example of this

are low-income persons in the 31 states with a Medicaid spend-

down program; the program is prepared to support them if medical

bills cause them to spend down into actual eligibility. A second

example is the 24 state programs for intact families with an

unemployed parent; only when such families incur medical bills

that they are unable to pay are thsy counted as Medicaid-

assisted. As one illustration of this underestimate of Medicaid

protection, Florida estimated that some 51,000 persons would be

eligible for assistance under their expanded Medicaid

eligibility; to date, only some 3,000 have actually received

assistance. This suggests that Florida Medicaid stands rtady to

help some 48,000 persons who have not yet sought assistance.

some people point to the Medicaid program as an exnmple of

underinsurance citing the wide variation in the number and type

of optional services the states choose to pr)vide, or the

restriction of certain services only to categorically eligible

persons and not to the medically needy, or limitations on the

amount, duration, or scope of covered services for which they

will pay. Thew limitations axe entirely real and are often a

source of problems for the poor in obtaining the range of

services they need. However, those limitations are at least

partially offset by other considerations. Some states are very
flexible in paying for non-covered services using the latitude

afforded by the term "medical necessity." Other states use

state-financed programs to "wrap around" Medicaid and finance

additional services. Services are also available through local

public providers and as charity care (in some cases carried out

to meet Hill-Burton obligations).

In addition, Medicaid policies help to protect categorically

eligible families against very large out-of-pocket costs. The

first protection is through requirements that any cost-sharing

imposed by states not be applied to certain services at all, and

where they are applied, they must be nominal. The second is

through the so-called "deeming" rules which protect

beneficiaries. families from being financially ruined by high
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costs usually associated with eXtended stays in health care

institutions.

The net effect of the generally broad coverage and the cost-

sharing limitations on Medicaid families. out-of-pocket

expenditures was Measured by the National Medical Care

Utilization and EXpenditUre SurVey conducted in 1980. Analysis

of that data for multiple-person faMilies insured by Medicaid

where all members are under age 65 indicates that mean out-of-

pocket spending at the 90th percentile -- that is by high cost

users of Care -- Was approximately 250 dollars per year. In

sum, while there are gaps and limits to be faced by Medicaid

beneficiaries, the services to most recipients are comprehensive

and meet their needs.

In the Medicaid program as in other areas of health insurance,

coverage is expanding. In 1985, 28 states expanded eligibility

(12 of them to incorporate DEFRA-mandated children and pregnant

women). 26 statea expanded covered services. In addition,

movement toward improved cost controls is like/y to free up funds

for further selective program enhancements.

In addition to Federal sharing Of the costs of Medicaid coverage,

the Federal government provides direct support to others who

might be counted as uninsured -s approXimately one million

American Indians and some 500,000 seasonal and migrant farm

WorAerS.

The poor who lack private insurance yet are not categorically

eligible for Medicaid are frequently referred to as the Medically

indigent. There are no consensus estimates of the size of that

population group. While the medically indigent.are likely to be

counted as uninsured, they are not without access to care. State

and county governMents are fulfilling their historical and legal

obligations by providing general MediCal assiatance financing

programs and public hospital and clinic serVices programs which

are available at little or no direct cost. Eatimates of the

value of state and local contributions range upward from $2.5

billion. In addition, Federally-supported programs provide

direct and effective services to many of the uninsured poor: for

example, National Health Service Corps workers provide care to

over 3 million persons, many too poor to pay; Community Health
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Centers serve over 5 million persons; and state and local

governments make flexible and effective use of Federal health

block grant funds (including, for
example, some 400 million

dollars for maternal and child health). Are the people assisted

through the programs described above uninsured?
Yes, surveys

will count them as uninsured. But are they unprotected or
without access to health services? No.

Because of the special interest of this
Committee, I want tO

return for a moment to one categorical group -- the elderly.

For persons over age 65, the problem is not one of uninsurance

but of instances of incomplete coverage. Ninety-sev,n percent of

all persons over age 65 are covered
by Medicare. Abv-. 2/3 of

these persons are also covered by some form of private insurance

and an additional 13%
-- the elderly Poor -- are covered by

Medicaid.

Analysis of Medicare part A data indicates that some 75% of aged

beneficiaries have no Phrt A out-of-pocket
cost.-sharing, about

20% have cost-sharing of between 1 and 500 dollars, and less than

1% (about 220,000 persons) have cost sharing greater than 1,000
dollars. In part B, beyond the premium, one-third of
beneficiaries have no cost-sharing, 43% have less than 500

dollars, and about 6% (about 1.6 million
persons) have cort-

sharing in excess of 1,000 dollars. However, it is important to

be clear that these are estimates of amounts the Medicare program
does not pays there needs to be subtracted from these estimates

amounts that are paid by employment-based
retirement insurance,

by "medigap,' policies, by the Medicaid program, and by other

third-party insurance.

Although we do not have Medicare
program data to make an estimate

of beneficiaries' set out-of-pocket
obligations, some indication

is available from the National Medicare Care Utilization and

Expenditure Survey of 1980. That survey . znd that for one-

person families age 65 and over, average
out-of-pocket costs were

512 dollars where the person had Medicare
insurance only, 428

dollars where the person had Medicare and other private

insurance, and only 184 dollars with Medicare and other public

Program protection (presumably Medicaid). If wo look at persons

at the high end of the spending
distributions -- that is at the

90th percentile -- the analogous amounts were 1,472 dollars for
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Medicare only, 867 dollars for Medicare plus private insurance,

and 492 dollars for Medicare and other public insurance.

Thus, nearly all elderly are broadly 1:mired and cost-sharing for

post Medicare beneficiaries is quite limited and generally within

reach of their incomes. For the small proportion of

beneficiaries whose expenses do exceed their ability to pay,

however, the President proposed in 1988 to improve protection

through the "Medicare Catastrophic Hospital Cost Protection Act."

At the President's instruction, we are again actively exploring

protection against catastrophic costs for the elderly and all

Americans.

With respect to long-term care, 70% of such care is provided

informally with institutional care costs paid in equal parts by

the elderly themselves and through the Medicaid program.

Demographic trends are certain to put increased pressure on this

pattern of financing, and we are looking closely at alternatives

as part of the catastrophic insurance project. While the private

long-term care insurance market is in its infancy, there is an

increasingly positive attitude regarding the feasibility of

developing a market for it. We need to look carefully at means

for reducing barriers impeding its growth.

Mr. Chairman, in conclusion let me summarize my key points.

First, I believe that we need to be very cautious about accepting

either the aggregate numbers of uninsured and underinsured or

what passes for conventional wisdom regarding their

interpretation. Second, even for those without broad, full-

time, third-perty healtn insurance, there i0 a network of health

financing and services that is extensive, available, and

functioning with considerable effoctiveneas. Third, improvements
are occuring: they do not constiture a revolution in health

insurance, and they affect a relatively small number of people,

but they are clear signs of a healthy evolution of expansion and

enrichment in health insurance: They challenge us to be cautious

in our generalizations and alert to opportunities to encourage

and promote innovation. And finally, we share with the Congress

concern over individual xperiences of family economic hardship

attributable to unaffordable health care costs, and believe that

there are a number ernes where improvements must be aggressively

explored including arly retirees, the low-income working

uninsured and their dependents, and the availability of

protection against catastrophic medical expenses.

Mr. Chairman, this concludes my formal presentation. I will be

Pleased tm answer any questions you or other members of the

Committee may have.
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The CliAIRMAN. Thank you, Dr. Helms.
Dr. Reinhardt.

STATEMENT OF UWE E. REINHARDT, PH.D., JAMES MADISON
PROFESSOR OF POLITICAL ECONOMY, WOC4DROW WILSON
SCHOOL OF PUBLIC AND INTERNATIONAL AFFAIRS, PRINCE-
TON UNIVERSITY

Dr. REINHARDT. Thank you, Mr. Chairman.
I would like to express my thanks to you and to the members of

your committee for inviting me to testify on the tragic issue before
this committee today; that is, the plight of the Nation's poor who
lack adequate health insurance. I find this issue tragic in two ways:
First, lack of adequate insurance coverage can visit intolerable and
undeserved hardship on poor individuals who are victims of serious
illness. That is a tragedy in its own right. But second, this Nation's
apparent unwillingness to relieve poor fellow citizens afflicted with
serious illness from fiscal hardship is a disgraceful stain on a socie-
ty that is so admirable in many other ways. As one who has come
to love this country as a naturalized citizen and views it as a privi-
lege to live and work here, view the persistence of that stain as
tragic as well.

Mr. Chairman, I congratulate you and your committee for hold-
ing these important hearings, and I also would like to congratulate
you personally for the imagination, the boldness, and the moral-
statemeat you make with H.R. 5070.

While one may wonder about the fate of H.R. 5070 in the politi-
cal and moral climate of the mid-eighties, nevertheless I consider it
significant and a welcome change that someone in your position
has the courage to make the moral statement that bill implies.

I have a written statement entitled "Rationing the Nation's
Health Care Surplus: A Paradox or as American as Apple Pie?"

I have an additional statement which I happen to have made for
other purposes which I would like to submit to this committee as
well. In that statement I show that, as the plight of the uninsured
Americans has become ever more severe, and as we flush them out
of the health care system, we have actually showered ever more
money in real purchasing-power terms on our health care sector.
In terms of the transfer of real purchasing powers to the providers
of health care, the cost explosion in health care actually started
only after 1980 and not before. To be sure, the volume of both hospi-
tal days and physician visits used has decreased since the late
1970's, but the price of health services have risen more than
enough to offset the decline in volume. Total expenditures in
health care are by no means under control yet.

The reason I chose the seemingly ridiculous title, "Rationing the
Nation's Health Care Surplus," for my formal statement is that
this title describes quite accurately what is actually transpiring in
this Nation.

We have a surplus of doctors and of hospital beds. We spend
more money on health care than any other nation or than we ever
did historically, and yet from time to time we deny suffering fellow
Americans access to these resources just because they are poor and
uninsured.
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I quote in my statement from the Wall Street Journal, which is a
daily not known for knee-jerk liberalism:

A 32-year-old accident victim lies unconscious in a Florida hospital that has no
neurosurgeon available, but two larger hospitals with neurosurgeons refuse to
accept him upon learning that there is no guarantee his bill will be paid.

A pediatrician in k Hill, S'' ',Ispital wants to transfer a comatose 3-year-old
girl to a better equipped urban meuit.al center, but her family has no health insur-
ance, and two hospitals refuse to take her in. A hospital 100 miles away finally ac-
cepts her.

It is important that Americans realize that this denial of surplus
resources to patients who are poor and uninsured is a uniquely
American phenomenon. It is simply inconceivable that a 3-year-old
comatose girl needing health care would be denied access to avail-
able health-care resources in Canada, in France, in Germany, in
Sweden, or anywhere else in the civilized world.

Why does this phenomenon occur in a country whose President
makes it a point regularly to proclaim to the world that we Ameri-
cans are the most generous people on Earth and in the history of
mankind? That is a question that should vex all of us.

The source of the problem lies in the fact that, at any point in
time, there are some 35 million Americans who lack health insur-
ance coverage. It is, of course, true that not all uninsured Ameri-
cans get sick every year and that not all sick uninsured Americans
are denied care. But one thing is sure: If one is uninsured and sick
and poor in this country, and if one does receive health care, one
receive it in the status of a health care beggar. In my subjective
judgment, that is not a dignified posture, particularly at a time
when one is anxious and suffering pain.

Canada, France, Germany, Italyevery other country in the civ-
ilized worldprovides its citizens with the dignity of accessing
health care without having to beg for it. I think this Nation at
some point must find it in its heart to bestow on its citizens the
same dignity. We could easily afford it from a macro-economic
standpoint. The issue is purely an economic one.

It has been mentioned by Dr. Helms, and it is true, that we pro-
ceed considerably on anecdotes when we discuss the plight of the
uninsured. The only reliable study I know is a Robert Wood John-
son study of 1982, which led to the conclusion that 1 million fami-
lies in America were denied care for want of ability to pay in that
year.

Many of my colleagues, particularly in the economics profession,
argue that 1 million among 250 million is really not a lot. I would
say you have to have the right denominator to make a sensible as-
sessment of this statistic. We should think of 1 million persons
among uninsured poor who were also sick in 1982. As a proportion
of sick, uninsured, and poor Americans, I million is no longer a
trivial number.

I find it puzzling that the Department of Health and Human
Services tries to soothe us with the thought that we really do not
know the exact dimension of the problem and yet does so little to
monitor the problem on an ongoing basis. The DHHS is still work-
ing with a 1977 data base. If I was the Secretary of DHHS, the first
thing I would do would be to implement a policy under which this
problem would be monitored on an ongoing basis. That might cost
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as much as $1 million a year, but it would be a small fee to pay toremain in the club of civilized nations.
What policy options do we have to deal with this problem?

Having observed the policy process in this Nation for two decades,I have observed that, as a people, we have a propensity to espouse
and proclaim civic virtues which we are much too chintzy to under-
write fin nncially. It is this proclivity that has been so dangerous totile health uf the poor.

We are the most undertaxed nation in the industrialized world,as George Will, the conservative columnist always points out. Wehave the lowest tax rate as a percent of GNP for all levels of gov-
ernment in the industrialized world, with the exception of Japan.No country runs itself with as low a social overhead as we do. With
the exception of Japan, most other industrial nations tax over 40percent of the GNP, while we tax at 33 percent. At 33 percent of
GNP we cannot do that any longer. Indeed, the deficit should havetaught us that.

There is yet another feature of this Nation that seems to beuniquely ours. As a people we have an almost touching habit of
confusing dreams with reality, a tendency we have developed to a
fine art in the eighties. In seeking to fashion a viable health policy,we have to deal with these propensities: Our reluctance to share,
and our propensity to daydream.

When Policy is implanted in a cultural soil, it is like planting a
flower. What is the cultural soil in which the policy would have tobe implanted, and what is the mechanism, the political process bywhich we must do theplanting?

It is my sense Americans always claim that they are the egalitar-ian society. Having had either the misfortune or privilege of
having been apprenticed in social ethics in two other societiesCanada and West GermanyI would say the notion that Americais an egalitarian society is ludicrous. Just walk through Toronto
and through any American city, and you will see immediately how
silly the American afflection really is: We are by no stretch of theimagination an egalitarian society.

We have a two-tier society in almost all human services. In edu-cation, we tolerate enormous tiering. In the system of jurispru-
dence, we have a two-tier system. It would be surprising to me ifwe could ever graft on our society a one-tier health system.I hasten to add that no other country has one-tier health care
either, as one might understand it in the extreme. Other countrieshave a one-tier_ system for the bottom 90 percent of the population,and another for the top 5 percent.

I believe that we have to think two-tier health care for America
as a realistic proposition, because that is what the social ethics ofthis country really emply. It is daydreaming to think that we trulywish an egalitarian system.

Let me now come to the political process by which we wouldplant our health-policy flower into the multi-tier social ethic, its
soil. Mao Tse Tung said political power grows out of the barrel of a
gun. That is not true in this country. Here political power grows to
a considerable degree out of the purse. I draw from this premisethe implication that any national health legislation that would im-
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poverish the moneyed interest groups in health care doesn't have
much of a chance to survive to passage.

Therefore, I propose in my formal statement an alternative
system, which is not particularly flattering and may not be wellliked at the level of political rheteric. It is a two-tier system, a na-tional health insurance program for the poor onlysay, the bottom
20 percent of the income distribution, leaving 80 percent to the pri-vate insurance industry.

The system would be Federal. The reason I make it Federal restsin the widely shared belief that this is a Nation and not just aplace. It is a Nasion, then I, in New Jersey, clearly should be con-cerned with what is or is not done for an American infant in Ar-
kaiisas or Arizona, and vice versa. But if I so worry, then I can ex-press that worry only through a Federal institutionI, 'ce a Fed-eral program.

My proposal basically would be roughly as follows: mPri-can resident is ipso facto insured for a basic comprehensive pack-
age, as comprehensive as the one in H.R. 5070. The program wouldbe financed with Federal taxeson the 1040 tax form would be aline calling for a health insurance tax, say, 12 percent of adjusted
gross income. If, however, the taxpayer has a superior privatepolicy, they clip a copy of the policy to the 1040 and need not pay12 percent of adjustable gross income. Instead they would pay, say,1 percent of adjusted gross income as a down-payment for the
Judeo-Christan ethic or whatever language one might use there. Itwould be an earmarked health care tax to cover the poor.

Now, if we had-5 to 20 percent of the people in this plan, wemight be talking about $60 billion to $80 billion of Federal dollarsto pay for the program. Much of that money could be had by clos-ing the last remaining loophole in the Tax Code: the exemption offringe benefits from taxation.
If fringe benefits were taxed, we might have some additional $30

billion to $40 billion Federal revenues right now.
One might think of asking the aged to play some noblesse oblige

among themselves and vis-a-vis the baby boom, and fold Medicareinto the scheme. The aged who are well-to-do, would than have to
pay a higher premium for the package. We might get an additional$10 or $20 billion in Federal revenue from that source. The remain-der should be a tax increase.

When I talk about tax inc:eases, I could be accused in this dayand age of having mental deficiencies, because we have a large
Federal deficit already, I would submit, however, with all due re-spect that this deficit is self-induced. It is based on a very foolish
populist Keynesianism that had been sold to a gullible electorate as"supply side economics," but was, in fact, ever so much morethoughtless and reckless than old-fashioned Keynesianism had everbeen. The notion you can cut taxes and increase Federal expendi-
tures all the while balancing the Federal budget by 1984 was soabsurd, even in 1981, that very few respectable economists support-ed it. You had to be something of a guru to do that and take leaveof your senses, to believe in the notion. But don't take my word foritthe official Federal budget numbers clearly show the foolish-ness vf the policy.
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And yet Americans are in the habit of thinking of themselves

33 "the most generous people on earth." a postulate of which our

President reminds U3 publicly With 30m0 regularity. Furthermore.

at almost every conference On health care in thin country. we

tend to proclaim loudly for the world to hear that "ourt i3 the

best health system in the world." The question we must ask
ourselves at this juncture in OUr history i3 whether these

felicitous slogans, if they havu ever been valid, remain valid

today, or whether perhaps we repeat them so often and 30 loudly

precisely because in our hearts we know them to be untrue.

An altogether healthy exercise for the American people would
be to ponder this question carefully. It may be the first step

towards actually attaining, at long last, those civic virtues of

which we tend to pride ournelvee. but which we seem much too

tight-fisted to underwrite financially.

II. 11-hE NUMBER OF UNINSURED ANO UNDERINSURE()

Probably the best current source of information on the

number of un- and underinsured Americans is a chartbook entitled

THE UNINSURED AND UNCOMPENSATED CARS, compiled by Margaret B.

Sulvetta and Katherine Scartz of the Urban Institute and

published in June of this year by the National Health Policy

Forum of George Washington University. Unless otherwise

indicated, the statistics reported below are drawn from that

excellent compendium.

The Number of Uninsured.

In Issa an estimated 35 million Americans appeared to have

no health insurance whatsoever at the point in time the

underlying survey was made. Thal number represented about 17% of

the U.S. population under 65 years of age. Not all of these

individuals, however, were uninsured for the entire year. Earlier
research had establishes that. in 1980, only about 18 million (or
9.7% of the population under age 65) were uninsured for the

enti.re year. The remainder probably found themselves between j0D3

and therefore were without health ineurance coverage.

While tempora.v unemployment usually does imply lack of

health insurance, it is the case that close to two-thirds of ell

uninsured adults in 1984 were employed and only 12 percent were

unemployed. Uninsured employed persons probably work for small
business firma that find It difficult to obtain affordable grove

health-insurance coverage from the private health-insuranCe
sector at affordable prices:The private heallh-ineurance

sector.
in turn, finds it impossible to offer more readily affordable

premiums to small business firms because of (a) the high fixed
unit costs of enrolling small groups of employees and (b) the
higher probability small business firms will dufault on premivms
when they meet economic adversity.

It may further be noted that over half of the uninsured
belong to families living within 1.5 times the official poverty
line and over one third actually live below the poverty Ilne. But
even for families with higher incomes, health insurance coverage
may not be readily available if it is not provided by an
employer. The marketing of health insurance to Individuals has
been found to be so expensive that some commercial insurance
carriers to not even offer such policies any more. Those that do
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may have to charge premiums that strain the budgets of even

middle-income families. In short, the imagerypreferred by some

commentators--that lack of tealth insurance status simply

reflects reckless improvidence on the part of consumer would be

generally way off the mark.

Finally, about 33% of all uninsured persons are children

under age 17. Surely even the most hardnosed analyst would have

to view children as victims of their circumstances. Many

Americans probably comfort themselves with the thought that at

least the young have been well provided for through the Medicaid

program. That program. however. is very spotty and uneven in its

incidence. In 1980. for example, anywhere between 30 to 80

percent of the nation's children living in officially defined

poverty were Le covered by Medicaid (see Table 1 overleaf).

Table 2 below, taken directly from the Urban Institute

compendium presents data on the utilization of health services

by insured and uninsured Americans. it is keen that, relative to

the insured population. uninsured persons appeared to Line only

65% as many physician visit and only 52% AS many hospital days in

1977. Other indicators of utilization. dated 1982, show similar

disclepancies. These data, of course, permit varied

TABLE 2

MEDICAL CARE UTILIZATION OF UNINSURED AND INSURED PERSONS

INDICATOR INSURED UNINSURED

Physician visits per person
under age 65. 1977 3.7 2.4

Hospital patient days per
100 persons under ape 90 47
65. 1977

Families who needed care, but
who did not receive it. 1982 4.8% 15.0%

Families who did not see a
physician in 1982 17.1% 32.9%

People without regular source
of health care in 1982 9.7% 23.1%

SOURCE: Margaret B. Sulvetta and Katherine Swartz. The Uninsured
and Uncompensated Care. National Health Policy Forum, Washington.
D.C.. June, 1988; Table 2, p.4.

interpretations. Staunch defenders of the status quo, for

example. might argue that the relatively lower utilization by

uninsured persons reflects their superior health status and thus

a relatively lower need for health insurance. Commentators who

view la,t. of insurance coverage as a social problem, on the other

!lend. will interpret the data as evidence of inadequate care.
I

share the latter view.

The Number of Underinsure('

Counting the number of completely uninsured patients

understates the true dimension of inadequate health insurance in
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Table I

PERCENTAGE OF CHILDREN LIVING IN POVERTY WHO ARE NOT COVERED BY
MEDICAID, BY STATE, 1980

Alabama 61% Montana 74%

Alaska 66% Nebraska 77%

Arizona Not Comparable Nevada 71%

Arkansas 69% New Hampshire 49%

California 39% New Jersey 34%

Colorado 54% New Mexico 67%

Connecticut 46% New York 34%

Delaware 44% North Carolina 61%

District of Columbia 26% North Dakota 78%

Florida 66% Ohio 43%

Georgia 57% Oklahoma 67%

Hawaii 46% Oregon 53%

Idaho 70% Pennsylvania 40%

Illinois 38% Rhode island 39%

Indiana 66% South Carolina 63%

Iowa 63% South Dakota 79%

Kansas 57% Tennessee 56%

Kentucky 67% Texas 75%

Louisiana 59% Utah 64%

Maine 52% Vermont 51%

Maryland 40% Virginia 6=,
Massachusetts 28% Washington 49%

Michigan 35% West Virginia 57%

Minnesota 67% Wisconsin 57%

Mississippi 54% Wyoming 80%

Missouri 55%

Source: Adapted with permission from The Data Book The Nation, States, and Cities, 1985,
p. 23, Children's Defense Fund.

CITED IN: Margaret B. Sulvetta and Katherine Swartz, The Uninsured and
Uncompensated Care, National Health Policy Forum, Washington,D.C.,
June 1986, Table 3, p.9.
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this country. Many families
have health insurance policies that

are so shallow as to leave them exposed to considerable financial
risk in case of major Illness.

Just what is meant by
"considerable risk" is, of course, a

matter of personal judgement.
Defining "considerable rich" as a

probability of 5% or more of having
at least 10 percent of one's

family income absorbed
by out-of-pocket expenses for health care.

Pamela Farley estimated from data gathered in 1977 that 23.5% of
a then total U.S. population of 189 million under age 65 faced
"considerable financial risk" due to lack of adequate health
insurance., For members of female-headed households the
corresponding percentage was 36.1%i for poor and near-poor
families it was 52.9%1 for white Americans it wac 21.1%, for
Blacks 30% end for Hispanics 28.3%.

Ironically, for persons with an "excellent" perceived health
status the percentage with inadequate health insurance was only
19.5, while that for persons with r "poor" perceived health
status it was as high as 30.8. The finding is iror.ic, although
not surprising, for in a natioe that considers

"actuarially fair"
'health insurance premiumsa

as the sine-qua-non of "economic
efficiency." healthy persons naturally find health insurance
coverage more readily accessible and

affordable than do sick
individuals.

III. CARING FOR THE_ UNINSURED

Lack of health insurance In America does not iolo facto
imply the denial of health care In times of need. For many years
thls nation has muddled through

with a system that ultimately did
make critically needed health care available to the uninsured who
were persistent enough to seek that care and who did not mind
approaching the health system literally in the status of health-
care beggars.

The system worked as follows: For patients covered by health
insurance, physicians and hospitals

were effectively given the
keys to sundry insurance

treasuriesincluding the Medicare
treasury--there to scoop up whatever financial reward was "usual,
customary and reasonable." Implicit in this open-ended social
contract was the understanding that

these providers would somehow
take care of the nation's uninsured poor. After all, the cost of
such indigent care could alwayt

oe fully recovered from third-
party payers and paying patients

through a Process of "Cost
shifting." Although much lamented at the time by the commercial
insurance industry, "cost shifting" actually served as a fig leaf
over what would otherwise hoof

revealed itself to the world ac a
national disgrace. It kept us in the club of civilized nations.

Pamela Farley. "Who Are The Underinsured?" MilbsnkMemorial Fund QUarterly/Nealth and Society Volume 83, No.3,1985.

Individuals insisting on paying only actuarially fairhealth insurance premiums thereby signal their refusal to becometheir sick and poor brethrens'
keepers through the mechanism ofhealth insurance.
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Eventually. the ever escalating cost of that open-ended

social contract struck both government end the business community

es prohibitive. Since about 1980. these payers hove therefore

sought to force the providers of health care into a game of

financial musical chairs otherwise known es the "competitive
market." The idee behind this arrangement is that doctors end
hospitals should fight for their economic survival by attracting
Patients through whatever means might do the trick. including
Price concessions. In a nation thet prefers.arbitration through

market forces to government regulation, the competitive approach
to health policy obviously hes a certain attraction. On the other
hand, it should have been clear to anyone with e basic grasp of
economics that. under the rules of a price-competitive market,
the providers of health care would have little incentive to sweep
off the streets the human debris of a society subjecting these
Providers to a game of financial musical chairs. In such a

market, ths cost et indigent care becomes a bother one likes to
transfer to competing providers through the practice not of "cost
ehifting" but of "pati.nt dumping." the practice described in the
Previously cited pii.c The Wall Street Journal.

Under the old SO.:101 contract the cost of indicient_are was
the hot potato passed from providers to paying patient. Under the
newly emerging contract, the bodies of the unlneured poor
themselves become the hot potatoes that ere being dumped from
Provider to provider. Politicians ought not to feign surprise et
this transformation, nOr ought they to remind physicians of their
Hippocratic Oath. Indeed. to blame doctors end hospitals for the
practice of 'patient dumping' ell the while refusing to legislate
the means of paying for the care rendered to uninsured indigents
strikes one as disingenuous.'

Iv. POLICY OPTIONS

Americans have debated the issue of health insurance
coverege ever since he end of World War It. only to 'demonstrate
that, in this area et least. the fabled Yankee ingenuity hes
token a long leave of absence. The nation now spends close to 11
Percent of its Gross National Product (GNP) on health care, more
then any other industrialized nation In the world. Yet in spite
of these enormous outlays, the nation hes not so far succeeded in
assuring ell of its citizens easily affordable and dignified
access to health care, where by "dignified" is meant the
Procurement of health care in e status other then that of a
health-care beggar who receives health care in unpredictable
fashion. as en act ot noblesse oblioe. on the part of some kindly
Provider.

Some states, for example, heve made the dumping of
seriously ill patient illegal yet have failed to provide publicfinancing for such care. It makes a thoughtful person lose
respect for such legislators.

f-8-7
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As I have argued at greater length elsewhere.., the nation's

manifest impotence in this area reflects an inability to agree on

the ethical precepts that ought to govern the production and

distribution of health care. We have not been able to decide

whether health care is Intrinsically a private consumption could

whose financing should be the primary responsibility of the

individual patient or whether it is intrinsically a social good.

like elementary education, that should be collectively financed.

We have not been able to decide whether the receipt of medically

;easible relief from acute pain should or should not be one of an

American's basic rights. It does not appear to have been the

right of Mrs. McCoy in Wyoming. for example. Finally, we have not

been able to decide whether the enforcement of such rights as we

may declare in health care should be a Federal or a state and

local matter. Alternatively put, the question is whether a

resident of. say. New Jersey should be at all concerned over what

is or is not done for an American infant in Florida, and vice

versa, and similarly for other states. Remarkably, this nation's

answer to this question so far appearS to have been: " The health

care of an American infant in Florida is not really the New

Jerseyan's business (and vice versa)." The answer betrays a

rather peculiar conception of nationhood.
To be sure. for public consumption the nation's politicians

have long allied themselves with the precepts of an egalitarian

distribution of health care. as have the nation's business

executives. The public at large, too, has flattered and soothed

itself with the notion that ours is a one-tier health system

making the best medical care in the world available to all

regardless of ability to pay. But these lofty protestations have

not so far been accompanied with adequate funds. In a sense, the

nation's poor have been victimized by the very loftiness of our

professed goalsas well, of course. by this sentimental nation's

uncanny ability to confuse dreams with reality.

The design of a viable health policy for oue nation must be

firmly based on

a. a clear. unsentimental appreciation of this nation's
social ethics, and

b. an equally unsentimental understanding of the way
in which public policy is legislated and implemented.

Let us examine these Iwo facets in turn.

From the vantage point of one who has been reared in the

eelatively egalitarian social ethics of two other nations, the so

fiequently mouthed proposition that our's it an noalitarLem

soclety appears almost ludicrous. While it 15 true that this

nation, probably more than any other, does provide healthy ant

well-troined individuals wide opportunities to seek economic

advantage, l,s ummply not true that such latitude amount!: tO

Zoe U.E. Reinhardt, "Hard Choices la Health Caree A Matter
of Ethics," in HEALTH CARE: How to Improve et and ney for_ It.
Canter for National roli.cy, Washington. D.C., April, 1985.
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"equal opportunity." certainly not for persona born into povertY

and/or It health. We do not have a one-tier judicial system. and

we do not have a one-tier educational system.. Under the
admissions Process.
The two features make it unlikely that this nation will soon be

able to implement an affordable. operable. universal national

health insurance system of the sort now operating in Canada and
throughout Europe. Indeed, it is not at all clear that such a

system. if it could be introduced, would be in the nation's best

interests, because it would require a heavy regulatory

superstructure that might stifle our health sector's penchant for

innovation--one of the truly admirable traits of that sector.

A More viable and potentially quite humane alternative might
be something like the following:

1. As a matter of principle. every American resident should
be iGlo facto covered by a Federal health insurance
program that covers a defined set of basic medical

Although the Seeders of private schools and universities
was110 may protest that access to their institutions is based
strictly on academic merit, nO one working within these
institutions could honestly deny that family wealth and lineage
act as a partial substitute for academic competence in the
Circumstances, it would be very surprising, indeed, if we truly

aspired to a one-tier health system. Having observed this

nation's health policy at close range for the better part of two
decades, I am persuaded that the best this nation's Poor can ever
hope to attain in health care would be a two- or multi-tier
system in which the poor might be guaranteed unfettered acceas to
critically needed basic care, but in which there would be

perceptible differences in at least the amenities accompanying
that care, if not also in the clinical quality of that care. To
an objective observer with some international experience, that

sort of tiering appears as inevitably American as the proverbial
Apple Pie.

The second dimension to be considered in the design of a

viable health policy is, as noted. the Political process by which
that policy would be implemented. For better or for worse, our

system of governance is one in which political power grows to a
considerable degree out of the power of the purse: Given the wide
coverage the media regularly give to the political power of
moneyed interest groups, it is surety not impudent to suggest

before this body that even the best intended health legislation

has no chance of survival if it is not countenanced bY the
moneyed associations of health-care providers and -insurers who

have always dominated and fashioned American health policy. To be
viable at all, any policy designed to provide health insurance
coverage to the poor must put added funds into the pockets of
these associations' members of, at least, it must not siphon
money away from them.

V

The task at hand. then. will be to fashion a health policy
that is attuned to those two particular features of our society:

our manifest preference for ah inedaliterifin distribution of

basic human services and the a..g.ill_j_g_a_29..was_si.,_,IJ.1..1.1..Ltal_suouriS.

8 9
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benefits. Persons who elect this programand the
bulk of Americans probably would not--would not
necessarily enjoy the freedom of choice granted to
fellow Americans who elect and can afford private
health insurance. Publicly financed patients would
have to accept non-emergent care from their choice of a
limited number of competing Henith Maintenance
Organizations. Emergency care could, of course, e
sought from the nearest provider.

2. The program should be Federal on the notion that a
resident in, say. New Jerey should indeed be concerned
over whet health services are given an AmLLican infant
in. say. Florida. and vice versa, and similarly for
adults. Ultimate Federal responsibility for the programwould not. of course, preclude active participation bysteles and local governments in the operation of tha
program (as has been found useful in most other nations
as well).

3. No health care provider in the Uni,ted States would ever
be asked to render "needed" health services to patients
without a reasonable compensation. This compensation
should be negotiated ex ante with national associationsof the relevant providers. It need not be equal to these
providers desired customary charges. but should be high
enough that no provider would actually lose economically
by having treated publicly covered patients. Although the
end,rtying lee schedules ought to be national in
:11,,ture. there ought also in be' adjustments for
regional variations in costs.

4. This national program would be financed on the basis
of ability to pay. One approach might be to include
on Internal Revenue Service Form 1040 a line labelled
"Health Insurance Tax--Enter X% 01 Adjusted GrossIncome." If the taxpayer attached to Form 1040 a copy
of a private health insurance policy as good or betterthan the public policy, then that tax payer woul.d be ex-
cused from paying the 514 tax. Instead, however, thattaxpayer would be required to pay a much smaller Y%towards a fund explicitly earmarked to cover part of thecost of the public insurance program.

5. Added funding might be garnered by eliminating one of
the remaining tax-shelters in the American tax code:the exclusion of fringe benefits

(including employer-
paid health insurance) from taxable income. Economistshave long argued that this exclusion is not only eco-
nomically inefficient, but horizontally inequitable aswell.

Clearly this program would be a national program, but it
would not be the type of National.

Health insurance program
'operated by other nations and rejected

by,this country during the
1970s..after intensive debate. it would be a national health
insurance program primarily for the nation's lower economic
strata. and only that program would be

based on ability to Pay.
The rest of society could continue to seek coverage in the
traditional way.

One of the program's political virtues would be that It

would not constitute a major inroad
into the business base of the

private health insurance sector. The tax rate X could 'be so set
as to preserve that industry's role in

American health care. To
assume that this powerful industry could be legislated out of
existence would be unrealistic.

A second virtue of the program would be that it would free
the providers of health care from the increasingly vexing moral
obligation to render uncompensated care. It would Put added funds
into their pockets. Given these providers' now tenacious defense
of the Medicare program which they once fought so tenaciously.
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there is reason to believe that they might have learned from the
experience, and that they might now support a Federal health
insurance program for the poor if it offered the prospect of
additional revenue.

re e Ire Federal ficit

It must be openly conceded that the proposed program would
imply a added taxation, unless one were willing to edd further to

the nation's already indefensibly high Federal deficit. Three
obseivations may be registered on this point.

First, the alternative to an explicit, earmarked health-
insurance tax will inevitably be some other tax, albeit one
carefully disguised in the hope that a !presumably) ignorant
electorate will not perceive it as a tax or. if it does, will not
be able to assess it ultimate inc:dence.

The hospital-;evenue pools now being legislated in some
states represent hidden tax systems of this sort. They involve
the government's coercive power to divert funds from Hospital A
to Hospital O. 'Such a diversion is a tax pure end simple.

Even more dubious and economically destructive is r widely
Proposed hidden tax going Dy the name 4government-mandated
employer-paid health insurance." Surely the impo.sition of such a
requirement is a tax, because Citizen A is being forced to
transfer funds to Citizen 8. Worse still. the requirement would
represent in effect a tax on employment and entrepreneurship.

burdening in particular the small business firm and its potential
employees--firms that have been the chief source of new jobs in
the last two decades."

It ls not difficult to understand out politicians'

preference for such hidden taxes in the current political
climate. These government-coerced transfers among private
individuals achieve, certain political ends without letting the
transferred funds flowing through public budgets. The mechanism
therefore allows politicians to raise !hidden) taxes, all the
while pretending to be avid tax-cutters.

Furthermore, the device
of hidden taxes relieves the legislators

imposing them from any
accountability for the forced transfers (hidden taxes). In short,
such hidden taxes may be politically expedient, but their
imposition does not strike one as an honorable form of governance
nor, in fact, as an economically efficient one.

A second observation on the nation's current opposition to
tax increases is a reminder that ours is actually one of the
least taxed nations in the industrialized world, as is shown in
Figure 1 overleaf and in the More detailed table on which that
diagram is based. Before the decade is over this nation will have
discovered that the only Politically acceptable way to bring the
Federal budget into bal'ance will be a substantial increase in

taxes. Neither economic growth nor cuts in government spending
will be able to carry the burden of that task by themselves.

4 A tenghtier examination of mandated employer-financed
health insurance is offered in U.E. Reinhardt, "Should allEmployers be Required by Law to Provide Basic Health InsuranceCoverage for their Employees and Rependent?"

(mimeographed).April. 1986.
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FIGCRE 1

TAX REVENUES AS A PERCENT OF GDP
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SOURCE: Tax Foundation, Inc., FACTS AND FIGURES ON GOVERNNENT FINANCE.
23rd. edition, 1986; Table A33 p. a36.

The diagram indicates (a) that the United States tax burden as a percentage
of Cross Domestic Product (GDP) is low by international standards and (b) that
this burden did not grow vary ouch act all during the period 1970-82, contrary
to public belief.
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To underscore the futility of placing one's hopes on future

Cuts in spending. one merely need to cite this nation's current
policy towards its agricultural sector. In its issue of June 17.
1986 'The Wail Sireat Journal observed

PAYING THE BILL
NEW FARM BILL RAISES

FEDERAL COSTS AND FAILS
TO SOLVE BIG PROBLEMS

It will shower Federal Money
On Prosperous Farmers
and Maintain Surpluses

In their usually acerbic editorials, the editors of the JOURNAL

tend to blame such spending on the venality of members of

Congress (see the editorial dates August 11. 1986. Attachment A

hereto). Curiously, these editors have kindly overlooked a front-

page story in August 11 issue of TME NEW YORK TIMES (Attachment B

,h which Prcz,ident is depicted standing next tO a
fourteen-year old farmer and a cow, unabashedly claiming credit

for having committed record amounts of Federal assistance to

farmers, and reminding his audience that the S 26 billion spent

on the farm program this year was more than any previous

Administration spent on the program during its tenure. (By Way of

contrast, the Federal government spent only 621.9 billion on

Medicaid in 1985.)

if even this ostensibly budget-conscious President takes

pride in spending billions of Federal dollars on a program that

e nriches already well-to-do farmers, that pays farmers for not

growing food, that uses tax moneys to store billions of pounds of

unwanted cheese and butter and millions of tons of unwanted grain

in government warehouses, and that charges American taxpayers a

levy of $15 per ton for every ton of grain sold at this subsidy

to the 50-Called "Evil Empire," the Soviet Union--all for the

sake ot a few votes in the farm bel.t, then surely it would be
reckless to expect that the Federal deficit will effectively be

reduced through future cuts in spending.

Eventually, responsible legislators will vote for the only

remedy that will close the Federal budget gap: an increase in

taxes. With it, perhaps. they will find it in their heart to,

legislate also an earmarked health-insurance tax designed to
elle,,igte for good the plight of poor fellow Americans (and their

children) Who cannot afford to pay directly or through health-

insurance Premiums for the marvelous services our health-care

sector could, in principle. offer them. We Snail then be able

once more to hold our heads up high at international conferences

on health policy.

93



12.

90

THE WALL STP.EET JOURNAL MONDAY. AUGUST 11, 1986

REVIEW & OUTLOOK

How They Do It
By now the general public is proba .

bly getting the sense that Congress
somehow Isn't going to deliver on its
promise to "cut the deficit." Nonethe-
less, the general drift out of the na .
tion's capital in recent times seems to
have more or less conveyed the im-
pression that all the members are
sweating on some arduous Hobbit like
crusade to slay the deficit dragon.

Fortunately the U.S. still runs an
open government, and the recorded
proceedings on the House floor July 31
offer a telling insight into Washing-
ton's world of deficit politics. It may
be true that a majority of the House
voted once for Gramm-Rudman-Holl .
buts, which most people associate
with making the deficit go down. But
it's also true that the House takes
many votes on spendinz, and as we
shall see the majority more often
votes to make spending go up.

The measure under consideration
was the imtertant 1987 appropriations
bill for three departmentsLabor.
Education, and Health and Human
Services. Consideration of the bill
opened with a description of it by
Rep. William Hatcher (13.. Ky.). who
raps the sutcommittee that sets
spending for these departments. We
concede that arrays of dollar figures
often numb the mind, but the follow-
ing compendium should prop open the
eyes of anyone who wonders how Con-
gress can do so much public grunting
over the deficit and have so little pro-
gress to show for R.

First Mr. Hatcher noted that the
bill's total appropriation was 9103.710,-
016,0W, but that 75.5% of this was for
"entitlement prawns." over which
Congress traditionally has said it has
no control. Mr. Hatcher then noted,
"For discretionary programs, In
which spending is controlled through
the annual appropriations bill, the bill
Includes 124,916,647,0:0 in fiscal year
1987. an Increase of $4,118,331.0:0 over
the President's budget and an In .
crease of 12,276,493,000 over the
amount available for fiscal year
1986."

Of the HHS appropriation. Mr.
Hatcher said. "The sutstantial in.
creases Included in the bill reflect a
number of priorities of the commit-
tee." nen he listed them. There is
funding for AIDS research and for the
National institutes of Health. Also:
"The bW rejects the President's pro-
paal to terminate a number of pro-
grams. . , . The committee believes
these programs should continue to be
funded by the Congress. The bill re-
flects a decision to provide selected
Increases for high.priority programs.

. . The bill reflects a commitment to
fund entitlement programs."

Mr. Hatcher noted that the entitle-
ments amount is $5,320,427.090 over
the 1986 appropriation and added:
"The President's request for these ac.

tivities was based on a series of legis-
lative and regulatory proposals not
accepted by the Congress."

The catalog continued. "The bill in.
eludes 9200,000,M for the Work Incen-
tives Program which the President's
budget proposed to eliminate." The
Education Department's appropria-
tion is 913.369,331,000. "an increase of
91.458.132,000 over the President's
budget request." There was more
money for the Health Resources and
Services Administration, whose mis.
sion "is exceptionally broad." And,
"For programs authorized by the Carl
D. Perkins Vocational Education Act,
the bill includes 9906,433,000, an in.
crease of $505,459,000 over the budget
request."

Finally, ReP. Silvio Conte, the sub-
committee's ranking Republican,
rose: "I am delighted to join with my
good friend . . . to bring this bill be.
fore the House." Mr. Conte suggested
their sutcommittee's name be retitled
"HELPS." He emphasized that.
"Nearly 76% of this bill, or 978 billion.
is In mandatory spending over which
our subcommittee exerts very little
discretion. We act as a conduit
through which that mandatory spend-
ing passes." He criticized "Gramm-
Rudman-liollings abi its miserable
across-the-board cut" and said "I be-
lieve the Congress should exercise its
judgment on funding for Individual
programs, and that's what the sub-
committee did."

At length, Republican Bill Frenzel
rose to point out that the committee
had raised the bill's appropriation
13.5% when inflation is under 3%. The
discretional, part, he noted, is uP
House minority Leader Bob Michel
said, "It is ridiculous that when we
are seeking to meet our responsibill-
ties under Gramm-Rudman, we
should have a bill . . . nearly four
times the rate of inflation."

Mr. Michel propcsed amending the
bill to hold its discretionary increase
to 3%. Then Bill Frenzel proposed
!reefing its spending at the 1986 level,
A period of time was then spent de-
nouncing the Michel and Freozel pro-
posals. Rep. George Miller ID., Calif.)
called them "a wholesale attack on
the American family." Finally the
House voted.

First the Frenzel amendment lost
331 to 99. Then the Michel amendment
went down, 253-164. And then the
House approved all the spending In .
creases by a vote of 325 to 86,

As readers of this page know, we
have editorialized for some time that
Washington will never gain control
over its compulsion to spend until the
president has a line-item veto author-
ity over congressional appropriations,
Would someone run by us one more
time why this is such a bad idea?
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"Spending for Health Care in 1985 Rose at Lowest Rate in 2
Decades," reported the Bow York Times in a headline on July 30.
1986. The AnusasAiLiittLELL.19tv used literally the same headline
in its issue of August 15, 1986. Both newpapers probably were
inspired by language in a press release issued by the Department
of Health and Human Services (DHHS) On July 29, 1986. Indeed, thetone of these headlines--that inflation.in health care has abated
at long last-- echoes former DHHS Secretary Margaret Heckler's
proclamation in July 1984 that the "Reagan Administration had
broken the back of the health care inflation monster."

Prominent members of the business community seem fully
persuaded by these assertions. In a recent address to Houston's
Forum Club. for example..Karl D. Bays, Chairman of Bakter
Travenol Laboratories, Inc., stated that "Ihealth-care] costs are
coming under control" and that "qnttlity" now emerges as the major
issue in health care. ..iThe Yam, theme was struck by Robert A.
S,thoellhorsi, Chairman of Abbbtt Laboratories, In a published
address grven to the 28th Jrnnual t:l'eeting of the Fharmaceutical
Manufacturer's Associbtion in April of 1986. Using .1magery
reminiscent of a Superman Wr Rambo, Mr. Schoellhorn told his
audience that "Ronald Reagan took the health care supertanker and
turned it on a dime.",

Economics is known as the "dismal science," perhaps so
because economists are in the habit of throwing Cold water on
persons given to sweet reveries. In the present instance, the
reveries cited above reflect a human weakness economists diagnose
as "mcney illusion," that is, a failure to adjust dollar
denominated time series properly for inflation. Unfortunately.
once that adjustment has been made the data since 1975 warrant
the following set of somber conclusions:

o HEALTH-CARE EXPENDITURES EXPRESSED IN
CONSTANT DOLLARS ROSE MORE RAPIDLY AFTER 1980
THAN THEY BID IN THE LATER 1970s.

o RELATIVE TO THE OVERALL CONSUMER PRICE INDEX,
THE PRICES OF HEALTH SERVICES ROSE MUCH MORE
RAPIDLY AFTER 1980 THAN THEY DID IN THE LATE
19705.

o IN SHORT, IF IT IS LEGITIMATE TO SPEAK OF AN
AMERICAN "HEALTH-CARE COST CRISIS," THAT
CRISIS HAS TAKEN ON MOMENTUM SINCE 1980 AND
IT HAS BY NO MEANS BEEN LICKED.

Focus on Innovation: The Pharmabeulickl lnduetrv in 966.
published by the Pharmaceutical Manufacturers Association; p.22.
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