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LETTER OF SUBMITTAL

ArrIL 2, 1959,
Hon, Witeur D. Mrrrs,
Chairman, Committee on Ways and Means, House of Representatives,
Washington, D.C.

Dear Mr. Cuamrman: I have the honor to submit the report on
“Hospitalization Insurance for Old-Age, Survivors, and Disability
Insurance Beneficiaries.”

This report is made in compliance with the request of your com-
mittee in its report to accompany H.R. 13549, Social Security Act
Amendments of 1958 (85th Cong., 2d sess., H. Rept. 2288).

You will recognize that the enclosed report contains the review and
summary of a considerable body of information bearing on the ques-
tions posed by your committee. Data from several recent national
surveys malke possible a current assessment of the medical eare prob-
lems of older persons and provide a basis for the cost estimates re-
quested by the committee. I am sure you realize that these problems
are constantly under study, and that there 1s considerable activity
throughout the country in an effort to develop better hospitalization
insurance protection for the aged population.

The report presents information on the characteristics of the aged
population, current levels of use of hospitals and expenditures for
medical care by aged persons, factors influencing trends in costs of
medical care, and present methods of financing hospital care for the
aged. It also presents estimates of the costs and discusses the admin-
istrative implications of providing hospital and nursing home care
insurance through the old-age, survivors, and disability insurance
mechanism. The report also discusses several alternative methods of
helping the aged meet these costs.

’Kfenﬁave attem&ted to present the most important factual informa-
tion bearing on this subject in the most objective possible manner.

In addition, the introduction identifies the arguments that are ad-
vanced both for and ﬂﬁainst Federal action in this area. We have
not, however, attempted to present conclusions and recommendations
based on this discussion. 'Fhis, we felt, was an undertaking which
should be deferred until after the factual information bearing on the
subject had been brought together in as complete and objective a man-
ner as possible. That has been our aim in this report. We trust the
committee will find that it contains the material necessary for full
consideration of the problems which led to its request for the study.

Having completed this compilation, we are now proceeding with an
analysis of the policy issues involved with a view to developing spe-
cific recommendations,

Sincerely yours,
AxraUur S. FLEMMING, Secretary.
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HOSPITALIZATION INSURANCE FOR OLD-AGE, SURVIVORS, AND
DISABILITY INSURANCE BENEFICIARIES

INTRODUCTION

In response to a request from the Ways and Means Committee of
the House of Representatives, this report has been prepared to present
the results of a study of alternative ways of providing insurance to
finance hospital and nursing home care for n]d—a%a, survivors, and
disability insurance beneficiaries, and of the practicability and costs of
the several methods considered.

The primary purpose of this introduction is to identify the argu-
ments that are advanced both for and against Federal action in this
aren.

There is general agreement that a problem does exist. The rising
cost of medical care, and particularly of hospital care, over the past
decade has been felt i)j’ persons of all ages. OIl)der persons have larger
than average medical care needs. As a group they use about two and
a half times as much general hospital care as the average for persons
under age 65, and they have special need for long-term institutional
care. Their incomes are generally considerably lower than those of the
rest of the population, and in many cases are either fixed or declining in
amount. They have less opportunity than employed persons to spread
the cost burden through health insurance. A larger proportion of the
aged than of other persons must turn to public assistance for payment
of their medical bills or rely on “free” care from hospitals and physi-
cians. Because both the number and proportion of older persons in
the population are increasing, a satisfactory solution to the problem
of paying for adequate medical care for the aged will become more
rather than less important.

In our society the existence of a problem does not necessarily indi-
cate that action by the Federal Government is desirable. The basic
question is: Should the Federal Government at this time undertake a
new program to help pay the costs of hospital or medical care for
the aged, or should it wait and see how effectively private health insur-
ance can be expanded to provide the needed protection for older
persons?

Reasons Apvancep A8 1o WHY THE FrpeErin GOVERNMENT SHOULD
Nor TageE Acrtion

Here are some of the reasons that are advanced by those who sup-
port the adoption of a “wait and see” position :

1. Asrecently asearly 1952, only about 25 percent of the 12.7 million
persons aged 65 and over had any form of Eaalth insurance. Today
about. 40 percent of the 15.3 million persons in this age group have

1



2 HOSPITALIZATION INSURANCE

some type of health insurance. Whereas a decade ago, few insurance
plans were open to older persons, many prepayment plans and insur-
ance companies now provide such coverage and others are experi-
menting with special arrangements to cover the aged.

It is reasonable to expect that the Frnpnrtiﬂn of the aged population
covered by voluntary insurance will increase, and perhaps for a time
at a faster rate than over the past 6 years. However, as the propor-
tion rises, further increases become relatively more diflicult to achieve.
If the same average yearly increase in the proportion covered as that
during the past few years is maintained, private hospital insurance
will reach about 56 percent of the aged population in 1965 and 68 per-
cent in 1970. If the same increase in coverage of OASDI beneficiaries
that was recorded between 1951 and 1957 continues, about 70 percent
ubf tlée aged beneficiary group will have some form of health insurance

1965.

?H recognition is given to the fact that voluntary insurance may
never be able to reach certain groups—for example, perzons already
in long-stay institutions, those with the very lowest incomes and
others for whom the premium cost of individually purchased insur-
ance is more than they are able to pay—the present achievement of
voluntary insurance in relation to its potential is even greater than
the 40-percent coverage of persons 65 and over would suggest. It
is recognized, of course, that a part of the problem will remain even
after private insurance has reached its maximum development.

2. A compulsory program to provide insurance against the cost of
hospital eare for OASDI beneficiaries or other aged persons would
in large part underent voluntary efforts to meet this particular need.
Some older persons would ldaurchﬂse insurance to cover the cost of
types of services not covered by the Government program, such as

rivate room aceommodations in the hospital or surgery or physicians’
1ome and office visits. But there wnuhf be little opportunity left for
private insurance against the cost of those hospital services that were
paid for by the Government program. A decision to initiate a com-
pulsory insurance program would be virtually irreversible.

3. Pressures would develop for extending a hospital benefits pro-
gram to include other components of the medical care bill. The costs
of short-term hospitalization on the avcm]ge represent between 25 and
30 percent of the present medical care bill for the aged. Furthermore,
voluntary insurance coverage of medical expenditures other than hos-
pital bills is much less adequate than that for hospital benefits. Thus
it would be difficult to limit a Government program to hospital or
hospital and 11ur$i11g home benefits. Ther eventual cost hulrﬁ,n that
might result if an initial program of hospital benefits were expanded
to include other types of service could be at least two or three times as
large as the cost for hospital benefits alone.

4. It is difficult to estimate with any aceuracy the future cost of
medical care. Many persons are concerned with increases in medical
costs beyond those originally anticipated that have occurred in other
programs. They believe that the eventual costs of hospital benefits
alone may be much more than the estimated cost based on current
practices and experience.

5. Pressures would also develop for extending insurance against the
cost of hospital and other medical care to the working population and
their dependents. Workers who were paying social security taxes

AT I e L



HOSPITALIZATION INSURANCE 3

to cover the cost of health benefits in old age might object to waiting
until they reached retirement age to get such protection and be willing
to pay additional contributions in order to have such insurance for
themselves and their dependents immediately. A decision to pro-
vide hospital insurance for the aged might thus lead to much more
far-reaching Government action.

6. Federal action would result in a diminution of responsiveness to
varying individual and local situations, and the attenuation of per-
sonal relationships and personal concern which almost inevitably ac-
companies a displacement of local and private arrangements by cen-

tralized governmental programs.

Reasons ADVANCED As TO WHY fﬂ Feperarn GovERNMENT SHOULD
or

Here are some of the reasons advanced by those who believe this

roblem can only be solved through action by the Federal Government :

1. A decision against Government action at this time would merely
postpone an effective solution of the problem of medical costs for many
of the aged. The basic difficulty that private insurance faces in its
efforts to extend hospital insurance protection to the aged is that they
are a high-risk, high-cost group. A premium charge based on the
experience and covering the entire cost of a reasonable level of pro-
tection for an aged group will be higher than many aged persons can
afford to pay. Existing insurance has attempted to meet this sitnation
by scaling down the benefits and protection provided, by spreading
part of the cost over younger age groups, or by a combination of these
methods. Limited protection leaves a large part of the original prob-
lem unsolved. If the higher than average cost of adequate medical
care for the aged is accepted as a social cost that should be shared by
the entire community, Government is in a better position than private
industry to distribute the cost burden broadly and equitably.

2. It is possible that a public program of hospital benefits for the
aged—by taking over this special problem—would help assure the
continued acceptance of private insurance and prepayment arrange-
ments as the method of handling the costs of medical care for the great
majority of the population. A broad spreading of the risk and costs
can be much more readily achieved by private insurance for the em-

loyed members of the population under 65 and their dependents than

or the entire population. Employee benefit plans would also be re-
lieved of the special charge which some of them are now carrying
through various methods of continuing health insurance coverage
for retired persons, thus removing these costs as a possible deterrent
to employment of older workers and lessening the pressures against
changes of jobs.

3. A publicly supported program of hespital benefits for the aged
could provide more extensive and more adequate protection than
has characterized much of the private insurance available to aged
persons. There would be no lifetime limits on the total costs that
would be covered, no cancellation of the insurance, no exclusion of
preexisting conditions, and there could well be a higher maximum
than is usual in insurance company policies on the number of days of
hospital care that would be paid for guring a year, as well as coverage
of the cost of all hospital extras,
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4. A little over 70 percent of all persons aged 65 and over are now
eligible for benefits under the OASDI program. Eventually more
than 9 in 10 aged persons will be eligible. The OASDI mechanism
provides a ready and equitable method of spreading the cost of
hospital care for the aged over the entire working population. A
small increase in the present social security taxes would provide im-
mediate protection for those now eligible for benefits. Persons now
at work would in turn become entitled to the same protection when
they reached retirement age. The individual’s contribution toward
the cost of medical care in old age would be spread over his working
lifetime without breaks in coverage due to change of residence or
amrplciymallt. ; ) =l

5. For any specified level of protection, the cost of hospital in-
surance under OASDI would be relatively low because of the size
of the group, the compulsory coverage resulting in lack of adverse
selection and the fact that the collection of contrﬁmtiuns and identifi-
cation of eligible persons would utilize existing tax reports and wage
records.

Fears as to rising costs under a public program are often greatly
exaggerated. Costs may rise in absolute terms without an increase
in costs in relation to the gross national product or in costs as a per-
cent of taxable payrolls. Changes in medical knowledge and practice
that no one can foresee may, of course, substantially increase or decrease
future medical costs. Such changes would affect the total resources
used for medical services no matter what method of paying for care
was involved.

The first four chapters of the following report summarize the most
recent available data concerning (1) the characteristics of the present
OASDI beneficiaries and of the total aged population, (2) the use of
hospitals and nursing homes by aged persons and their total medical
costs and expenditures, (3) past :mdp possible future trends in the
overall cost of hospital and medical care, (4) the existing health
insurance coverage of aged persons and the methods that are being
used by private insurance in an effort to expand coverage, and current
governmental provisions for medical care of older persons.

The fifth chapter discusses the use of the OASDI mechanism to
provide insurance for OASDI beneficiaries against the cost of hospital
and nursing home care. The final chapter discusses several other
methods of helping the aged to meet these costs. Cost estimates are
oiven for each of the methods considered.
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6 HOSPITALIZATION INSURANCE

however, there are still considerable numbers of aged persons who had
no opportunity to become beneficiaries of the program. The following
analysis of the characteristics of the beneﬁmalﬂl population is, there-
fore, focused against a backdrop that includes all persons 65 and over.
It draws upon the findings of the national survey of old-age and
survivor insurance beneficiaries conducted late in 1957 (2).

Age and sew

Of all persons 65 and over, more than one-third have passed their
75th birthday. Almost one in seven is an octogenarian. Women
outnumber men in the population past 65, by a ratio of nearly 120
to 100. The excess of women to men increases with each 5-year age
group, reaching 140 to 100 at age 85 and over. ;

The age distribution of the present OASDI beneficiary population
differs significantly from that of the total aged population. Only
28 percent of the beneficiaries—in contrast to 34 percent in the total
aged population—are past 75. Fewer than 1 in 10 is an octogenarian.
And, among persons 65 and over drawing OASDI benefits, men
slightly outnumber women—102 to 100. In the age group of 85 and
over, however, the ratio of men to women was 165 to 100 at the end
of 1957. ;

Such a disparity is to be expected in the early gears of a social
insurance system where the primary basis of eligibility is employ-
ment. (The opposite situation is found, of course, under the old-age
assistance programs, with 164 aged women for every 100 aged rman.gl

Several factors account for these differences. The age at whic
male workers have started drawing old-age benefits has averaged 68-
69 years (5). As a result, men beneficiaries ave somewhat older than
the total male population aged 65 and over. Women beneficiaries
who are 65 and over, on the other hand, average more than a year
younger than all aged women in the population. The population’s
very oldest women are underrepresented in the beneficiary group
(thgtﬁ:l are found instead among the assistance recipients). Not work-
ers themselves, many of these older women were already widowed
when the insurance system began, or were wives (many of whom are
now widowed) of men already out of the labor force.

In time, this age difference for the women will be largely eliminated.
For the men, however, the difference reflects retirement practice rather
than immaturity of the insurance system and can thus be expected
to continue. If the “beneficiary population” is thought of as in-
cluding men who would be eligible for benefits were they not still at
work, %mwe*;er, any difference between the age distribution of this
group and the total male population 65 and over would probably be
negligible.

These age differences color many of the comparisons of the bene-
ficiary population with the total aged population. For men, the
differences are accentuated when findings from the beneficiary survey
are used—because beneficiaries were included in the survey only if
they had been on the rolls for at least a year and thus tended to be
older than all beneficiaries,

Marital status

The fact that women live longer than men, combined with a tendenc
for men to marry women younger than themselves, results in an ageﬁ
population that contains a great many widows, Of all women 65
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and over, more than half (55 percent) are widows. Only one out
of every three aged women, but as many as two out of three men, are
married and living with the spouse. Of the married couples in the
total aged population, almost half include a spouse under 65—with the
younger partner almost always the wife.

Men beneficiaries of OASDI are about as likely as other aged men
to be married and living with their wives. Women beneficiaries, on
the other hand, are more likely than other aged women, being younger,
to be married. Indeed, close to half of those in the 1957 survey were
married and living with their husband. Of the married couples with
one or both members receiving an OASDI benefit, less than three-
tenths included one spouse under age 65. Information is not yet
available from the survey as to the proportion of all women beneficiar-
ies who were widows, but it is obviously smaller than for the total
aged population.

Living arrangements

The vast majority of all aged persons—about eight-tenths of the
men and seven-tenths of the women—live with a relative. For the
men, this related person is usually the wife; two-thirds of those 65
and over, as previously noted, and more than half of those 75 and over,
are living with their wives. Because women tend to outlive their
husbands, their living arrangements are different. They are no more
likely to be living with their husband than with a son, daughter, or
other relative. This is especially true at the older ages. Of the
women 75 and over, only 2 in 10 are living with their husbands; be-
tween four-tenths and five-tenths live with other relatives, while
more than three-tenths live alone or with nonrelatives,

While a relatively small proportion of the total aged population
lives in institutions, this proportion rose rapidly between 1940 and
1950. Of a1l people 65 and over, 3.14 percent were in institutions in
1950 as compared with 2.46 percent in 1940. Over the decade, the
largest relative increase in the aged institutional population took place
in homes for the aged and in nursing homes, but the number in hos-
pitals for the mentally ill increased almost as rapidly. Information
on changes since 1950 will not be available for the total aged popula-
tion until the 1960 census results become available.

A detailed description of the living arrangements of beneficiaries
in 1957, by martial status, can be drawn from the beneficiary survey.
Of the couples, three-fourths lived alone ; most of the rest who shared
living arrangements were in their own home rather than in the home
of a relative. Almost three-fifths of the nonmarried retired workers
lived alone, and more than one-fifth lived in a relative’s home. Of
the widows, almost as many lived with others as lived by themselves,
probably a reflection of their advanced age. Three percent of the non-
married retired workers and 4 percent of the widows were living in
institutions at the end of the survey year.

Sources and amount of income and assets (4)

In June 1958, one in every five persons 65 and over had a paying
job. When women who are not themselves earners but are married
to earners are included, the proportion of the aged population with
some money income from employment is raised to just over one-fourth
or almost 4 million people. Fully two-fifths of this group would be
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drawing benefits under the OASDI program were it not for employ-
ment. ?Mu.ny of the remainder with earnings have only part-time or
intermittent work and are at the same time drawing benelits.

The 8.8 million persons over 65 who were drawing benefits in June
1958 under the OQASDI program accounted for 58 percent of all aged
persons—~G4 percent of the aged men and 53 percent of the aged women.
Substantially all the men were drawing benefits as retired workers.
Of the women beneficiaries, 42 percent were receiving benefits on the
basis of their own wage record ; more than one-third were drawing a
wife’s benefit and almost all the remaining a widow’s benefit.

About 2.5 million persons, or 16 percent of the aged population,
received old-age assistance in June 1958, Of these, 1.9 million—
about two-thirds of them women—received their major support from
assistance. The remainder were receiving assistance payments to
supplement insurance benefits that were inadequate for their needs,

Some of the persons not having earnings or income from the basic
gocial insurance or public assistance program could count on income
from the railroad retirement program, f%nm Government employees’

stems or from veterans’ compensation and pension programs. In all
zﬂerﬁ were well over a million aged persons who received benefits in
mid-1958 because of the retirement or death of a railroad worker or
(Government employee and some 900,000 who received veterans’ pen-
sions or compensation payments because of previous military service.
Some of them also had earnings, OASDI benefits or public assistance;
others did not.

Obviously, the aged are a diverse group with respect to sources of
income. IExcept for full-time earnings, however, these sources are, by
their very nature, the kind that do not yield large amounts of income.
In mid-1958 benefits paid to retired workers under OASDI, for ex-
ample, were averaging something over $66 a month (roughly $800 a
year), and old-age assistance payments, a little over $61 (not quite $750
ayear). The 1958 amendments provided an increase of approximatel
T percent in OASDI benefits, eﬂpective at the beginning of 1959. Old-
age assistance payments averaged $64 in December 1958,

Many of the aged have income from more than one of these sources
or from these sources and private pensions and savings. But even in
combination, these sources yield 1~u{:|tive.ly low money incomes for the
%t‘eat bulk of the aged pngu]ﬂtiﬂn. Thus, both in 1956 and 1957 three-

fths of all people 65 and over had less than $1,000 in money income
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and only one-fifth had more than $2,000. Of the men, two in five had
less than $1,000 and one in three had $2,000 or more. Of the couples
with the husband aged 65 or over who had their own household and
did not share it with relatives—generally the most well to do amon
the aged—almost half had cash incomes of less than $2,000 in 1956 an
15 percent reported incomes of $5,000 or more. Half the aged persons
living alone or with nonrelatives (not in institutions) had incomes of
$900 or more, half had less. Nonmarried aged persons living with
relatives had on the average even less.

A number of the aged have available as an additional source of funds
the assets accumulated in earlier years—in fact, their assets tend to
be greater than these of younger persons with the same income—but
it is likely to be those with relatively high income who have substantial
holdings. A survey made for the Federal Reserve Board early in 1957
found that 45 percent of all spending units headed by a person aged
65 or over had financial assets of less than $500 or none at all and 35
percent had $2,000 or more, including 11 %arcant with holdings of
$10,000 or more. Of this latter group, two-fifths had money incomes
of at least $5,000 and one-fifth of &,{]ﬂ{] to £5,000, whereag of the
aged spending units whose financial assets amounted to less than $1,000,
90 percent had incomes of less than $3,000,

he money income position and asset holdings of aged beneficiaries
may be illustrated by data from the beneficiary survey for retired
couples in which both husband and wife were entitled to benefits
throughont the survey year. The income of single retired workers is
r{mgl'ﬁj half that of the couples and the income of widows is some-
what lower than that of single workers.

The median total money income of retired beneficiary couples in
1957 was $2,190, or $183 a month. The couple characteﬁstimﬁy had
some income other than benefits, with half having $900 or more of
such income for the year. But the source of this additional income
was such that it could not reasonably be expected to continue in future
years in approximately the same amount as in the survey year. The
average couple had no income from an employer or union pension
(just over one-fourth had income from this source) or from veterans’
compensation and pension payments (fewer than 1 in 20 couples had
such payments).

8B302—59——12
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PERCENT DISTRIBUTION OF AGED OAS| BENEFICIARIES
BY TOTAL MONEY INCOME, 1957
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The typical retired couple did not receive income from public assist-
ance, nor did relatives outside the household contribute money to their
support. Only 6 and 5 percent, respectively, reported these sources
of supplemental income. The majority of the couples had some in-
come from assets—interest, dividends, or rental income; for couples
with such income, half had $200 or more for the year. Karnin
were not a source of income for the retired worker in most of the
couples but of the 37 percent who had earnings, half earned more
than $1,030 during the year.

These retired couples had a median net worth of $9,620. Liquid
assets, stocks, bonds, and owned mortgages together accounted for
a relatively small part of net worth; only half had as much as
$1,580 in such assets. An equity in the home was of major importance.
Almost three in every four beneficiary couples owned their own
homes—most of them free of mortgage—and the median equity in
nonfarm homes for the homeowners was $8,360.

The majority of the couples (7 out of 10) carried some life insur-
ance. For those with life insurance the median face value was $1,810.

BENEFICIARIES IN THE FUTURE

With seven-tenths of our aged population now eligible for benefits,
it seems reasonable to assume that Eeneﬁciaries today are fairly rep-
resentative of beneficiaries in the years immediately ahead. Increas-
ingly, the beneficiary population will become more nearly synonymous
with the total aged population. It is estimated that over three-fourths
of the aged population will be eligible for benefits in 1970, and over
80 percent in 1980.

ny assessment of the probable situation of beneficiaries in the
future must take account of the fact that persons on the beneficiary
rolls are getting progressively older. Of the beneficiaries 65 and
over at the end of 1957, there were 28 percent who had passed their
75th birthday. This is in contrast to the situation 10 years earlier
when only 20 percent of the beneficiaries were of such an advanced
age. The aging of the beneficiary rolls can be expected to be accom-
panied not only by higher medical costs but by the using up of
savings and less opportunity to supplement benefits with earnings.
Of the retired worker beneficiaries surveyed in 1957, 7 in 10 who
were not employed at the end of the year reported themselves not well
enough to work. This proportion ranged from about 6 in 10 at
the lower ages to about 8 in 10 at the most advanced ages.

Improvement in the ecash income position of beneficiaries can reason-
ably be expected, if for no other reason than that the benefit itself is
increasing as a result of higher wage levels. Prior to the effect of the
1958 amendments, the average old-age benefit awarded in a given
month was running $9 to $10 %igher than the average benefit received
by all those in current payment status. The 1958 amendments pro-
vided an increase of roughly 7 percent in these benefits in recognition
of changes in purchasing [i)c:;ar since 1954, and raised the maximum
girgﬁgl earnings base for efits and contributions from $4,200 to
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It is not so easy to forecast other changes in the economie situation
of aged beneficiaries in the years ahead. Between 1951 and 1957 the
average total money income of retired workers on the OASI rolls
went up roughly 50 percent, much more than the rise in consumer

rices. The net worth of beneficiaries also rose substantially in dol-
ar terms but much of this increase resulted from a higher valuation
of the owned home, the most usual asset of aged persons.

Earnings were more important as a supplement to benefits in 1957
tha in 1951, reflecting liberalization of the retirement test and the
addition to the benefit rolls of self-employed persons who tend to
continue at work longer than wage or salaried employees.

Nevertheless, the proportion of beneficiaries for whom benefits re-
mained practically the sole source of cash income was almost un-
changed between 1951 and 1957. In the case of retired couples, for
example, while the proportion with as much as $1,500 in addition to
benefits increase from 1 in 5 to almost 1 in 3, the proportion with no
money income other than their benefit or less than $75 was nearly
one-fifth in 1957 as it had been in 1951.

Assumptions as to continued improvement in the income situation
of beneficiaries must be tempered by the caution that future benefi-
ciaries will come increasingly from the low-income agricultural areas.
The insurance Fgfstem, originally limited to wage and salary workers
in industry and commerce, has gradually been expanded to cover
virtually all the gainfully employed, including agricultural and
domestic workers, farm operators, and other self-employed persons.
The impact of the original coverage was naturally much greater in
the industrialized and more prosperous States.

Because of their late start, the rural low-income areas can be
expected to account for proportionately more beneficiaries during the
vears ahead while they are catching up. These are the areas where
the total income of beneficiaries—and the benefit itself—can be ex-
pected to be relatively low because of low wage levels. Workers quali-
fying on the basis of agricultural employment and self-employment
will also be much less likely to have private pensions or other health
and welfare benefits to supplement their OASDI income.

SOURCES

(1) These and subseguent population data relating to all aged persons are
based on the most recent Census Bureau reports updated and adjusted by the
Socinl Security Administration to include estimates for Alaska, Hawali, Puerto
Rico, and the Virgin Islands.

(2) For further detail, see “Income of OASI Beneficiaries : Highlights From
Preliminary Data, 1957 Survey,” Social Security Bulletin, August 1958 ; “Assets
and Net Worth of OASI Beneficiaries : Highlights From Preliminary Data, 1967
Survey,” Social Secarity Bulletin, January 1959,

(3) E:r further detail see Social Security Bulletin, Annual Statistical Supple-
ment, 1U57.

(4) Income data for all aged persons are based on “Selected Sources of Money
Income for Aged Persons,” SBocial Security Bulletin, December 1958 ;: Burean of the
Census, Current Population Reports, Series P-60, Nos. 27 and 30 ; and unpublished
tabulations prepared (for 1958) by the Burean of the Census for the Social Secn-
rity Administration. For further detail on assets, see “Survey of Consumer
Finances: The Financial Position of Consumers,” Federal Reserve Bulletin,
August 1957 and Beptember 1957. Cross-tabulation of asset holders by income
is nnpublished. The spending unit is defined to include all related persons living
in the same dwelling who pool their incomes for major expenses and also persons
living alone.



CHAPTER II

CURRENT LEVELS OF USE OF HOSPITALS AND EXPENDI-
TURES FOR HOSPITAL AND MEDICAL CARE BY AGED
PERSONS

The success of modern medicine in preventing epidemics and in
curing or controlling diseases once usuahj' fatal has brought chronic
illness, particularly the illnesses of old age, to the fore as a health
Emblem. In part because of these new developments, older persons

ave greater need for hospital and other medical services than younger
persons. They may require more elaborate types of care than younger
persons and their recovery is likely to be slower.

Beyond these general observations, however, there is no adequate
basis for judgment as to how much Lccspital and medical care older
I}emons—or, indeed, the population as a whole—should be receiving.

here is some information as to how much they are getting and how
their total expenditures for medical care are distributed among differ-

ent types of service.
Heavra Sratus

The National Health Survey is beginning to yield a wealth of new
and useful data on the health status of the civilian noninstitutional
}_l)npu]atinn and the medical services they receive. Some contrasts in

ealth status between persons aged 65 and over and persons of all ages
are evident in the fﬂ]ﬁ:-wing summary findings based on the first 12
months of the survey (table1).

TaBLE 1.—National health survey: Frequency of occurrence of specifled health
conditions and utilization of services, 1957-58 (1)

Rate per 100 persons per vear
Type of cxperienes |

Persons aged Persons Persons

Gf and over |undersgefd | of all ages
Restricted seHvity d0F8. . cecimecn e smnnmmensmsma s 4, T30 1, 743 2, D0
Bed disability days ineloding hosplital days .. 1, 630 Ho7 THO
Ddays In short-stay hospitals___________ wiim s 178 T 85
Inckdenca of acute conditions. ... . —— - 183 260 BE0
Parsons with one or more chronde eonditions & .. ... 76 S5 41
Persons with activity limited by chronie ecnditlons 1. . ooo.... 42 T 10
Perzons injored T i i ] AR T ST 2% = %
L L L e e L e 50 514
R e o 1] IG8 160

I Based on first quarter data.

These figures corroborate the findings of earlier studies that the
aged spend at least twice as many days per capita in general hospitals
as the population as a whole, that acute conditions occur less fre-
quently among the aged and chronic conditions more frequently than

13
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among younger persons. Aged persons, according to this survey, see
the dentist at about half the ﬁﬁq:mnny, and physicians more fre-
q}tllﬂntl y than persons of all ages. Among the chronic diseases in which
the case rate for the aged is substantially higher than for younger age
ﬁmups are: cancer, cercbral hemorrhage, heart diseases, nephritis,

igh blood pressure and arteriosclerosis, and arthritis and rheumatism.

Another indication that the medical-care needs of older persons
are considerably greater than those of the rest of the population is
afforded by data on costs of medical care (out-of-pocket expenses,
less health insurance premiums, plus health insurance benefits) ob-
tained in a nationwide survey of family medical-care costs (£2). In
the 12-month period July 1952-June 1953 the average cost of medical
care per person in the noninstitutional population was $66, but for
those aged 65 years or more it was $102, or half again as much. A
very rough estimate of the eqﬁiva]{ant cost at current prices (usin
the Consumer Price Index as a basis for adjustment) would be $81 an
$125, respectively, per person.

There are also significant differences in the distribution of the
medical-care dollar of the aged as compared with the rest of the
population. The same study shows that hospifal bills * and medicines
made up considerably larger proportions of the medical care costs
for the aged than for the population as a whole, 24 and 21 percent
compared with 20 and 15 percent. Because hospital costs have in-
ereased more rapidly than other medical costs, the proportion of total
medical costs represented by hospital services w-:mu]q:ij be higher today—
perhaps 28 percent for the aged—if utilization of the various types of
medical services is assumed not to have changed.

Uritazation oF Generar Hoserrars sy Acep Persoxs

In the past 2 years there have been four surveys from which na-
tional data were obtained on the use of hospitals by persons aged 65
and over. As of the time of writing of this report, only prelimina
data are available from two of the surveys and the anaﬁl’ sis of mue
of the detailed data from a third has not been completed. However,
the data that are in such form as to permit analysis provide sub-
stantial information on the eurrent use of hospitals by aged persons
and a reasonable basis for estimates of the cost of prepayment of hos-
pital expenses for OASDI beneficiaries,

The four new national surveys are (I) the survey of OASDI bene-
ficiaries made by the Bureau of Old-Age and Survivers Insurance
in the fall of 1957 (3), (1) the survey carried out in September 1956
by the Bureau of the Census for the Public Health Service as an
extension of the monthly current population survey (4), (I111) data
from the national health survey for the feriod July 1957-June 1958
(1), and (IV) a survey financed by the Health Information Founda-
tion and carried out by the National Opinion Research Center of the
University of Chicago in the spring of 1957 (5). Considerably more
detailed information is at present available from the first two of these
studies than from the last two.

1 enditures for emergency outpatlent eare; exeluding most te for
mmlﬁﬂul?}g]gg—tm hospitaly becpuse many of the patients in lon l:-e’rm hun[.?imm not
econsldered part of the noninetitulional population and also exelnding the value of free
or reduced-rate care In nongovernmental nonprofit hospitals if it was not connected with
any form of prepald medieal-care plan or insurance.



HOSPITALIZATION INSURANCE 15

Although limited to current beneficiaries, the BOASI survey in-
cluded beneficiaries residing in institutions. Data presented here
from the other three surveys relate to the total noninstitutionalized

ulation. In the fourth study, however, data were not collected
relating to a member of the family who was in a hospital on the survey
date. Household surveys generally miss some days of hospital ex-
perience, because they fail to enumerate persons who live alone and
are in the hospital on the survey date, members of families that break
up at least temporarily because of major illness, and persons who have
died during the survey year. The last omission is the most important
quantitatively. There are a few studies which provide some basis for
an adjustment to take account of these missing days of hospital care.
The adjustment is larger for the older age groups because of the
higher proportion of deaths in these groups than in the population
under 65. For the cost estimates presented in Chapter V, a substantial
allowance (in the neighborhood of 20 to 25 percent for the entire
roup aged 656 and over) was made for this factor. The available
gﬁm ermit nothing more than a rough overall correction, however,
and the analysis of hospital utilization which follows relates to the
information reported in the surveys.®

The most important overall measures of the extent of hospital use

by all persons aged 65 and over included in the four surveys are sum-

marized in table 2.

Tanre 2.—Use of hospitals by persong aged 65 and over, 4 national surveys,

I056-568
Annuel rate BOASI, |Census-PHS, NHE, NORC-HIF,
10567 1966 1067-568 1957
Persons hospitalized per 100 - oo ceccccanes 11. 1 bR ] 1121 10. 4
.:'h':raraz? EEI-FEI&WHI per piﬁ“ hnspitiuI..lhudh 4 2.2 17. 6 114, 8 15. 4
Days of bos GAra PEra0ns -
Iation Iﬂtﬁ_ = 0 -ET.-- 236. 0 175.0 178.0 160. 0
Ex:-]uﬂ!:ng dﬂﬁs.‘
B A 158. 0 125.0 44,0 ]
Boyond 60 ..o — 1920 144, (b L 1620
Beyond 80, __coeeeea o 44D 160. 0 11720 ("
1 Number of discharges.
¥ Drays per discharge,
2 Exeluslon based on days per discharge.
& Not avallable,

These data all relate to care in general and short-term special hos-
pitals (excluding care in mental institutions, tuberculosis sanitoriums,
nursing homes, and similar institutions). The data from the national
health survey that have been tabulated as of this time relate to hos-
pital discharges, rather than number of persons hospitalized. Since
some persons are hospitalized more than once during a year the num-
ber of admissions or discharges is larger than the number of persons
hospitalized. In the BOASI survey, for instance, the annual rate of
admissions was 13.6 as compared with the rate of 11.1 persons hos-
pitalized per 100 persons. The Census-PHS 1956 survey also showed

2 Data collected in the BOASI survey on hospital utilization of a heneficlary’s spouse
who died during the vear werda exclnded from the analysis because gimilar data were not
obtained for old-age ganerﬁtiarteu who died during the survey period, and data availnble
from hospital records for use in making the eprrection for nts apply to all decensed
persons regardleas of family status.
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about 25 percent more admissions than persons hospitalized during
the year. A count of the number of perons hospitalized from the
national health survey will probably show between 10 and 11 persons
per 100. The proportion of aged persons found to be hospitalized
during a year was thus very similar in all four studies.

The average days per admission or per discharge are of course less
than the average days per person hospitalized. The total dayz of
hospital care Eer hundred persons in a survey population are the
same whether based on a count of admissions or of persons hospital-
ized. The data from the four surveys on this item are thus directly
comparable,

The number of OASDI beneficiaries entering hospitals was some-
what larger than that shown by the surveys for the aged population
as a whﬁcﬂ and their average stay was significantly longer. Bene-
ficiaries thus had more days of hospitalization per capita per annum.

The special characteristics of the beneficiary group suggest some
reasons for this difference. Retired persons are more likely to need
hospitalization than those still at work and for the most part the
BOASI survey excludes persons who are not substantially retired.
Moreover, many of the Eeneﬁciuries, particularly among the men
aged 65-69, probably retired because of poor health.

Persons in the institutional population are more likely than others
to be in poor health and the BBJ{)SI survey is the only one to include
the institutional population. Furthermore, the beneficiary data in-
clude persons who are hospitalized during the entire survey year:
such cases were omitted entirely in one of the other surveys and ma
have been underenumerated in the other two insofar as the individuals
were not counted as members of the surveyed household. The bene-
ficiary group includes somewhat more persons with hospital insur-
ance (43 percent) than the aged population as a whole, and fewer
recipients of public assistance or others with very low income.

Some of the factors which influence the extent of hospital utiliza-
tion ean be identified from the more detailed information that is avail-
able from some of the surveys.

Personal characteristics

Age, sex, and marital status all affect the amount of time spent in
hospitals, Household surveys show that aged men are admitted more
frequently and stay lonlf.l;er in hospitals than aged women. The dif-
ferences found are much greater in some surveys than in others and,
perhaps because of samrFlmg variations, are not consistent for all age
and other subgroups. The very limited information that is available
relating to persons who die in hospitals suggests that women decedents
have somewhat more days of hospitalization than men decedents.

In general, the amount of time spent in the hospital for every 100
persons in the population increases with age. In the Census-PHS
survey there were 176 days of hospitalization in a year for every 100
persons aged 65-69 and 207 days for every 100 persons aged 75 and

Ver.

: gf[ariml status and the interrelated factor of living arrangements
also affect the need for hospital care. A person living alone may have
to be hospitalized for an illness which could be treated at home if
other people were present to provide care. Married men and
widows—many of the latter live with their children—have in gen-
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eral lower rates of hospitalization than single persons; married
women have almost as high rates as single women, perhaps because
aged husbands are less aifﬁe to care for their wives than women for
their husbands.

I'neoimne

In the main the probability of a beneficiary entering a hospital
during the year, as indicated by BOASI survey data, bears no system-
atic relationship to his income (or, in the case of married beneficiaries,
to the income of the couple). At each income level, however, those
beneficiaries with some health insurance tend to have a higher hos-
pital admission rate than beneficiaries with no insurance.

I'nsurance status

Persons who have health insurance enter hospitals more frequently,
but have more short-duration stays than those who are uninsured.
For the BOASI and the Census-PHS surveys, the experience of those
aged 65 and over with and without insurance in the 12-month period
is shown in table 3.

TARLE 3.—TU'ze of hospitals by persons aged 685 and over, by hospital insurance
coverage status, BOASI, 1957, and Census-PHAE, 1956, surveys

BOAST, 1857 Census-PHS, 1056

Insured | Uninsured | Insured | Uninsured

Persons hospitalized per 100 porsoms. . - - oo oo ceanns 14.2 B8 12.4 g5
Average days of care per person hosptalizled ... ... 17. 4 0.7 15.0 19.8
Total days ital care per 100 DersonB. - o cccccnaccna- 2480 226, 0 186.0 1680

The reasons for these differences are fairly clear. Persons with
insurance are more likely to go to the hﬂspitafearl in the course of
an illness or for essentially diagnostic purposes and thus stay a rela-
tively short time. The uninsured group includes a larger proportion
of “impaired risks” who cannot purchase insurance, of older persons
with more serious medical needs, and probably of persons who because
of fear of the costs postpone getting medical and hospital care until
the need is overwhelming.

The type of health insuranece found among a particular group may
itself affect the extent of hospitalization. It is generally assumed by
those working in the field that utilization will be higher the more
nearly complete the protection provided for a particular risk. This
1s one of the reasons given for use of coinsurance; it is also one of
the reasons advanced by the insurance industry for assuming a very
large increase in utilization beyond that now found for persons having

indemnity insurance if a pro of hospital service benefits were
made available to most of the age%l?t?pulatinn. There is little factual
basis for measuring the magnitude of such differences,

Another factor of some significance would appear to be the extent
to which insurance or preEaz,rment applies to the total medical bill and
not just to a part, such as hospitalization or hospital and surgical care.
One recent carefully designed comparative study showed signifi-
cantly (about 20 percent) lower hospital admission rates for the mem-
bers of a large prepayment plan that provides almost all medical
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services outside as well as in the hospital than for a comparable group
who had hospital or hospital-surgieal insurance only. For persons
admitted to the hospital the average duration of stay was much the
same in the two groups. As a result the average annual number of
days of care per 100 persons in the comprehensive prepayment plan
was about 85 percent of that for the other group. In the case of per-
sons aged 65 and over the differences were less than for those in
younger ages. The overall utilization rate for persons aged 65 and
over in the prepayment plan was 159.5 days as compared with 168.1
days for the group with more limited insurance coverage ().

T'ype of hospital

As was indicated earlier, the hospital care that is measured in all the
data cited was received in general and special short-stay hospitals. As
might be expected, the average duration of stay in Veterans’ Admin-
istration general hospitals, which treat short-term and long-term
patients, is considerably higher than that for patients treated in pri-
vate, short-term hospitals.

The 1956 Census-PHS survey found that veterans of wars other
than World War II spent 34 days, on the average, when hospitalized
in a Federal (predominently VA) hospital and only 10 days when
hospitalized in a non-Federal short-term general hospital.

reliminary data from the recent National Health Survey show
similar differentials in length of hospital stay between veterans treated
in Veterans’ Administration general hospitals and persons discharged
from private and public general hospitals.

In the main, these differences are accounted for by the fact that
more than 35 percent of all patients in VA general hospitals are in fact
neuropsychiatric or tuberculosis patients and another 20 percent are
patients treated for either a neoplastie, a chronieally disabling respira-
tory or cardiovaseular disability (7). Utilization rates derived from
stays in all general hospitals are thus likely to be higher than would
be found for non-Federal hospitals only.

Cranges 1¥y Hoserran Urinization Since 1951

The utilization rates derived from two of the current national sur-
veys can be compared with data obtained in two 1951 surveys: a Cen-
sus-SSA survey similar to the Census-PHS 1956 survey angstha 1951
BOASI beneficiary survey.

The same general relationships between utilization rates for the
aged and for the total population, and for those with and those with-
cut insurance were found in the earlier studies as in the comparable
1956 or 1957 experience. During the period, there was an increase
both in the proportion of persons aged 65 and over and in the propor-
tion of aged beneficiaries with insurance. The total days of care per
100 aged persons also increased, but very much less than the increase
insurance coverage.

The 1951 Census-SSA survey showed 26 percent of the persons 65
and over having hospitalization insnrance while hospital utilization
for the entire 65 and over group was 165 days of general hospital care
per 100 persons in the population (8). The comparable figures from
the Census-PHS 1956 survey were 36 percent wit hu-spita%minsurance
and a utilization rate of 175 per 100 persons aged 65 and over. The
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1951 beneficiary survey showed 23 percent with hospitalization insur-
ance and a utilization rate of 225 days per 100 aged beneficiaries (9),
as compared with 43 percent with insurance and a ufilization rate of
236 per 100 in the 1957 beneficiary survey.

Durarion oF GENErarn Hosprrarn Stays

For persons aged 65 and over the four recent national surveys show
from 15 to 22 days of hospitalization per year per person hospitalized
in general hospitals. These averages include many short and some
very long stays. The relative number of aged persons hospitalized
for different periods of time during a year in the two surveys for
which such information is now available 15 shown 1n table 4.

TaeLE 4—FPercent of perszons aged 65 and over hospitalized for specified periods
of time during the year, Census-FPHSE, 195G, and BOASI, 1857, surveys

Drags hospitalized Census-FHS,| BOASI,
1056 1067
R g [ R e O e R S S S P 71L& 8.8
R N e o e B e T e I 186 12.4
il to 90 days.. R R A= = AR = o 2 g
T G RS e e e R e e Sl e R R S R e +8 b

AGED OASI BENEFICIARIES IN GENERAL HOSPITALS FOR SPECIFIED
PERIODS DURING THE YEAR

AND
AGGREGATE DAYS OF HOSPITALIZATION
PERCENT
L] o} A0 &0 B bt
- t i t } i
PERSOMNS HOSPITALIZED
DAYS OF HOSPITALIZATION
130 daya

SOURCE: BOAS! Baneficiery Survey, 1957 Date fer peraons sged 45 and over
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Although a larger proportion of the aged beneficiaries than of all

aged persons included in the Census-PHS survey had less than 31 days

and a smaller proportion had more than 60 days of hespitalization

during the year, the very long stays of a relatively few beneficiaries, as

well as the somewhat higher rates of persons hospitalized, resulted in

considerably more days of hospitalization for the entire beneficiary
oup.

Th% total days of hospital care per 100 persons in the population, ex-
cluding days beyond 30, beyond 60, and beyond 90, were shown on page
15 above. The percent of all days accounted for by periods of hos-
pitalization of different duration during a year were as follows:

TaBLE b.—Persons aged 65 and over: Days of general hospilal care per 100 per-
&omg per year and percent of days in periods of specified duration during year,
Censug-PHS, 1856, and BOASI, 1957, surveis

BOAZL, 1957
Consnss
PHE 1956 With Without
Total health health
Insnrance | insurine
Days of general hospital care per 100 persons per year... 176 236 244 bt}
Peorcent of days sccounted for by days—
el Ele - ATak- L ol e D e 71.8 67.3 §3.2 5.0
Between the 3lst and 8t H. cee oo aaae.. 13.8 14.5 13.3 15.5
Between the 615t and G0th. e e e nceman fi, 4 6.4 2.3 7.8
At e DIl g s e e B0 13.2 132 31

These figures indicate also the very large differences between bene-
ficiaries with some type of health insurance and those without insur-
ance in the duration of hospitalization. The survey shows that only
about 2 percent of the insured beneficiaries but nearly 10 percent of
the uninsured group spent more than 60 days in the hospital.

Hosrrrarn UtinizatioNn ror Serectep (Grours 18 THE UNITED STATES
AND ABROAD

The information with regard to the use of hospitals by aged persons
that has been presented above comes from representative national
surveys. It thus includes the experience of persons in all sections of
the country, in rural and in urban areas, at all income levels, with and
without hospital insurance and with different kinds of insurance.

Although comparable information is not available for most States
or major areas within States, it is known that there are significant
differences in the amount of hospital care received by the total popu-
lation—and presumably by the aged population—in different sections
of the country. These dilferences result not only from differences in
the age, sex, fnmil{,' structure and income levels of the population;
they are affected also by the characteristics of medical practice and
by the overall supply of hospital beds, which in turn may reflect rural-
ity and relative wealth of the States. If hospital beds in a communit;
are in short supply, the acutely 11l will have first call on the available
beds, and hospital stays will on the average be shorter than if beds
are plentiful.

e Nation’s hospital Plant today provides 3.5 hospital beds per
1,000 population in non-IFederal short-term general and special hos-
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itals and 4.2 per 1,000 in all general (short- and long-term, including
ederal) and all short-term special hospitals (10). It is of some
significance that these proportions are almost exactly the same as in
1946, in spite of the postwar program of hospital construction and the
sizable growth during the period in the use of voluntary health insur-
ance to prepay the costs of hospitalization. Aceceptable non-Federal
neral hospital beds, according to Public Health Service data for
%eu]jr 1, 1958, are somewhat more evenly distributed in relation to pop-
ulation today than in 1946, but even in 1958, the number of beds per
1,000 population varied from 2.49 in South Carolina and 2.58 in Indi-
ana to 5.07 in Montana (17).

Secattered information with regard to hospital utilization is avail-
able from a considerable number of local surveys or surveys based on
the experience of particular population groups or insured plans. As
would be e:z:pected‘: the utilization rates derived from such special ex-
periences show a very wide range (12).

For example, a New York City study made in 1951 showed an
annual rate of 94 days of general hospital care per 100 persons aged
65 and over. The California Health guwey of 1954-55, on the ut%‘::r
hand, found 190 days of hospitalization for each 100 persons aged 65
and over. These two studies included both insured and uninsured
aged persons.

There are more studies that relate to an insured population only.
A 1954 study of Blue Cross-Blue Shield subseribers in New York City

ave a rate of 168 days per 100 members; a 1955 study of New York

ity subseribers to Blue Cross and HIP a rate of 160 days per 100
subscribers,

A number of the studies made about 1950-52 relate to persons aged
55 and over, probably because too few persons aged 65 and over were
then insured to make any sample data for that age group very relia-
ble. Birmingham Blue Cross subscribers aged 55 and over had a
utilization rate of 98 per 100 in 1952-53 and Boston Blue Cross sub-
scribers in this age group a rate of 162 per 100, while Boston holders
of Aetna Insurance Co. hospital policies who were aged 55 and over
utilized 123 days per 100 polieyholders.

Aged pensioners of the General Electric Co. used 226 days of hospi-
tal care per 100 in the years 1948-51. Missonri Pacific Railroad pen-
sioners In 1954 used 550 dﬂ?'s; the benefits in this plan include
complete medical care but only when the individual is hospitalized
and care is paid for up to 365 days in the hospital.

Some experience data are also available Erum certain government-
sponsored hospital programs in other countries. These data are fre-

uently cited as indicative of what may happen in the United States
if a large proportion of the aged population should come to have
hospital insurance. Hospital utilization is influenced by many social
and cultural factors as well as by differences in the organization of
the total medical services of a country, and there are marked varia-
tions in the experience of different foreign countries,

Most of the readily available information as to hospital utilization
in other countries relates to the total population and not to the aged
population. Data specifically for persons aged 65 and over are avail-
able from several of the provinces of Canada. Attention is usually
directed to those provinces that have publicly supported hospital pro-
grams, and particularly to Saskatchewan.
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Hospital utilization rates both for the aged and for the entire

pulation are much higher in Saskatchewan than those found in the
%?nited States. In 1957 the rate for the entire population of the
province was 228 days per 100 persons and for persons 65 and over it
was 687 days per 100. The underlying reasons are fairly clear.
Saskatchewan is a poor, highly rural province. The provinece has de-
liberately provided a ]mspitafhnd capacity considerably larger than
that ordinarily regarded as necessary or desirable. In 1957, it had
7.4 general hospital beds per 1,000 population (as compared with 4.2
in the United States). An air ambulance service brings persons from
remote areas to hospitals for all kinds of care.

The Saskatchewan public hospital service program has no restric-
Lions as to age, kind of disease or duration of care provided. A sub-
stantial proportion of the persons hospitalized, and particularly of
those 65 and over, are hospitalized for chronie conditions (60 percent
of those 65 and over uccm-c{)ing to a recent Public Health Service study
(13)), and the proportion of long-stay cases—some as long as 5
years—is comparatively high,

About 27 percent of all persons receiving hospital service in Sas-
katchewan are public-assistance recipients who are entitled also to
eare by private physicians paid from public funds. Physicians’ visits
to these cases are found to be mainly in the hospital, a saving in

hysician time that is particularly significant in a Province where so
{:Lrga a part of the population lives in remote areas. From the point
of view of the patient, and his family also, hospitalization may be dic-
tated b sﬂciaf as well as strictly medical considerations.

In effect, the Saskatchewan hospital program has operated as an
institutional-care program. The Province is now starting a program
for construction of nursing homes and other special types of facilities
that in time may somewhat alter this general picture.

In British Columbia—where a system of public hospital care has
also been in existence for a number of vears, but where hospital bed
capacity is lower, and hospital benefits, though unlimited in s:lmtinn,
are available only for acute illnesses—the hospital utilization rate for
for persons 65 and over is about half that in Saskatchewan.,

Urnazarion oFr Numsing Howmes axp Oraer Facmurries

There is much less information with regard to the extent of utiliza-
tion of nursing homes and other types of medical facilities by aged
persons. Most population surveys rﬁute primarily, if not exclusively,
to persons who are not living in institutions. Surveys of the institu-
tional population have been infrequent and have provided little infor-
mation as to rates of admission, length of stay, or similar factors.

The BOASI survey not only included beneficiaries who were resi-
ing in institutions at the time of the survey, but also obtained informa-
tion on the total time spent in institutions during the survey year.
As compared with 11 in every 100 aged beneficiaries who spent some
time in a general hospital during the survey year, there were 2.3 per
100 who spent some time in long-stay institutions—1,0 in mental hos-
pitals, tuberculosis, sanatoriums, or other types of chronic disease hos-
pitals, and 1.3 persons in nursing homes.
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The total days spent in these chronic-care institutions aggregated
considerably more than the total days in general hospitals—448 days
of institutional care as compared to 236 days of hospital eare per 100
beneficiaries. There were 172 days of care in mental, tubereulosis,
and other chronic disease hospitals, and 276 days of care in nursing
homes per 100 beneficiaries. It was not practicable to get from the
beneficiaries who were surveyed sufficient information to classify the
nursing homes even roughly into those that provided primarily resi-
dential and custodial eare and those that gave skilled nursing and
medical care.

Sixty-seven percent of all the recorded stays in nursing homes were
for more than 60 days, and many were for a full year. %l‘t]j’ 13 per-
cent of the aged beneficiaries who had been in nursing homes durin
the survey year had spent less than 30 days in the home. A third D%
the nursing-home cases spent some time in a hospital during the survey
year, almost alwaysa general hospital.

There are perhaps 450,000 beds in nursing homes of all types in
the United States. A recent national conference on nursing Eomes
and homes for the aged suggested that such homes be classified ac-
cording to the kind of service they provide as residential facilities,
gﬁrsmml care facilities, nursing care facilities and multiple service

acilities.

The latter two categories would encompass what earlier Public
Health Servise studies had called skilled nursing homes. To meet
this definition a home must provide skiled nursing care and related
medical services for 24 hours a day. As of January 1958, the States
reported (under the Hill-Burton medical facilities construction pro-
gram) a total of 221,435 skilled nursing home beds. Of these, 108,416
were considered unacceptable because of fire hazards or health
reasons. In the aggregate the States considered that they needed
436,000 skilled nursing home beds,

About three-fourths of all skilled nursing homes, with a little less
than two-thirds of the beds, are proprietary institutions. In July
1956, the latest date for which detailed figures are available, 5 percent
of the homes with about 15 percent of the beds were publicly owned
and operated; the remainder were nonprofit homes or of unknown
ownership (14). )

A 1953-54 survey of nursing homes in 13 States found that 90 per-
cent of the patients in proprietary nursing homes (including all types
and not just skilled nursing homes) were aged 65 and over. 0-
thirds of the aged patients were women. Only one-half could walk
alone and one-fifth were completely bedfast. Eighteen percent of
the patients had been in their present home for 3 years or more.
Public assistance financed, entirely or in part, the cost of care of one-
half of all patients in Emprietarg nursing homes (15).

There are a few other scattered studies which give some indication
of the characteristics of persons in nursing homes. For example, a
1958 study of 530 residents of five Jewish homes for the aged which
provide nursing-home type care found that half of the persons in
the homes were 80 years or age or over and widows constituted the
largest group. In the four homes in the United States (one of the
homes studied was in Canada) almost one-half the residents were
supported primarily by public assistance. At the time of the study
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3 in every 10 residents had been living in the home 5 years or longer.
Some nursing service was required by all but a small fraction of the
residents and many required extensive medical services as well (16).

Mepicar. Care Cosrs

It is well known that the aged, like other predominantly low-in-
come groups, are likely to find the financing UF their medical needs a
heavy burden. Sometimes they forego necessary medical care en-
tirely or defer it much longer than is desirable. In other instances
they get the care they need, but must relay on others to help pay for
it. The degree to which they fail to obtain an adequate amount of
medical care can only be inferred. However, the degree to which
older persons encounter difficulty in paying for the medical care they
receive—as well as the amount of their costs—can be illustrated by
preliminary findings from the 1957 survey of OASDI beneficiaries.

The statistics presented above on hospital utilization relate to all
individuals or all beneficiaries aged 65 and over. The analysis of
medical care costs that follows is presented separately for nonmarried
beneficiaries aged 65 and over and for beneficiary couples (some of
which include a spouse under age 65) becanse for married persons,
an analysis of medical care costs, their relationship to resources, and
the means of meeting them, are much more meaningful when related
to couples than to the individuals making up the couples.

Since total medical costs include household medicine chest items
as well as prescription medicines and the services rendered by hos-
pitals, physicians, and others, it is to be expected that few beneficiary
groups would have no costs during a period of a year. Of the mar-
ried couples in the survey sample, for instance, only 3 percent re-
ported incurring no medical costs during the survey year. Another
6 percent reported that some (or all) of their care was furnished
“free,” i.e., without direct charge to anyone.® Nine percent had known
costs totaling $800 or more (tableG).

TapLe 6.—Medical costs: Percent distribution of aged OASI beneficiaries by
amount incurred during year, 1957

Total medical cost Beneficlary | Nonmarried

couples beneficiaries
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8 Beneflelaries were not necessarlly classified as recelving “free" care becansge they them-
gelves or thelr relatives did not pay for it. They were clussified ag r-ect:lvin& “frog' core
whenever care was supplied by a hospital or doctor and no bill was rendered to anyone, or
when a publie agslstance or other agency made payment directly to the hospltal or doctar,
or other vendor and the benefielary did not know the amount of soch payment. The
dollar valne of the medical care for which there was a charge was not tabnlated if some
care was received “free.”
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For those beneficiaries reporting medical costs of known amount
(including zero) and having no item furnished “free,” the median
expense incurred was about $190 for the married couples, a little more
than twice the figure of $90 for the nonmarried beneficiaries. Because,
as shown below, beneficiaries with some “free” care or costs of un-
known amount had hospitalization more often than other beneficiaries,
the cost of their care, 1f known, would probably have raised the me-
dians above these levels.

On the whole, there Hﬁpﬁam but little systematic relationship be-
tween the amount of ical costs and the amount of cash income.
This is consistent with the finding that there is no systematic rela-
tionship between the size of income and the number of persons hos-
pitalized per 100 beneficiaries. The distribution of nonmarried bene-
ficiaries at different income levels by amount of medical cost, pre-
sented by way of illustration, is shown in table 7.

TanLe 7—Medical costs and income: Percent distribution of aged nonmarried
OASI beneficiarics with specified incomes, by amount incurred during year,
1857

Tatal medieal cost
Money incouse
Total |Nonaorlesst $i00and | $500 and | Bome free | Unknown
than £100 | under $500 OVEF cang
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$1. 2000 §1,709. .. . 100 45 e 7 10 1
B, 800 0 S s 100 45 ati 10 7 b
P o ——— 100 51 34 8 B 2
F000 and over-_ . ocaicace- 106 42 35 16 4 3

Medical costs and hospitalization

Total medical costs during a year are of course likely to be much
larger when there is a pﬂt’iﬂ& of hospitalization or nursing home care
than when there is not. The median costs, for example, for those
couples repoiting at least one episode of hospitalization* for either
member (excluding those receiving any “free” service or with un-
known costs) was about $700 compared with only $140 for those cou-
ples whose medical costs for the year included no hespitalization.

1 The data in this section cover cost of stays not only in general hospitals but also
those in mental, tuberculosis, and other long-stay hospitals and in nurzing homes, and
the term *hospitalization’ is used to relate to all such care, unless otherwise gpecified.

ARG0Z2 —H8——0
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TOTAL MEDICAL COSTS FOR AGED OAS1 BENEFICIARIES:
PERCENT DISTRIBUTION FOR THOSE HOSPITALIZED af
AND NOT HOSPITALIZED DURING YEAR.
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Corresponding figures for nonmarried beneficiaries are about $625
and $75, respectively. Moreover, 12 percent of the couples and 23 per-
cent of the nonmarried beneficiaries with care in a hospital or nurs-
ing home had some ‘free” care. The figures in table 8 give the per-
centage within each cost group that had one or more admissions to
any type of hospital or nursing home during the year and the propor-
tion with at least one stay in a general hospital during the year.

TarLE 8.—Percent of aged OASI beneficiaries who were hospitalized during year,
by amount of total medical cost, 1957

Bmall.crnrf cpuples Monmarried bane-
hospltallzed ! ficiaries hospitalized
Total medical cost
Total In general Total In general
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11 or hoth membors,

Not only does the proportion of beneficiary couples or nonmarried
persons with at least one period of hospitalization or nursing-home
care rise sharply from only 1 percent among those reporting costs of
less than $100 to more than 80 percent of those reporting costs of $1,000
or more, but it is significant also that nearly half the beneficia
groups receiving some medical care free had had a period of hospitali-
zation. Almost all the beneficiary couples with high medical costs and
a period of hospitalization received care in general hospitals. On the
other hand a substantial proportion of the nonmarried hospitalized
Iﬁeneﬁciurim with high costs were in long term hospitals or nursing

omes.

The effect of a period of hospitalization on the size of the total
medieal bill can be demonstrated more direetly. Among those couples
having hospitalization of one or both the members and able to report
their total medical costs, the costs associated with such episodes aver-
aged 64 percent of their total medical bills for the year, 41 percent
representing charges made by a general hospital, 4 percent charges
of chronie care institutions and 19 percent the fees for the surgeon and
in-hospital doctor’s care. As wmlﬁ be expected because nonmarried
beneficiaries are older, on the average, than married beneficiaries,
the cost associated with hospital and nursing-home care made up an
even greater portion of total medical costs for them than for bene-
ficiary couples—77 percent versus 64 percent—with nursing-home
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charges alone re-;gr&aenting 22 percent of their total medical bills and
general hospital fees 33 percent.’

Costs associated with hospital and nursing-home care accounted for
37 percent of the aggregate costs of all beneficiaries able to report their
total mediecal costs. Gg;;leral hospital fees alone represented 20 per-
cent, nursing-home charges 5 percent, charges in other long-stay
institutions 3 percent. Surgeons’ and in-hospital doctors’ fees made
up the remaining 9 percent.

Means of meeting medical costs

Since large bills necessarily create more of a financial problem than
small bills and a hospital stay is likely to result in large bills, it would
be useful to find out how elderly beneficiaries pay for necessary
hospitalization. This is not possihfe because of the difficulty of sepa-
rating available resources used to pay for hospitalization from those
used to pay associated costs. Information is available, however, from
the 1957 survey on the means by which beneficiaries met their total
mediecal costs in the survey year.

More than four-fifths of all beneficiary groups incurring medical
costs assumed responsibility themselves for all tEa medical costs they
incurred during the year. Relatively few—14 percent of the couples
and 9 percent of the nonmarried beneficiaries—had any of their

expenses covered by insurance, Among the insured, as would be -

expected (because the usual form of health insurance provides protec-
tion a%ninst hospitalization costs), beneficiaries who were hospitalized
had a higher portion of their medical costs met by health insurance
than those who were not, as shown in table 9.

TaeLe 9.—FPercent of aged QABI beneficiaries awith hospitalization insurance
having specified proportion of medical costs met by such insurance, 1957
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11 or both members hospitalized.

More than 8 percent of all couples and 11 percent of all nonmarried
beneficiaries had some of their costs met by a public or private health
or welfare agency. For 6 percent of the couples and twice as large
a proportion of the nonmarried persons, relatives were called upon to
foot all or part of the medical bills; 6 percent of the couples and 3

5 The fact that beneficiaries were classified by marital status at the end of the year and
that the medical costs of 8 spouse who dled during the year were Ineluded with those of
the survivor resalts fn a slight ioflatlon of the importance of hospltalization ecosts for
nonmarried persons. A8 shown below, the hmclzhilu ization rate was hizh for deceased
gponsecs. However, beneficlaries whose uge had died comprised only 1.8 percent of
beneficiaries classified as nonmarried and their total costs accounted fo

| o
the aggregate costs of nonmarried beneficiaries, 6 percent of

FE R
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percent of the nonmarried persons had larger unpaid medical bills
at the end of the year than at the beginning.

In the case ofy beneficiaries with relatively high costs the situation
was somewhat different. (For purposes of this analysis, the married
couples with medical costs of $800 or more and nonmarried indivi-
dun?s having costs of $500 or more were singled out as having relatively
high costs.) Such beneficiaries—a considerable number ofg whom had
a period of hospitalization, namely 85 percent of the couples and 79
percent of the nonmarried—were more likely than others to have some
medical costs covered by insurance. They were somewhat less likely
than other beneficiaries to assume sole responsibility for costs not
covered by insurance, and more likely to have relatives pay some bills
to draw on their own assets, or to increase their outstanding medica
debt. These differences are 1llustrated by the proportions of all bene-
ficiaries as compared with those incurring relatively high costs who
used selected means of meeting some of their costs ( taﬁla 10).

TarLe 10.—How medical costs were met by all aged OAST beneficiaries and by
those having relatively high costs, 1957

[Percent)

Beneficiary couples |Nonmarried beneficlaries

Belected means of meeting medical costs ¢ Hav Having
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1 Ttems not mutnslly sxcloslve since bensficlaries frequently nsed more than 1 means to meet medical
Costs.
i Exclusive of any portlon covered by Insurance. May include payments from assets as well as frem
current incomo And any portion as yet unpaid.

The seeming paradox that beneficiaries incurring high costs were
no more likely than others—and in the case of married couples actu-
ally less likely—to have a public or private health or welfare agency
responsible for some of their costs is accounted for by the fact that
many of the beneficiaries needing medical care that was relatively
high in cost obtained some of it without charge because of limited
ability to pay; medical costs were not aggregated for beneficiaries
having some care “free.”

As indicated above, 6 percent of all beneficiary couples and 8 per-
cent of all nonmarried persons were c]assiﬁﬂ? as receiving some
medical item or service “free.” About half of these cases involved
hospitalization. It is highly likely that if the costs of such hospital
care could be approximated, the number of beneficiaries with large
total medical costs would be considerably greater. Only 9 percent of
the married couples or nonmarried beneficiaries classified as receiving
some “free” care had any medical costs covered by insurance. A hos-
pital or other health or welfare agency assumed at least some respon-
sibility for medical costs in most of these cases of “free” care, and
relatives contributed a share for 14 percent of the couples and 28
percent of the nonmarried persons.
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As would be expected, those receiving some “free” medical care
were considerably more l’ike.ly than others to be on public assistance

rolls during all or part of the year (table 11).

TavLe 11.—Percent of aged QOASI beneficiariez with specified medical ensle
receiving public assistance during year, 1957

Bepeficiary | Nonmarried
couples beneflciaries
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I 3500 or more for couples, 3500 or more for nonmarried individuals.

It is not possible to determine how many beneficiaries (in addition
to those receiving some medical care entirely free) were charged
reduced rates for some service because of limited ability to pay.

Costs of terminal iliness

In one important respect the beneficiary survey data are incom-
plete: They include no information on medical costs incurred by old-
age or widow beneficiaries who died during the survey year.

However, data obtained for persons who died leaving a surviving
spouse drawing a retired worker’s benefit give some indication of the
cost of terminal illness. Such cases comprised less than 1 percent of
all the beneficiary groups studied and the data therefore must be used
with care. In almost all of these cases the survivor was the husband,
because the sample design did not include women drawing widows’
benefits unless their husband had died before the beginning of the
survey year.

Total medical costs for the couples where one of the partners died
averaged much higher than where both survived, because the costs
incurred by the d_?'m spouse were high, They were also more likely
to receive some “free” care, This came about in part because the

ouses who died were quite likely to have had some hospitalization

uring the gzar and, as shown earlier, an episode of hospitalization
is likely to be associated with high medical costs or need for “free”
care. The following fizures compare the experience of the deceased
spouses with that of all nonmarried beneficiaries:

Average Parcent re- | Percent hos-
medical celving some |  pitalized
rosEs Ired care

Sponscs dying during survey Fear. o e s m———— $550 14 54
All nonmarried benelolares: et 200 8 16

¢ Based on those with known eosts and not receiving any item *“free."”

The survivors of these deceased spouses also tended to have above-
average medical costs—with more a fourth requiring some hos-
pitalization themselves—so that total expenses for the couple averaged
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higher than where both partners survived the entire survey year, as

illustrated by the following:
Average Percent rié- | Percent with
medlenl celving some | one or both
costa i freo care mem
hiospitalized
Beneflelary couples with spouse dylong dorlng year.. . .. H7E3 16 a5
n - T L e 238 6 2

! Based on those with Enown costs and not receiving any item “free."

As might be expected, the high costs associated with the death of a
spouse meant that the survivors had greater difficulty in mﬂeting
their total medical costs than other beneficiaries. Insurance covere
some of the costs in only one-fourth of the cases where one of the
partners had died. Nearly one-third received some help from rela-
tives, and a fourth still had medieal bills remaining unpaid at the end
of the survey year.

To the extent that old-age beneficiaries who died during the survey
year (and were, therefore, not included in the survey) incurred
greater expenses than those who survived, the survey statistics under-
state average medical costs for all beneficiaries; and to the extent that
some of those dying left insuflicient funds to cover all their bills, the
statistics understate the volume of medical costs which must be as-

sumed by others.
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CHAPTER III

FACTORS INFLUENCING TRENDS IN COSTS OF
HOSPITAL AND MEDICAL CARE

In the United States and in many other couniries, complaints
about the rising cost of medical care, and above all hospital costs,
have been increasingly heard during the last decade. The medical
care component of the Bureau of Labor Statistics’ Consumer Price
Index reflects the rising price trends in the United States. The
“price” of medical care began to climb in 1941 and has increased
over the last decade nearly twice as much as the average “price”
for all the goods and services used by families, and shows the
greatest increase of any of the eight major groups of items,

Percent increase in Consumer Price Index, 1955858
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Over a longer period, from 1938 to 1958, the “price” of medical care
as measured by the Consumer Price Inciex, increased only slightly
more than the average for all goods and services. The price of hos-
pital care, however, rose almost 300 percent as compared to 105 per-
cent for the entire index (7). Although a multiplicity of factors
have entered into the rising costs of hc:-sgital care, the two principal
factors are the change in the character of the hospital itself? and the
greater demand and utilization of hospital care brought on by the

wth of health insurance and the rising standard :}E living of the
erican consumer.

Crancing Cuaracrer or HosprrarLs

The hospital of today is as unlike the hospital of 20 or 30 years ago
as the 1958 model automobile is unlike the Model T. You pay more
but also get more. The hospital of today stands for the oxygen tent,
the blood bank, the operating room, and the other instruments through
which modern medicine demonstrates its ability to save life. It is
also where the laboratory and radiographic procedures and radio-
active elements are available for diagnostie procedures. It is a com-
plicated organization of services most of which must be available for
use on & moment’s notice.

a3
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Hospital wages and salaries

With the cha in character has come the need for a larger pro-
portion of skilled workers of all kinds, plus an attempt to bring hos-
pital salaries into line with the general wage level. The increased
number of employees in the hospital can be attributed to the reduction
of the workweek as well as the expansion of hospital services. With
the advent of the 40-hour week, three employees were needed to cover
each position where two had been before—since hospital work is an
around-the-clock operation and is likely to remain so. In 1946, pay-
roll accounted for a little more than one-half of the average total ex-
pense per patient day and by 1955 it was 62 percent.

Despite the fact that payroll drﬂpgeﬂ back fo 6015 percent in 1957,
it seems reasonable to assume that further attempts will have to be
made to bring hospital salaries into line with the general wage level.
For example, the average annual earnings for all short-term and fen-
eral hospital employees increased by 122 percent between 1946 and
1957, as compared to only 79 percent for all employees in industry.
This faster increase—one that occurred in services %EI‘IBI‘E[HJF during
this period—was in large part a reflection of the catching up with the
more rapid increases that occurred in earnings in manufacturing dur-
ing the war. Nonetheless, in 1957 the average full-time hospital em-
ployes earned only $2,717 per vear, or about two-thirds as much as a
full-time worker in industry (2). -

There has been and continues to be a serious shortage not only of
physicians but also of all other types of health personnel—nurses,
occupational and physical therapists, medical and psychiatric social
workers, medical technologists, dieticians, and also practieal nurses,
aids, technicians, and homemakers. To meet the needs for hospital
and other health personnel, salaries had to be raised rapidly in recent
years, and they will undoubtedly exceed their present levels. Whether
the earnings of health personnel will in the future rise much faster
than general wage levels is a different question. It is reasonable to
assume some Turther relative improvement, however.

Unlike industry, hospitals are hard put to cushion wage increases
with greater productivity. Hospitals may be able to improve their
productivity slightly by ]{wing less skilled persons take over some of
the dutes requiring lesser skills now performed by professionals, but
this will hardly be enongh to completely absorb a round of wage
increases.

Technical equipment

Advances in scientific medicine have been accompanied by the need
for expensive equipment and highly trained technicians. Not all
hospitals have as yet been able to take advantage of some of the ad-
vances in modern medical practice because of the cost of some of the
equipment and the space needed for its installation. There has, how-
ever, been a significant increase in the proportion of hospitals offering
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the more important specialized services, as indicated in the following
data from the American Tospital Association (J) :

Perventage of
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1046 19567
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1t is to be expected that the trend toward more complete availability
of a wide range of technical equi({)ment will continue, but that there
will also be more communitywide pooling of expensive equipment
such as the electroencephalograph.

Length of stay

With the change in medical technology and the wide use of new and
expensive drugs, there has been a notable decrease in the avera
length of stay in hospitals over the past decade—from 9.1 days in
1946 to 7.6 days in 1957. However, there has been a large increase in
ﬁersnns going into hospitals, and, consequently, the total days of

ospital care per 100 persons in the population actuall changedyzery
iigtt? over the period—it was 89 per 100 in 1946 and 93 per 100 in
oi.

Because more service is usually required the first few days, the
shorter stay has resulted in a heavier concentration of services per pa-
tient day, and, therefore, a higher per-patient-day cost. Since E}r per-
sons over 65, the average stay in the hospital is more than half again
as long as for the population as a whole, their per-patient-day cost
may be lower,
~ Thus, the changing character of the hospital has been a major factor
in bringing about the rising cost of hospital care over the past one or
two decades. Further changes of this nature are to be expected, and
they will likewise probably result in a continued rise in the unit
costs of hospital care for all age groups. If overall costs are to be
held down in the face of these rising prices, it will probably have to
be through a reduction in utilization and average length of stay. One
way in which this might occur would be through improved diag-
nostic and other out-o —]ms;;ita.l services {see. below), although it is
also possible that such developments would increase overall demand
for medical care.
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Increasing ErrecTiveE DEMAND

The improved methods of payinﬁzfur hospital services through vol-
untary insurance (discussed in ch. IV), and the general rise in incomes
in recent years have led to an increase in medical expenditures as well
as in hospital utilization. Medical care spending actually has in-
creased proportionately more than personal income in recent decades.
It is a more important part of the family budget than ever before.
Allowing for population growth, per capita medical care and health
insurance expenditures by consumers from 1948 to 1958 went from
$592 to $88, an increase of 69 percent. Private spending for hospital
care, both in gross and per capita terms, has been gulnmg steadily.
On a Fer capita basis the change has been from $13 1n 1948 to $26 in
1957 (4).

Of mzu-sc, spending for medical care is still influenced by the amount
of income. The survey of family expenditures in 1950, conducted by
the Burean of Labor Statistics, shows that urban families with income
less than $2.000 spent over 714 percent of their income—after taxes—
for the year on medical care, an average of about $50 a person. At
the other end of the income scale, the families with income of $7,500 or
more spent 315 percent of their year’s income for medical care, or
about $104 a person. Thus the upper-income families, using only half
as large a share of their funds as the low-income group, were able to
spend an average of twice as much for medical care per family
member (5).

The greater effective demand for hospital care brought about hi.' a
rising standard of living and the growth of health insurance has
played a major role in the increasing cost of hospital care reflected
over the last two decades. The continued rising standard of living
and growth of health insurance will probably continue to influence the
cost of hospital care in the future.

Oruer Facrors ArFecmiNe Furore TreNps 1Ny Meprcarn Costs

The cost of medical care in the years ahead will be affected not only
by future trends in the two factors which have been identified as of
major significance in the past decade, but also by other factors whose
effects can only ]‘)EI.I*t-iﬂ]l}r e measured or predicted at this time. In
projecting overall hospital and medical-care costs, the inter-relation-
ship of all the various factors must be considered.

n the one hand, there is the probability of rising daily costs of
hospital care and of increased utilization of hospitals due to prepay-
ment or to new medical procedures, and to the economy in physician
time which hospitalization of his patients makes possible. On the
other hand, there are the improved diagnostic and other services
that will keep more persons out of hospitals. There are also the
changes in the organization of hospital and other types of mediecal
care that will shift more days of care from the most expensive fa-
cilities to fully adequate but less costly types of institutional care or
to supervised medical services in the home. And beyond these, there
is the unpredictable effect of medical research. Some of the ways by
which unit and overall costs may be affected are discussed below.
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OrcaNtzaTION 0F HEALTH SERVICES

The extent to which future health services will be associated with
hospitals will be affected by many factors. Some can be identified at
this time, but how they will react on one another is an open question.

The growth of private hospital insurance has undoubtedly con-
trihutt-‘:lfT to the increasing use of hospital services. Removal of fi-
- nancial barriers fo care is one purpose of hospital insurance. Ques-
tions are increasingly being raised, however, as to whether the avail-
ability of partial prepayment of hespital bills, in the absence of sim-
ilar insurance for all medical bills, has not resulted in some medi-
cally unnecessary hospital stays. Hospital administrators, Blue Cross
Elsms, the insurance industry and insurance commissioners in a numn-

er of States are showing increasing interest in a reexamination of
current practices.

These pressures may have a perceptible effect on future trends, for
example, it may be possible to cut down unnecessary use of inhospital
care for diagnostic purposes by altering the patterns of insurance
coverage, as well as methods of medical practice. IHowever, the more
complex the equipment and related requirements needed for accurate
diagnosis, the more will efliciency of operation suggest the hospital
for these purposes,

Over half the general hospitals in the United States have outpa-
tient clinies but the kind and quality of services offered vary greatly
and a large part of the population still thinks of them as charity
clinics (6). %’ith a change 1n emphasis and in public attitudes, hos-

ital outpatient clinics could provide a broad range of services of
ugh quality for paying patients. If such outpatient care were
covered by health insurance, this might have a significant effect on
hospital utilization.

Considerable experimentation is going forward on new organiza-
tional arrangements for the health care of older people. Experiments
are concerned with ways to decrease the use of hospitals and of the
most expensive hospital beds, and at the same time to adapt health
services and facilities to meet more fully the needs of the elderly
patients.

In-hospital care

Experimentation with reorganization of arrangements for inpatient
hospital care is underway in several hospitals. The Public Health
Service is carrying on research on stafling requirements and costs of
an organization of services tailored to meet the needs of the individual
Batient. This system of care has been termed progressive patient care,

esigned to provide a high level of patient care at the lowest possible
cost to the patient, while making the best use of scarce medical and
nursing personnel, this pattern of hospital organization includes (1)
intensive care, (2) intermediate care, (3) Sglf-care, (4) long-term
care, and (5) home care.

Of those patients of all ages who are in general hospitals today
only about 10 percent are eritically ill and require constant nursing
care and the ready accessibility 01? lifesaving Cilrugs and equipment.
A special hospital unit for intensive care would meet the needs of
these patients. About one-half of the patients in a general hospital
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require intermediate care provided in a special unit where patients
are ambulatory for short periods and can begin to care for themselves.
While most patients are discharged to their homes from this unit,
there are others who require convalescent care.

The needs of these convalescent patients, as well as of ambulatory
patients requiring diagnostic faecilities only, can be met in hotel-type
accommodations where nursing care is minimal and self-help care
emphasized. It has been estimated that about one in each five patients
now in general hospitals would benefit from care in this type of unit
and at the same time costs of their care could be lowered.

Home care

Home care may provide the services of a visiting nurse to carry out
the orders of the physician or be an extension of hospital services.
Patients in the home-care Prugram of the latter type—referred from
hospitals—are seen at regular intervals by physicians and nurses from
the hospital. Should readmission be necessary it is accomplished
without the difficulties usually associated with hospital admission.
This type of care is particularly appropriate for the long-term ill-
nesses of the elderly—heart disease, cancer, arthritis, etc. For some
1t reduces the lengt{L of stay and the number of readmissions to the
hospital, and for others, the need for custodial institutional ecare.

A home-care program may be a way of saving in terms of general
hospital bed utilization. bfany factors, such as the admission and
discharge policies of the hospital and home-care program, will deter-
mine to what extent it is a saving.

Preventive care

_ More extensive application of known preventive and early diagnos-
tic techniques offers promise of reduction in the subsequent need for
hospital care for the individual patient with a prolonged illness.
While primary preventive measures are not known for the vast ma-
%[qnty of chronic diseases to which older people are subject, early

iagnosis of conditions leading to chronic and progressive impair-
ment would reduce the subsequent costs of care in many cases. For
e-:::amrla, increasing emphasis is being placed on rehabilitation of the
disabled, so that they may return to a normal life or be able to care
for themselves at least in some measure. Only a beginning has been
made, however, on investigation of the potentialities and techniques
of rehabilitation of the chronically impaired.

Group practice
In recent years there has been a rapid increase in medical group
practice until today there are about 1,000 groups in operation. With
greater specialization in the practice of medicine, group practice is
considered an efficient means for bringing together the diverse skills
and achievements of modern medicine, Having specialists’ care so
readily available may do much to encourage early hospitalization.
On the other hand, the preventive aspeets of this type of practice and
the grouping of out-of-hospital diagnostic services may reduce the
for hospitalization. The experience of some of the prepaid
group plans indicates some reduction in the length of hospital stays
may be expected where prepayment covers a broad range of out-of-
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hospital as well as hospital costs (7). The net influence of group
practice, however, ean hardly be determined in such an early stage

of its growth.

Skilled nursing home care g <

Nursing home care has grown phenomenally within a relatively
short span of years. Increasing attention is being directed to differ-
entiation of nursing homes in accordance with the service require-
ments of patients, to improved licensure and regulation of nursin
homes, and to the quality of care provided. With the continue
growth and improvement of nursing homes, with their greater aso-
ciation with the mainstream of medical care, and with increased
coverage under health insurance, pressure will be brought to build
more and upgrade those already in existence. (Seech.IL.)

In a few communities nursing homes have been made an integral
part of a hospital, thus facilitating the interchange of patients be-
tween nursing home and hospital and the supervision of the nursing
home operations by trained hospital staffs. There is a discussion
of broadening existing home care programs of hospitals to provide
or supervise services fo patients in nursing homes and also to facili-
tate the training of nursing home personnel.

Medical research

While it is reasonable to assume that the increasing support of
medical research will result in new and dramatic discoveries, it is
obviously impossible to foretell their impact. Some can be expected
to have effects similar to the use of antibiotics for the treatment of
pneumonia and the substantial reduction in hospital care that fol-
lowed. Others will be similar in effect to new methods of cardiac
smrger{ saving lives but at the cost of elaborate equipment and the
time of highly skilled personnel.

1t is much too early to be able to forecast the net effect on hospital
and other institutional care of the research going forward on the pro-
gressive aging process, on cell physiology and chemistry, on the ner-
vous system, on metabolism, on the endoerine system, on the
neuromuscular system as well as of the research on chronic diseases to
which the aged are especially subject. However, even though new dis-
coveries may lead to control of disease, it is not unlikely—if we judge
from the impact of research on medical care in the past—that the net
effect will be a greater demand for medical services among the popula-
tion generally. Substantial progress in increasing the lifespan of
those 65 and over is likely to increase the incidence of degenerative
diseases and of care required for these diseases. The trend may be
expected to be toward higher health-service requirements in the future,

It seems donbtful that changes in medical practice and organization
of services will hold down the overall cost of medical care for the aged.
The cost will probably continue to rise despite any of these changes.
Hopefully, however, the availability of more and better out-of-hospital
facilities will help to keep costs from going as high as they might, were
current practices maintained. There is not sufficient information, due
to lack of experience, to predict to what extent hospital utilization
will be affected by improved out-of-hospital services,
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Overarr, Meproar, Costs

Public and private expenditures for medical services, medical re-
search, construction of medical facilities, and public health activities
in 1957 took 4.7 percent of the Nation's tntaFoutput, In 1929, all
such health expenditures amounted to about 3.5 percent of the gross
national product. Whether the proportion of the national output
going into health services in the next decade or two will change sig-
nificantly depends both upon developments in the medical field and
upon the rate of growth of total output. If productivity continues to
increase as it has in the past, more real resources will be available for
health purposes without any increase in the share. On the other hand,
if a larger share can be used effectively for health, the public would in
all probability support such use.

'Phe way in which the total amounts spent for health are divided
among research, prevention, and different types of service will be of
erowing importance. In this respeet, we may be approaching a cross-
road. It is possible that the factors leading to increased use of in-
hospital eare and those leading to relatively more use of out-of-hospital
services are coming into a new balance.

It is not unreasonable to anticipate that increasing emphasis on
preventive measures, improved organization of methods of care, and
the results of continuing research will make possible further improve-
ments in medical services without substantial increases in the overall
costs of hospital care as a proportion of a national output that we may
assume will continue to expang.
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CHAPTER IV

ORGANIZED METHODS OF FINANCING HOSPITAL
CARE FOR THE AGED

Voluntary prepayment of hospital and medical costs has won wide
and increasing acceptance among both consumers and providers of
medical service. The scope and types of prepagn;ent arrangements
available vary greatly for different groups and in different areas.
The cost of the insurance to the individual is egua]l}' varied. ;

About 121 million persons—72 percent of the total population—
were covered by some form of hospitalization insurance as of the end
of 1957. Preliminary estimates for December 1958, show just over
121 million or T0 percent of the population at the end of that year,
having hospital insurance. Ten years earlier, in December 1947,
the 53 million persons with such protection had represented 37 per-
cent of the total population. Insurance aﬁainst the costs of hospital
care is the most widely held type of health insurance. Most, but not
all, persons having such coverage also have insurance against some
other medical costs. At the end of 1957, 109 million persons—65 per-
cent of the population—carried surgical care insurance. At the end
of 1947, only 18 percent had surgical insurance.

Regular medical expense insurance, covering the costs of physi-
cians’ serviees other than surgical care and certain other benefits, in-
creased even more sharply, from 6 percent at the end of 1947 to 43 per-
cent of the population in 1957. Much of this form of insurance ap-
plies only to prlli sicians’ visits to hospitalized patients. The 72 mil-
lion persons wit.K onlar medical expense insurance in 1957 ineluded
approximately 13 million with major medical expense policies, a form
of msurance unknown a decade ago.

This new form of insurance—designed to provide partial protec-
tion against the costs of “catastrophic” or prolonged illness—covers
a wide range of types of care both in and out of the hospital but
insures only amounts over a specified sum (the deductible amount
which may be covered by basic coverage or paid by the insured him-
self) and usually only a stated portion (75-80 percent) of the re-
maining medieal bills up to a maximum which may be as high as
$5,000 or $10,000. The 72 million persons include also about 5 mil-
lion persons enrolled in community and other independent plans pro-
viding quite comprehensive meﬂica{’ services of all types (7).

The proportion of the total private medical bill paid by insurance
has also increased over the past decade. Voluntary health insurance
benefits covered about 57 percent of private expenditures for hospital
services in 1957; they had covered 27 percent in 1948. About 31 per-
cent. of private expenditures for physicians’ services were reimbursed
by insurance in 1957; only 6 percent had been covered in 1948, Pri-
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vate insurance benefits represented 24 percent of all private expendi-
tures for hospitalization and medical care in 1957, as against 8 percent
in 1948 (2).

The érgwth of private health insurance has been markedly stimu-
lated by the inclusion of health benefits in collectively bargained
employee benefit plans. It is estimated that close to three-fourths of
the health insurance coverage now in effect—including coverage of
both employees and their dependents—derives from employee benefit

lans under collective-bargaining arrangements or established uni-
aterally by the employer (). This factor, combined with the greater
accessibility of hospitals and other t of medical care in urban
areas, has resulted in an uneven spread of insurance coverage. The
approximately 30 percent of the population without any health insur-
ance includes a disproportionate number of persons in rural areas,
in small establishments or self-employed, and retired persons and
other low-income groups.

The extent of coverage also varies greatly from State to State. In
eight States, of which all but one (Vermont) were highly urban and
industrialized, more than 80 percent of the population is estimated to
have had some type of health insurance at the end of 1957 ; in Connecti-
eut and Ohio the proportion was over 90 percent. In six States, on
the other hand, less than 50 percent of the population was covered,
ranging down to about 40 percent in Mississippi and Louisiana (7).

Persons aged 65 and over are perhaps the most important of the
groups with less than average protection under existing voluntary in-
surance. Several recent studies suggest that approximately 40 percent
of the population in these ages now has some form of health insurance
eoverage,

A nationwide survey carried out by the Burean of the Census for the
Social Security Administration in March 1952 showed 26 percent of
the persons aged 65 and over, as compared with 59 percent of those
under 65, having some form of health insurance (4). These are the
earliest figures available for the 65 and over group. In September
1956, a similar nationwide survey was carried out by the Bureau of
the Census for the Public Health Service. This study showed 36
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pereent of the group aged 65 and over (as compared with 64 percent
of the total pupu]ai?i’on and 66 percent of those under age 65) having
health insurance (5).

A special study made for the Health Insurance Council in late 1957
reported 35 percent for those 65 and over (67 ?ercant at all ages) (6);
and a nationwide survey in the spring of 1957 carried out by the Na-
tional Opinion Research Center of the University of Chicago for the
Health Information Foundation (7) found 39 percent of those aged 65
and over having some type of health insurance (when approximately
70 percent at all ages were reported to be covered).

Health insurance coverage for the aged thus appears to have shown
a fairly steady rate of increase, amounting to between 2 and 214 per-
centage points a year, since 1952,

As of this time, detailed information for the total aged population
by age fﬂups ig available only from the 1952 and 1956 studies.
During the 414 years between these two surveys, while the proportion
of all fpm'sﬂns 65 and over with coverage increased from 26 to 26 per-
cent, for those 66-69 the increase was from 36 to 48 percent. Even
among those aged 75 and over, there was improvement in the pro-
portion covered—from 15 to 24 percent, bringing this age group by
1956 almost to the level of coverage reported for the age group 70-74
in 1952 (6). Coverage is higher among aged men than among aged
women. In the HIF-NORC study for 1957, 42 percent of the men
65 and over and 35 percent of the women had heallt);lcl insurance.

The approximately 6 million aged persons with some form of health
insurance in 1958 included about 3.5 million enrolled in Blue Cross
plans (as estimated by the Blue Cross Association), somewhat more
than 2 million with insurance company coverage and about 400,000
enrolled in the independent plans (5).

Abont 24 percent of the aged population or 4 million (Fersnns had
surgical expense insurance in September 1956. The Blue Shield medi-
cal care plans estimate that two-thirds of the insured group—roughly
215 million aged—are members of Blue Shield plans. Between 300,000
and 400,000 are enrolled in independent plans and the balance—over
1 million—have insurance company policies (5).
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The OASDI beneficiary survey found that 60 percent of the insured
nonmarried beneficiaries and 50 percent of the insured couples were
enrolled in Blue Cross. Some of this glroup also had insurance com-
Fﬂl‘lj’ policies. Some 36 percent of the nonmarried insured bene-
iciaries and 42 percent of the insured couples had as their single form
of insurance an insurance company policy. About 7 percent had other
forms of coverage alone, or in eumginatlmt with Blue Cross or an in-
surance company policy. In 15 percent of the insured couples, only
one of the two partners was covered by the insurance,

The Health Enﬂurance Council found that the vast majority of the
insured aged were enrolled as individuals (nongroup) dmugﬁh there
are a few notable exceptions such as pensioners ofg-:;*tam large unions,
Only one in three insured person aﬁ 65 and over had group coverage;
two-thirds of the insured persons between ages 60 and 64 years on the
other hand were enrolled through a group. %EE)

Hospitalization and other forms of health insurance are most easily
obtained and most widely held by these among the aged who are still
employed—particularly those employed in large industries where
group contracts are prevalent. e Census-P survey found that
half of the aged population still in the labor force had hospitalization
insurance while only about a third of the aged not in the labor force
were insured.

It is understandable then that the older the age group the smaller
is the proportion of persons with health insurance. TEis difference
results in part but not entirely from the newness of the prepayment
mechanisms. More persons now reach age 65 with insurance coverage
for themselves and tl?eir spouses that they can carry forward than was
true a few years ago, but even for this group, limitations on total life-
time benefits and cancellation of policies after periods of illness, as
well as reduced ability to pay the premiums, eut down on the extent
of coverage among the older age groups.

The HIF-NORC study showed that of those persons aged 65 and
over having health insurance in 1957, about 56 percent (64 percent of
the men) first obtained their insurance through a place of employment.
About a fourth of the insured group had carried health insurance for
less than 5 years, about T percent had had such insurance for 25 years
or more. This survey also found that about one-sixth (16 percent) of
the persons surveyed had been covered in the past but were uninsured
at the time of the survey. The reasons given for termination of cov-
erage included inability to continue payments for almost one-third
of the group, and retirement from worﬁnf)nr about one-fourth. Six
in 10 aged persons had no form of health insurance at the time of the
survey. Two in 10 reported that they could not afford it. An addi-
tional 1 in 10 had been refused insurance or had had a policy canceled.
Thus, of those without insurance, half, in their own opinion, either
could not afford or could not buy a policy. The others said they had
never thought about health insurance or didn’t want it.

Even more than in the case of younger persons, hospitalization insur-
ance is the most frequent type of coverage among the aged. Of those
with any form of health insurance in 1956, about 23 percent of those
aged 65 and over as compared with 13 percent of those under 65 had

repaid hospitalization as their only form of health insurance (5).
Fn the HIFENORG study about a fourth (26 percent) of the aged
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had insurance covering all or part of their doctor bills in the hospital
and 8 percent had insurance covering office and home visits, as com-
pared with nearly 39 percent with some type of health insurance.

Some 43 percent of the aged beneficiaries on the OASDI rolls at
the end of 1957 reported that they had hospitalization insurance (8).
Half of those aged 65-69 but only 37 [;}:f:ment of the T5-79 age group
and 27 percent of those 80 and over had hospitalization insurance.
Less than 1 in 3 beneficiaries had insurance against surgical expense.
Those without health insurance usually gave 1 of 2 reasons for not
having it: 39 percent said they could not afford it, and 37 percent said
they had never had the opportunity to purchase it, had not theught
much about it or the like. ﬁa remaining 23 percent were not insured
because the policy had been canceled, could not be continued after
retirement, and so forth. The first two reasons were cited by a la
proportion of the beneficiaries who came on the rolls in the 1940°s than
of those who retired more recently.

There was a definite relation between ownership of hospitalization
or surgical insurance and the income of the beneficiary group. In the
case of married couples, the proportion with hospitalization insurance
was more than 3 times as high when the couple’s income was $5,000
or over as when it was under $1,200 a year. e percent of married
beneficiaries 65 and over with hospitalization and with surgical (in-
cluding in some cases other medicalg insurance was as follows:

Percent of married
beneficiaries with—
Money incoma of couple
Hospitall- Burgical
ration {or medical)
inzuranes insurance
b e e o e e oo aomeml s roe 0 0 a e 45. 9 32.3
T O e e e e = s 0.5 1.7
BT 20000 1 T s ke e e ol M8 2.8
$1,300 to $2,309 = " il it 43.0 27.2
ol g B e S sames - b3, 3 40,0
$3,000 to $4.090. . .. ... aea A samen RREE 60, 7 42,0
$5,000 and over. . Eak S5t =] 5. 0 54,0

A similar relationships between income and insurance ownership
oceurred among single beneficiaries, 30 percent of whom had hospi-
talization insurance. Of those with total annual money income of
less than $600, there were only 26 percent who had hoespital insurance
as compared with 67 percent in the case of those with incomes of
$3,000 and over.

The beneficiary survey also provides some information on the ex-
tent to which aged persons who had hospitalization insurance received
help from their insurance in meeting t[?e costs of care in general hos-
pitals. For the insured beneficiaries who received care in a general
hospital during the year, who knew the net cost of this eare, and
who had some of this cost met by insurance, the average cost asso-
igf.gted with hos ig:ﬂliiatiopm‘?;asij 'iil ut't.:1 %;.5196% l?f this amount, about

b represen e hospital's bill an cha surgeons and
other private physicians. About two-thirds ufﬁ: ll:gspittﬁm charges
and one-fifth of the physicians’ bills were met by insurance,
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Unfortunately it is not possible to estimate what proportion of
the ageregate medical bill or of the aggregate private medical ex-
penditure of all persons aged 65 and over is covered by insurance.

Existing VoLuntary Heavte INsurance MEOHANISMS

The mechanisms by which persons past 65 originally obtained vol-
untary health insurance are identical in mest respects to those ap-
plicable to the younger population. At least 1,150 different organ-
1zations provide today’s voluntary health insurance to the 121 mil-
lion persons enrolled, including the 6 million aged who have health
insurance.

These 1,150 different organizations are generally referred to as if
they fell into five clearly differentiated categories of underwriters:
(1) Blue Cross hospitalization plans, (2) Blue Shield surgical-medi-
cal plans, (3) group insurance companies, (4) accident and health
companies, and %5} independent plans,

In actuality the classification 1s not so simple. In some localities
combined Blue Cross hospitalization and Blue Shield surgical-medi-
cal plans are found; Blue Cross plans in several States sell surgical-
medical expense policies while Blue Shield plans in the West cover
hospitalization. Some insurance companies limit their sales to either
E'mup or individual hospital, surgical and medical expense policies

ut some sell both group and individual policies. The independent
p}fans (H.I)"B, if anything, more diverse in the kinds of benefits they
offer (7).

The differences between the health insurance coverage of the aged
and that of the younger population lie mainly in the area of (1) bene-
fits available; (2) premium costs; and (3) sources of financing. These
differences are interrelated since the level of benefits affects premium
costs and premium costs may determine the benefits included under
the terms of the policy. ere an employer is paying part or all
of the premium for his employees, the cost to t]?e individual may
be low while the scope of the benefits can be as broad as the financial
participation of all parties will permit. Conversely, where only the
insured is bearing the premium cost, financial considerations may
call for a ceiling on the tﬁxlremium if the policy is to find a market
and henlie limitations on the benefits offered under the policy’s terms
are usual.

The publie, including those aged 65 and over, has obtained health
insurance through three main avenues although a fourth avenue is
of some significance, especially with respect to the aged. Community
plans, chiefly Blue Cross and Blue Shield but also including a variety
of organizations unafliliated with these plans, sell hospitalization
insurance (and insurance covering other medical services) with pre-
miugl.}s based on the whole community’s experience (community
rated).

Group insurance companies, as their name implies, sell hospitaliza-
tion and other kinds of policies to various types of groups, with the
premiums largely established by the particular group’s experience
(experience rated). The Blue Cross and Blue Shield plans also
enter into some experience-rated contracts; these contracts gensrally
provide for some modification of the benefits available under their
community-rated policies.
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Individually purchased (nongroup) cove is provided by Blue
Cross and Blue Shield plans, by accident and health insurance com-
panies, and by other organizations. The fourth eategory under which
existing health insurance is obtained—by a small percentage of the
gnpulation——includes self-insuring employee benefit plans and union

ealth and welfare funds. Insurance company premiums are estab-
lished for classes of persons, with rates varying by age at issue.

The significance of community rating, experience rating and self-
insurance to above-average insurance risks such as the aged will be-
come clear as the different forms of premiums and health insurance
benefits are deseribed. Although actual figures on enrollment of the
aged through each avenue are not available, the order of presentation
indicates the relative importance of each major type and, within
these types, of the available alternatives.

COMMUNITY-RATED PREMITMS

Premiums are determined in community plans from the experience
of the entire group of enrollees, including lower-than-average, aver-
age, and above-average risks. The additional cost of the above-aver-
gﬁa risk is spread over the entire group and raises the premium for

participants slightly. To illustrate in very simple terms:

Total:grpapil st o sl e Al o od . SRR T T 1 100 persons.

BT [ YT SRR R SRRSO R SRS R R B S S L T TR

A b R b s i S e e B T
Normal cost per person nnder Age G e e 1 unit.
Normal cost per person over age 85 - oo oo e oo 214 units.
Cost for 100 persons:

2 A e B 1 | S S S G g S SN DR S 92 units.

B R M e e e L 20 units.

d B 1T | S e e e U e i et B e ek o e 112 units.

In this example the per capita community rate would be 1.12 units.
The inecrease in premium for each of the younger persons would be
12 percent and the reduction in premium for each of the aged would
be from 214 units to 1.12 units. If the cost for persons 65 and over
in the example were 3 units, cost for each person under 65 would
be increased by 16 percent. If the aged represented only 5 percent
of the whole group instead of 8 percent, costs would be increased by
7.5 percent (at 214 units per aged person) or 10 percent (at 3 units
per aged person).

To avoid this excess cost by reason of including the aged, some com-
munity-rated arrangements lower the benefits available to the aged
to bring their unit cost to the approximate level of the average cost of
the younger plan members. Other plans charge persons aged 65 and
over a larger premium, one more nearly equal to their expected unit
cost. Some plans use a combination of these methods.

Most (but not all) Blue Cross and Blue Shield contracts spread
the risk of the aged over all their enrollees and set their premiums at
a level reflecting the experience of all their members.

In a few localities aged persons are able to obtain not only hos-
pitalization insurance but comprehensive medical care through such
community plans as Group Health Assoeciation of Washington, D.C.,
the Kaiser Health Plans, Ross-Loos Medical Group and a few others.
Persons who have been members of these plans prior to age 65 can
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continue their membership at the rate for all participants. In none
of these plans can persons enroll initially after age 65 without sub-
stantial limitations on the benefits.

G'roup conversion

Existing enrellment in community-rated plans originates chiefly
through coverage of employed groups. Persons 65 and over still ac-
tively at work are normally included as regular members of the group
plan mverin%rnll employees. Some of the existing coverage of the
aged comes from these arrangements. Since this chapter focuses
primarily on 1al arrangements for the retired aged, such coverage
1s not discussed in any detail.

When members leave employed groups to retire from work they are
usually given an option; they may convert to a type of membership b
which they pay the premiums directly to the i)lan, instead of throug
the group, or they may drop their insurance. If they elect to continue,
their membership is known variously as “left-employ,” “group-conver-
sion” or “left-group” coverage. Much of the existing enrollment of
the aged in Blue Cross, Blue Shield and similar community-rated
plans is of this type.

The enrollee may have the same benefits as before he left the group,
and at the same premium, or his benefits and/or his premium may be
altered to avoid an impact on the group rate. The retiring enrollee
seldom has a choice as to future benefits or premiums; employer
participation in paying premium costs ends when the policy is con-
verted to a “left-employ” contract. Premiums are usually paid quar-
terly, semiannually or annually rather than on a monthly basis. gincf-.
the ﬁlue Cross policies are not in practice canceled except for non-
payment of premiums, the premium rates also reflect a use rate based
on nﬁncanceg)ahility.

Widows and dependent children of insured persons in community-
rated plans are also offered the option of continuing coverage as “left-
group” members of the plan.

C'ontinued group participation after retirement

To avoid the handicaps of the typical ﬁug conversion policy
( which may include higher premiums, lower benefits, and no employer
contribution), employers are more and more often making arrange-
ments for their pensioned employees (and frequently their de-
pendents) to continue to plarticipa,te in the health insurance program
covering their active er:ﬁ) oyees. Deductions for the premium, cor-
responding to payroll deductions, may be made from the retiree’s pen-
sion or the employer may pay the retiree’s premiums himself. The
entire group continues to charged the community rate and the
retiree receives the same range of benefits available to all participants
in the plan’s group contract. Although this is a rapidly growing prac-
tice, ifs impact is not yet large. It is effective primarily for workers
who remain with a single employer for a considerable period before
retirement.
EXPERIENCE-RATED GROUP PREMIUMS

Insurance company rates are related to the anticipated experience
of the particular group purchasing the policy. (As noted above, some
Blue CE‘OSS plans also offer experience-rated contracts to some groups.)
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Using the example on page 48, the premium quoted might be less than
1 unit if the group were youthful or slightly above 1 unit if the em-
ployees were middle aged. If the subsequent q:gl]]ari{mcﬂ proves better
than this initial estimate, an adjustment (dividend or rate credit) 1s
made d, if worse, premiums are raised at the time the contract 1s re-
newed.

Eazperience-rated group plans including retired persons

Until recently, only active employees and their dependents were
accepted as participants in group [])lans. The active employees could
include persons past 65, as long as they were still at worl. When they
retired, however, many older persons lost their coverage. Widows of
employees were also ineligible for coverage after the death of their
husbhands. Since their age at retirement was usually a barrier to ob-
taining any substitute form of health insurance, numerous retired per-
sons—now in the upper age brackets of those past age 65—have had
no health insurance since they withdrew from the labor market.

More and more, group policies are providing for confinuation of
the retiree under the group plan. In essence, this is little different
from the continued group participation after retirement already de-
seribed in connection with community-rated premiums. In any plan
in which persons regardless of their age pay the same rate, the cost
with respect to the active employees will be inereased over the rate for
them alone. An inerease in the premiums paid by active employees
may be avoided if the retiree’s benefits are reduced or his contribution,
or the contribution of the emplover on his behalf, is raised above that
required for the active employee.

he increase in the overall premium would be small in the early
years of such contracts, for few such arrangements in their initial
stages include the already retired pensioners. If the ratio of retired to
active employees in the group should become sizable, there could even-
tually be a decided effect on the premium rate. For this reason, active
employee groups frequently resist inclusion of retired employees in
their group, unless the employer absorbs the entire excess cost of the
retired workers. Insome long-established plans the employment ranks
have shrunk and pensioners have come to represent as many as 25 of
each 100 persons enrolled in the plan. A more usual ratio would be
much lower—say 5 to 10 pensioners per 100 persons—when the pro-
gram became stabilized ( ﬂ?}.

Not generally appreciated is the fact that the workers who receive
this form of retirement benefit must in nearly every instance qualify
as pensioners, Length of employment with the particular employer
governs eligibility for a company })aniﬂn and this may be 5, 10, or
even 20 years with the company g 7). One reason for the tie-in of
the health insurance program with the pension program arises from
the possibility of deduections from the pension check to pay the pen-
sioners’ share of the premium. Another reason derives from the fact
that the pensioned employees form a definable group.

One device used in experience-rated plans to hulpd the line on rising
costs is to place a “lifetime limit” on the benefits the retiree can
receive under the policy. If the retiree exhausts his “lifetime limit”
(usually $1,Gﬂﬂ4%2];:ﬁﬂﬂ, depending on the plan) soon after retirement,
his coverage under this policy is tannina.te&).
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Conversion of group to individual policies

In recent years, some group insurance company contracts have
stipulated that retiring employees shall be given an option to convert
their group policy to an individual policy with the insurance company
writing the group coverage. Unlike the usnal individual policy, de-
scribed later, no health statement is required. In other respects the
policies offered are drawn from among the nongroup policies of the
articular company. Some insurance companies are not currently
censed to offer nongroup policies so are unable to offer this option.

Grroups confined to refired persons

One of the difficulties in providing health insurance coverage to

rsons who are no longer em%:u]uy , or self-employed, or who are
iving as widows on pensions, lies in the need to establish a central
mechanism for group collection of preminms and payment of claims,
both of which produce savings in administrative costs as well as
limiting the element of adverse selection. Organizations of retired

ersons have, within the last year or so, been used as such instruments.
nterest in this approach is mounting among Golden Age Clubs,

housing colonies for retired persons, and the liga. A relatively short
period is usually fixed in which membership in the retiree organization
can be established and the member may then sign up for the insurance.
Where the enrvollment group relates to the residents of a housing
development or members of a club, the insurance—as in the case of
group insurance in general—usually does not go into effect until a
high percentage of all the residents or members have signed up to
participate, another device intended to reduce adverse selection.

Initial preminms are established as for other forms of group plans
by appropriate We.ighting for the sex and age of the particular retired
group. Since the bulk of the membership is no longer young, rates
are naturally higher than for younger groups. Using the original
example as a reference point, in a group composed entirely of 100
persons aged 65 and over, the normal cost becomes 2.5 units per capita
compared to slightly more than 1 unit when the cost for the same
benefits is spread over a group of all ages. Subsequent experience

overns future premium rates. Some of these organizations have
ge-valupe:d primarily becanse membership in the association affords an
opportunity to enroll in the organization’s health insurance plan. In
some States insurance regulations do not permit this form of group
underwriting.

A mﬂdiﬂeg version of this approach was adopted by the Federal
Reserve Bank System. Annuitants of this agency were originally
enrolled as “group-conversion” members of Blue Cross plans through-
out the country. Benefits varied from plan to plan. Each annuitant
paid his own premiums. The System developed a group out of these
persons and one Blue Cross plan now covers all of them: premiums
are deducted from the annuitants’ pension checks and forwarded in
a lump sum to the one Blue Cross plan, in similar fashion to the
procedure used by other groups composed entirely of retirees,

Special forms of group policies—paid-wp-at-retirement
Discussions of health insurance protection of the aged generally

contain references to paid-up-at-retirement coverage. Interest in this
approach stems from recognition of the limited incomes of the aged
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that inhibit their ability to purchase from a retirement income the
forms of insurance already described. :

In actuality, one form of paid-up policy has already been described—
that under which the retired person is continued as part of the group
but makes no premium contribution; the former employer (with or
without contrigutiuns from the actively employed) may finance the
retirees’ benefits on a pay-as-you-go basis each year.

In its pure form, the au-{:allef paid-up-at-retirement policy pro-
vides the employee on retirement with the eciuiva,lent of an annuity;
his contract guarantees that a specified set of health insurance benefits
will be available to him during the remainder of his life. The bene-
[its are on a cash indemnity basis (a specified number of dollars for
up to a specified number of days of care, plus an allowance for hospital
extras). It would be very difficult for an insurance company to esti-
mate the future cost of a service benefit (guaranteeing up to a specified
number of days of care). This is a very new approach and very
little of this type of coverage has been sold. If the policy is net pur-
chased until ti;.E date of retirement, the initial costs are high ($700 to
$1,300 per individual). Similarly, even if purchased prior to retire-
ment, the annual payments required for persons already approaching
retirement would asuhstant-ial].

If the costs were spread over the full working life of the individual,
the annual payments would be small. As a practical barrier to this
approach, however, few persons spend their entire working life with
one employer. Aside from the uncertainty as to whether they will
still be wit?l the same employer when they retire, there are other factors
that could make workers reluctant to participate in purchasing this
form of insurance. They may anticipate that their existing health
insurance coverage will continue after retirement or they may fear
that a specified set of cash indemnity health benefits may prove inade-
quate if the trend of rising medical costs continues.

IREMIUMS THAT ARE INDIVIDUALLY SET—NONGROUP INSURANCE

Second only to group conversions as the main source of existing
liealth insurance among the retired aged is the continuation of a non-
group policy purchaseg when the person was younger and maintained
after reaching age 65. Increasingly aged persons are, however, also
able to obtain policies after the 65th milestone. In either case these
policies are financed by the individual. The vast majority are can-
celable at the option of the insurer though an increasing proportion
are noncancelable or guaranteed renewable up to a specified age. The
latter two types call for higher premiums than is the case with the
cancelable policies. Premiums may be raised from time to time, if
tam company changes the premium for all policies of similar form or
cilass,

Nongroup policies of insurance companies
Up until a few years ago individual or family policies (so-called
to distinguish them from group policies) were sold only to persons who

had not yet achieved age 55 or 60. Now these policies are made avail-
able by a number of companies to persons in the higher ages. A check
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on the highest age at which a group of 104 insurance companies would
issue individual policies, showed the following (12) :

Highest age at {ssue Number of Porcent

companies
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Restrictions on the benefits provided and relatively high costs reflect
the expectation of adverse selection in a transaction in which the pur-
chaser of the insurance is electing to obtain it. A health statement is
required in applying for the policy and the application may be rejected
on the basis of an existing physical condition or recent illness. The
health statement also serves as a basis for cancellation of the policy
by the company if a claim is made for expenses for a condition not
](]}??n)timed E}r gm applicant but antedating the writing of the policy
I'ndividually purchased paid-up-at-retivement policies

In addition to the nongroup policies already described some com-
panies sell policies {proviﬁlng cash indemnity benefits) to persons prior
to retirement that are paid up at retirement and not cancelable there-
after. The highest age at issue has been 59,

An example of this type of coverage is a policy providing given
amounts a day for hospital room and board expenses. The insured is
entitled to 365 days of hospitalization up to age 65 and 90 days after
his 65th birthday. Under this policy premium rates for miscella-
neous hospital expenses and for surgical expense vary by (1) amounts
selected by the insured as maximums, (2) age at issue, and (3) sex.
Nongroup policies of community-rated plans

Most Blue Cross, Blue Shield, and other nonprofit plans using
community-rating to set group premiums also enroll persons on an
individual basis. The age limit for such enrollment is usually 65
though 11 of the 79 Blue Cross plans have no age limit, and in 12 plans
an age limit of age 60 or lower is found. Five Blue Cross plans do
not provide for nongroup enrollment (74). Like all forms of Blue
Cross-Blue Shield coverage, technically the policies are cancelable
but the plans reportedly seldom exercise this legal right. The various

lans have different mechanisms for enrollment of nongroup members
mncluding (1) “community enrollment drives,” in which enrollment
is opened to all members of a given community for a specific period
{2) open enrollment for a specific period, usually 2 weeks twice a year;
3) continuous open enrollment. i

A health statement is usually a requirement and persons may be
rejected on the basis of this report. aiting periods before certain
benefits become available are usual; certain conditions may never be
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covered or may not be covered until the member has been enrolled for
6 months or a year.

Depending on the insurance laws of the States and on plan practices,
the premiums for nongroup coverage may be established in one of three
ways: (1) on the same basis as the group or group conversion premium ;
(2) slightly above the ﬁl‘ﬂup rate, to take into account higher admin-
istrative costs associated with nongroup enrollment; (3) on the basis
of the experience of the entire nongroup class of enrollees. Modifica-
tions in the benefits provided under the group contracts are frequently
introduced to offset. the likelihood of adverse selection. These usually
take the form of reductions in the benefit days per year or in the
per diem room allowances.

INDEPENDENT PLANS

In addition to the plans and policies already described there is
another category of prepayment for hospital and medical care de-
rived from arrangements usually referred to as “independent plans.”
Some of these plans fall into the category of community-rated or
experience-rated plans, already describeeg, while others provide bene-
fits through quite a different approach—namely some form of self-
insurance. e entire membership in these §attar plans is com-
posed of employees—both active employees and pensioners—of a
common employer, or members of a trade union. Contributions
from the members and/or the employer go into a health and welfare
fund or employee hospital association or mutual benefit association
from which the benefits are paid or covered serviees are furnished or
purchased.

Out of 175 industrial plans, some 80 reported that they were cov-
ering retired workers in 1957; 40 of them also provided benefits
to dependents of retirees. Nearly 315,000 retirees and their depen-
dents were eligible for benefits in these 80 plans, which had a com-
bined enrollment of about 3 million active employees. Among the
80 plans, 27 reduced the retired worker’s benefits below those of
the active worker (these were small plans). In 11 of these 27 plans
and in 13 plans where there was no reduction in benefits the retired
worker paid the entire premium. In the remaining 56 plans the re-
tiree contributed part of the premium cost in 21 plans, while in the
other 35 all of the retirees’ costs were paid by the active workers
and/or the employer. : !

A number of these plans operate their own hospitals or health
centers and employ staff physicians. The cost of pensioners is ab-
sorbed into the overall cost of operating the hospital or clinic. The
railway hospital plans are notable examples of plans that have cov-
ered pensioners for many years. Examples can also be found in
other industries. Length of ﬂmglnym@mt prior to retirement fre-

nently governs the extent to which pensioners are entitled to continue
their health insurance protection {95 (15).

Prearmunr Caarcrs Axp Bexerrr Provisions oF Heavre INsuraNcE
Poricies A PPLICABLE TO THE AGED

There is a wide variation both in benefits and in remium charges
for insurance policies covering the aged. Some of the major reasons
for these variations have already been discussed. The extent to which
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the risk is spread among all age groups or concentrated on the aged
as a s-e}g:mte group and the extent to which costs are insured through
broad benefits or left to be met at the time illness occurs are basic
factors in premium rates. Nonecancelable or gnaranteed renewable
policies may sell for more than Eolicies that can be canceled by the
msurance carrier. In addition, the selling aaoqmsitiﬂn) and adminis-
trative costs vary for different classes of policies. In pricing a given
set of benefits a company necessarily adds to the expected claims cost
the costs of selling the insurance, as well as preminm taxes and the
cost of billing and collecting premiums. Some of these items are neces-
sarily more expensive per person insured on an individual basis than
when the insured is under a group policy.

It is therefore difficult to summarize, in any meaningful way, the
current. expenditure required for one aged person fo purchase hos-
pitalization insurance. Nevertheless, some general indication can be
given.

COMMUNITY-RATED PLANS

While information is available for the Blue Cross community-rated
plans on premiums and on the benefits a given premium will provide,
summarizing the benefits and premiums simultaneously is next to im-
possible because of the differences in the plans and in the costs of hos-

ital care in different 1;&1'1:& of the country. Considering first the

nefits afforded by the 79 plans, under group conversion contracts as
of late 1958 the number of days of basic benefit (per stay in most
cases, per year in a few) ranged from 21 to 365. rrteen plans pro-
vided 21 days of care, 23 provided 30-85 days, and 28 provided T0-75
days. Six covered 120 days and 1 covered 365 days of care. Other
variations appeared for the nine remaining plans. In addition, 23
plans provided further dag's of partial reimbursement. The number
of additional days covered ranged from 30 to 295 and tended to be
greater the lower the number of days of full benefit provided (7}).

The plans varied in the type of room and board coverage provided
such as semiprivate (30 plans), ward (12), or an allowance toward the
room charge. Equally varied was the extent to which charges for the
operating room, anesthesia, X-ray, laboratory services, and drugs
and medicines were covered although the majority provided quite com-
plete benefits.

The annual premiums for these benefits varied from $19 to $88
for a single person and from $52 to $203 for a family. The annual
premiums under approximately comparable group, group conversion
and nongroup eontracts in the fall of 1958 were as %ﬁ]]ﬂw& (16}

Ninmber of Antual premiom
Blue Cross
plons

Median Range
D B AR e e e s e o m ™ o L
B e e R T R SR e et o S Ty e i S P £30. 00 S8, 20-870, B0
T e e 73, 20 43, BO=102. 60
Group conversion conteact. . oo omoen Het = i f e T
e e B s et e = e ot ] B S e ey g Y 19, 20~ 87, 00
h LTI g R P RSPy Y SR Y 1A s TS o B O 84. 70 51. 00-302, 80
Nongroup contract__.____ S e e g o ) RS e
Y e L s e et 42. 00 22.08- 87.80
D s s e e e e B - B4.00 5. GO-202. A0
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The additional annual cost of group conversion over group con-
tracts was as follows:

Number of | Additional sonusl premiom
Blue Cross e
plans
Medlan Range

Plang not redueing benels. . e e P e I
o R T et R B e R Ui e b5 0, 60 H-255, &0
I D e o o el L& 10, 44 {-115. 02
Plans rédecing bépefila i siisinaiapnm s v R e aiee el o et e e
Lpereon. - =t - ., PR i k.o 7. 850 1, 2i-=15. 6O
T o e e e et L | 7.2 1. B0=40), 20

! Giroup conversion rates not avallable for 1 plan in which the group conversinn rates vary hy locality.

11 plan omitted because group family rate 18 higher than group conversion family rate, Benefits are
:mtl m:ﬂpamb&hmﬁ?i:m group conversion members are subject to an 80/20 deductible clause and reduced
maternity benefits,

Many Blue Cross plans offer group contracts with additional or
broader benefits and of course, higher premiums than those offered
under the contracts analyzed here. Such additional benefits are ordi-
narily not available to group conversion and/or nongroup enrollees.

Blue Shield premiums and benefit provisions vary even more widely
than those of Blue Cross.

Those relatively few aged persons who are enrolled in community
plans providing prepayment for most types of medical care ordinarily
pay a single premium covering lmspitﬂi care, surgical services, physi-
cians’ services in hospital, office and home and laboratory services and
the like. The annual premium cost of the benefits was $100 per person
or less in several of these plans in early 1958.

GROUP INSUBRANCE POLICIES

Because experience-rated Elans are frequently tailored to the par-
ticular group, it is not possible to summarize in the same way as for
Blue Cross plans the benefits provided or premiums charged. As has
been indicated, the benefits under insurance company policies are on
a cash indemnity basis. Illustrative benefit combinations available to
aged persons are cited below. A general idea of the annual premiums
for group coverage for slf}aciﬁed enefits can be obtained from exam-
ining the premium rates for an initial period for a standard group of
all ages. (These rates would be subject to rate credits or dividends in
subsequent years.) )

For a policy providing reimbursement of up to $10 a day for up to
70 days of hospital care with 10 times the daily rate (i. e., $100) for
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hospital “extras,” such rates for a standard group with 21-31 percent

females would be
Annuoal cinfom  for «
standard group (withot
maternity or obstetricsl
henefite)
For hospitalization coverage (310 a day for up to 70 days and up to 3100 for
oxtras):
O B T ] e e e T e e i et et L £, B
FPamily, comb B L e e 6l. 57
HaRbad - e e e e s 45838
T | e e e et e o £ $200 fee 200 fee
Sehedule Sefedule
e O I e e e s SR el e s e e e o e &5, 84 $L0. 27
ey e Pl e e e e e e e e e e 22 47 33,71
R B R e e e 165, &G 20, B4

Since the premiums shown are those applicable initially to a so-called
standard group, they would ordinarily be inereased through subsequent
adjustments where the group encompassed sizable numbers of aged
persons.

Insurance on a group of persons aged 65 and over

Two examples of policies limited to groups of retired persons will
serve to illustrate the amount of premiums and kinds of benefits that
go with this relatively new form of coverage.

1. A group plan for an association of retired persons: The annual
premium per individual is $72. The plan pays $10 a day for 31 days
per illness, 50 percent of miscellaneous hospital expenses or of emer-
gency outpatient hospital care for accidents up to a total payment
of $125. BSurgical expenses with a $200 maximum fee schedule are
}J&j"ahlﬁ. Hospital care for any condition for which the insured was

wspitalized in the 12 months preceding membership in the group is
not covered. Six months must elapsa%.}efm*e claims are again paid
for the same or a related illness.

2. A group plan for an association of retired college professors:
The annual jElr-.ﬂ,-n:nium per individual is $96. The policy pays $15 a
day for the first 31 days and $7.50 a day for the next 90 days of hos-

italization. Rehospitalizations for the same or related causes must
separated by 6 months. Hospital care in the first year of the con-
tract for conditions which required hospitalization in the previous
12 months is not covered. This policy also pays 50 percent of mis-
cellaneous hospital expenses or emergency outpatient care for acci-
dents up to a payment of $120 (i.e., $240 of expense incurred). It
includes surgical expense coverage with a $200 maximum fee schedule
and $3 a day for 31 days for physicians’ nonsurgical calls when the
patient is in the hospital (17).

SEM0Z—G0—0>0
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A paid-up-on-retivement policy

Only one such policy—available to employees of one company—has
been described in the literature. It provides annually for 31 days
of hospital care at $14 a day and for up to $210 for hospital extras.
It includes a surgical expense policy with a $300 maximum fee sched-
ule, .L;Lt age 65 this pﬂlllcy costs $1,200 per individnal or $2,400 for
a couple.

Under the axisti.n{_:; plan the employer’s confribution varies accord-
ing to the employee’s length of service with the company, reaching
100 percent with respect to both the employee and his spouse after
2() years’ service. T}le company has a profit-sharing plan in which
the employee can accumulate the amounts required for his share of the
payments made on his retirement.

INDIVIDUALLY PURCHASBED INSURANCE

The myriads of policies offered by insurance companies on a non-
group basis make it impossible to select a typical policy or an average
premium, because premiums vary with the age of the poliecyholder
and by reason of all the other cost factors already mentioned.

A noncancelable policy

For illustrative purposes, it may be useful to describe very briefly
one new and much discussed noncancelable policy that became avail-
able in late 1958. This “lifetime renewable safeguard policy™ is avail-
able to persons aged 65 to 75. A health statement is required with
the application. The purchaser of the policy can put together from
a series of riders a package that meets the requirements of his pocket-
book. None of the available riders pays for nonsurgical physicians’
attendance or for outpatient diagnostic services. Ordinarily non-
cancelable policies carry higher premiums than cancelable policies;
the premiums for this contract however appear to include ]ittie if any
IO:M,E ng for the lifetime renewable feature.

A typical package under this policy might include for each period
of 1llness sepa.ratgg by 6 months, $10 a day for up to 30 days of hos-
pital care; hospital extras of up to $50 for medicines and appliances,
up to $25 each for operating room, surgical dressings and costs, blood
transfusions and oxygen, up to $20 for X-ray and for anesthetic and
up to $15 for laboratory service; and surgical expense under a $200
fee schedule—such a package would cost $89.40 per person per year.
With $15 a day for hospital room and board, a £375 surgical fee
schedule and more generous hospital extras, the premium for the
package would be $153.80 a person a year. A very minimal package,
mcluding only #8 a day for hospital care, a $150 surgical fee schedule
and very limited hospital extras subject to deduetion and coinsurance
(the insurance paying 80 percent of the amount spent above $250 but
no more than $1,000) the annual premium would he $58.72 per
person (7).

A paid-up-at-retirement policy

Paid-up-at-retirement policies taken out prior to age 59 and requir-
ing no premiums after age 65 may cost 4 to 4.5 times as much at
age 59 as at age 21 for the daily room and board benefit and 3 to 4
times as much at age 59 as at age 21 for the miscellaneous hospital
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expenses and surgical benefits (the rate for females is higher than for
males, accounting for the range).

Under one recently issued policy, a $10 a day benefit for 865 days
of hospital care up to age 65 and 90 days after the 65th birthda
would cost a male $102.50 annually if issued at age 59 (twice as mue
if it paid $20 a day), as compared with $22.80 at age 21. The addi-
tion of miscellaneous lmspitag extras up to $150 would add $78 an-
nually to the preminm if issued at age 59 (compared to $18 if issued
at age 21). Surgical benefits up to %{lﬂ would cost annually $42 if
issued at age 59 (810 at age 21). The three types of coverage if ini-
tially obtained at age 59 would come to $223 annually for males at the
£10 a day room and board rate or $325 a year if the policy paid $20
a day for room and board (17).

INDEFPENDENT PLANE

Neither premiums nor benefits in these plans lend themselves to
statistical analysis zecause the sources of founds and the scope of bene-
fits vary so much that no two plans are alike. Some independent plans
provide only cash indemnities for specified periods of hospital care
plus limited amounts for hogpital extras and in some cages for sur-
ﬁical and in-hospital physicians’ care. Others provide service bene-

ts (sometimes with coinsurance) and include home and office as well
as hospital care. Of 60 independent plants owning their own hos-
pitals, a recent survey showed that 41 provided 365 days of hospital
care and only 4 provided 35 or fewer days. Thirty-seven additional
plans operating clinics contracted with a community hospital for hos-

ital care for their members; 27 of them also provided 365 days of
wspital care (92).

Hosperran axp Mepicarn, Care Provipen Traroven Pusric Procrams
AND PHILANTHROPIC SOURCES

There is considerable variation in the extent to which hospital and
medical care is now directly available to aged persons and others,
through public programs or through private arrangements supported
in part by philanthropy.

PUBLIC PROGRAMS

A number of special groups can obtain hospital and medical care
under public programs without regard to income or ability to pay.
Most important are veterans with service-connected disabilities, active
and retired military personnel and their dependents, Members of Con-
gress and certain other Government officials, Indians, and merchant
SEaInen.

For many years, the major part of the care for tuberculosis, mental
illness, and leprosy has been provided in public hospitals. Such care
is free for very low income groups, but those able to pay all or part
of the costs are usually expected to do so. Publicly administered gen-
eral hospitals in many localities also provide care without charge or
jwi;h]fharges related to income for persons who cannot afford to pay
Inimii.

Still other programs are open only to “needy” persons. Prominent
among these are the public assistance medical care programs and the
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services provided to veterans with non-service-connected disabilities,
Some State and local governments also provide hospital and nursing
home care for the mediecally indigent through financial arrangements
with private institutions as well as direetly through public facilities.

About 19 percent of all patients in privately controlled general hos-
pitals are aged 65 and over. But in general hospitals under the auspices
of State and local governments, patients aged 65 and over are nearly
26 percent of the patient population (78).

Veterans' programs

Out of a total of 22,560,000 veterans in 1957, there were 1,034,000 who
were 65 and over. By 1976, the total veteran population is expected
to drop to 18,758,000 but the number who will be 65 and over is ex-
peeted to rise to 2,307,000,

Generally speaking, care in VA hosgpitals may be secured by veterans
for service-connected disabilities incurred or aggravated during a pe-
riod of war, or for any other disability when the veteran is unable to
defray the expenses of necessary hospital care. In practice, a veteran’s
mability to meet the cost of care for a non-service-connected disability
is generally established through the veteran’s declaration to that effect.

About a fifth of all patients in VA general hospitals are aged 63
orover. The Veterans’ Administration estimates that as of June 1957,
for veterans of all ages, VA general hospitals were providing 45.1
percent of the care for medical, surgical, and neunrological patients
whose disabilities were non-service-connected. But for veterans who
were 65 and over, the VA was providing 56.6 percent of the general
hospital care for such patients.

The Veterans’ Administration assumes in its estimates that in the
ease of service-connected disabilities requiring general hospital care
all such eare is received under VA auspices. :E]t]mngh there now are
about 2 million veterans with service-connected disabilities who re-
ceive compensation, the number who will receive general hospital care
specifically for service-connected disabilities is expected to decline
steadily in the future. In contrast, because of the aging of the veteran
population, the number of veterans 65 and over who will be receiving
care in VA general hospitals for non-service-connected disabilities is

expected to increase (19).

Public assistance

Public assistance provides for the basic maintenance of persons
whose income and resources are inadequate to meet their needs as de-
termined by State and local welfare agencies. At present about 5.7
million persons receive assistance under the four federally aided pro-
orams. An additional 1.1 million persons receive assistance under
ceneral assistance programs financed entirely from State and/or loeal
funds. A large proportion of the public assistance caseload is made
up of persons with unusually heavy medical needs resulting from dis-
ﬂlgi]ity, chronie illness, or the infirmities of old age. Some are foreed
to seek assistance primarily because of the need for medical care.

Because the demands for medical care have been very great, a seri-
ous problem of financing has arisen in many States. Public assistance
agencies must decide how much money from limited appropriations
should be spent for medical care. The public assistance program has
primary responsibility for providing money for basic maintenance of
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eople—food, clothing, and shelter. IHowever, medical care may also
Eﬁ a necessity of life and some medical care must be provided to those
eligible for assistance if no other program can meet emergency need.
The decision as to the content and amount of medical care to be pro-
vided under the public assistance program rests with the State agency
and there are wide differences among States with respect to the types
and quantities of medical care provided. _

As of January 1958, some medical care was provided under 1 or
more of the special types of public assistance in all but 2 of the 53
States and Territories. The type of care covered most frequently
under plan provisions for the three adult programs—old-age assist-
ance, aid to the blind, and aid to the permanently and totally dis-
abled—yvas nursing-convalescent home care. Among the other types
of care covered most frequently under the adult programs were drugs,
hospitalization, and practitioners’ services. In old-age assistance, 49
of the 53 States had specific provisions for nursing-convalescent home
care, 39 for drugs, and 35 each for hospitalization and practitioners’
services (20).

The determination of what constitutes eligibility for medical care
under the public assistance programs is made by the States. This de-
termination is usually made by considering the needs and resources of
the individual and the availability of medical services from some other
source. Most recipients of medical care under the publie assistance
programs also get payments to meet their maintenance needs, but some
get payments only for their medical care.

Information regarding the volume of vendor payments (made di-
rectly to the suppliers) for medical care is r&gularl}y available. DBut
information regarding the amount of money made available to re-
cipients to enable them to purchase medical care themselves is not
regularly available. During the fiscal year ended June 30, 1958,
vendor medical payments under the four federally aided categories
totaled $236.1 million. The amount spent under each of the federally
aided programs was as follows: old-age assistance, $159.1 million ; aid
to the blind, $5.1 million; aid to the permanently and totally dis-
abled, $28.6 million; and aid to dependent children, $43.2 million.
These payments constituted the following proportions of total assist-
ance payments: old-age assistance, 8.8 percent; aid to the blind, 6 par-
cent; aid to the permanently and totally disabled, 13.5 percent; and
aid to dependent children, 5.3 percent.

Vendor payments under I;Lﬁ old-age" assistance program consti-
tuted about two-thirds of all vendor payments under the four fed-
erally aided types of public assistance. Hospitalization was the type
of service for which the largest amount of vendor payments was made
in old-age assistance : that expenditure was 30.5 percent of total vendor
payments according to State reports covering nine-tenths of such
payvments in old-age assistance.

A smaller proportion of the vendor payments, 26.3 percent, was
made for nursing and convalescent home care, although more State
plans included provision for such services. The proportions of total
vendor payments for drugs and supplies and for practitioners’ serv-
ices were 14.7, and 10.8 percent, respectively. In the other adnlt
grugmms, aid to the blind and aid to the permanently and totally

isabled, expenditures for hospitalization also ranked first, and those
for nursing and convalescent home care ranked second.
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The most comprehensive information relating to amounts for medi-
cal care included in money payments is for a selected month Janu-
~March 1957. For the 25 States that reported information of
this type, the proportion of cases having an amount for medical care
included in requirements varied Widﬂlf’. ;

In States having maximums or other limitations on payments the
inclusion of an amount for medical carve in requirements may result
in payment to the recipient of the full amount of medical care costs,
only a part of the amount, or nothing over and above other require-
ments.

On an annual basis, the money pafiments in the reporting States
that represented amounts for medical care would have totaled more
than $73 million at the January—March 1957 rate (20). The report-
ing States may not be entirely representative of other States; the
total increase in money payments for the country as a whole that
resulted from the inclusion of medical needs in requirements probably
amounted to about $100 million a year.

General assistance is financed entirely from State and/or local
funds. There are wide differences among States, and even among
local jurisdictions within a State, with respect fo the types and
amounts of assistance provided under the program.

During the fiscal year ended June 30, 1958, vendor payments for
medical care under State and local general assistance programs totaled
$83.8 million. These payments constituted 24.7 percent of all gen-
eral assistance r&pﬂrtedl? While all vendor payments for medical care
under general assistance were made from State and/or local funds
without Federal participation, an unknown, though probably substan-
tial, amount was spent in behalf of recipients of the four special types
of public assistance. It is in many cases administratively simpler for
States to make such payments under their general assistance pro-
grams and they are likely to do so when the amounts needed by re-
cipients under one of the special categories exceed the maximum that
can be matched by Federal funds.

Special interest attaches to the amounts spent for nursing or con-
valescent home care under the public assistance programs. This type
of care is particularly important in aid to the permanently and tul'alll;-;
disabled and is becoming increasingly important in the old-age assist-
ance program as the average age of recipients increases and as old-
age, survivors, and disability insurance provides the basic income for
more of the aged who do not have special needs. Unfortunately, in-
formation is not available as to how much of such care is in skilled
nursing homes and how much in domiciliary-type institutions. The
maximum amounts paid from public assistance funds for nursing
home care vary greatly from State to State, as does the adequacy of
the care made available. In the States reporting information for a
selected month January-March 1957, total monthly assistance pay-
ments to and in behalf of nursing home cases averaged $113.73 m
old-age assistance (24 States) and $128.17 in aid to the permanently
and totally disabled (20 States) (20). 1

In a study covering 13 States in 1953-54, it was found that payment
for care for about 51 percent of all patients in proprietary nursing
homes was fully or in part from public assistance. In no State was
the proportion less than 25 percent and in a few States the proportion
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was as high as 70 percent. Similarig, in a sampling of voluntary and
public nursing homes in 11 of these States, the same study found that
50 percent of patients in these homes were also dependent in whole
or i part upon public assistance support (27).

NONGOVERNMENTAL PROGRAMS

Nongovernmental hospitals traditionally provide some free mediecal
care to the needy and medically needy and finance this care from such
resources as endowment income and philanthropie contributions. The
furnishing of free care by hospitals has been financed, in part, within
hospital budgets through payments that are higher than true costs
by self-supporting patients or by their third-party carriers. Increas-
ingly, nongovernmental hospitals have been paid for services to needy
persons through various public programs and public grants.

Asa group, nonprofit general and allied special short-term hospitals
have had small surpluses of total receipts (including philanthropie
contributions, endowment income, governmental grants, ete.) over
expenses in recent years. In 1957, for example, the aggregate surplus
for all these hospitals was about 3.4 percent of income (22). Some
hospitals, of course, continue to have deficits. A nationwide study
of 1,400 hospitals made in 1954 showed that one-fourth of the hos-
pitals studied had overall deficits, amounting generally to less than
10 percent of expenditures. The remaining three-quarters of the
hospitals were able to finance current operations out of current income,
f-'f'II-“m”F with small surpluses (23).

n spite of the apparent fiscal balance of many hospitals, there is
still the problem in many States of providing the financial resources
to cover the cost of free and part-paid care for patients limited in their
ability to pay. Within the last 4 to 5 years some of these States have
conducted studies of the impact of this problem upon their hospitals.

These studies examined the financial resources of the hospitals which
enabled them to cover their free and part-paid care. Special note was
made of the extent to which resort was made to increased charges
to paying patients, limitations on hospital services, inadequate allow-
ances for depreciation and maintenance, ete.

Among the States reporting studies are some in which the financial
problem of hospitals is aggravated becanse public assistance or the
other public programs pay none or only part of the cost of hospital
care for the needy and metf ically needy. ]'Enta from a few of the more
recent studies indicate the magnitudes of the “losses” by hospitals in
recent years for free and part-paid ecare:

In Missouri, a study covering 1953-54 indicated that 1,496 medically
needy patients received care costing $246,234 from 8 urban hospitals
and 20 in smaller communities. Only about 22 percent of the total
bill was paid; 78 percent of the amount of these bills remained unpaid
from any sourcee (24).

A Georgia study showed that, in 1955, 51,479 out of 215,357 patients
(23.9 percent) admitted to 28 general hospitals were indigent or med-
ically indigent. The total estimated loss for this care was nearly $4
million. This loss was mainly absorbed through surpluses from
paying patients (25).
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A study was made by the Alabama Hospital Association covering 87
percent of the general hospital beds in that State. The study showed
that in 19535, out of a total cost of $714 million for inpatient and
outpatient care of the indigent and medically indigent, only $4 mil-
lion was received as reimbursement. ‘I'hus, an unpaid balance of 5314
million had to be absorbed by the hospitals (26).

In Mississippi, reports from 75 hospitals in a study of indigent
liospital care in 1956, showed that the cost of that care was slightly
more than $415 million. Considerably less than half of the days of
care provided was compensated by public payments, but even these
days were compensated at only about one-third of the cost (27).

A study in Pennsylvania showed that, in 1954-55, 178 State-aided
hospitals incurred a deficit of $123/ million over and beyond State-aid
payments for free and part-paid inpatient care. Overall, this deficit
together with the deficit on outpatient care absorbed nearly all the
funds available to the hospitals other than payments by or on behalf
of patients (28).

There can be no doubt that to the extent that public assistance
and other public programs have approached making full payments
for the cost of providing hospital care to the needy and medically
needy, one of the most troublesome elements in hospital finaneing is
being overcome. This situation increasingly prevails particularly
among the wealthier States. But in other States, mainly those with
lower levels of per capita income, adequate financing of indigent hos-
pital care persists as a disturbing problem.
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CHAPTER V

METHODS OF PROVIDING OASDI BENEFICIARIES WITH
HOSPITAL AND NURSING HOME BENEFITS UNDER
TITLE II OF THE SOCIAL SECURITY ACT

The present chapter explores the methods that might be used and
the probable costs involved in providing hospital and nursing home
i;aneﬁts for OASDI beneficiaries under title 11 of the Social Security

ct.

This approach would make use of the existing OASDI administra-
tive setup for the collection of contributions and the identification of
eligible persons. Contributions could be deposited in the OASI and
D1 trust funds or, following the practice when disability benefits were
added, a separate trust fund could be established.

Ninety percent of all employed persons in the United States are
now paying, with the help of contributions from employers, toward
the cost of retirement, disability, and surviver benefits for themselves
and their dependents. They could similarly pay toward the cost of
hospital and nursing home benefits in retirement or for their sur-
vivors, through an additional contribution for this purpose that would
be collected as part of an inereased total social security contribution.
Such prepayment would assure that more than 9 out of 10 persons
reaching retirement age some years in the future would have hospital
isurance coverage. It could also assure such protection immediately
for 7 out of 10 of those already age 65 or over.

The addition to the program of a new type of benefit would necessi-
tate policy decisions on a number of questions relating to the groups
eligible for benefit, the scope and character of the benefits, and tllm
method of administration—more specifically, the method of reaching
agreements with and making payments to hospitals and nursing homes.

Grours EvricisLe rorn BENEFITS

In order to make the social security program effective within a rea-
sonable period of time, the law has from the beginning provided that
workers already approaching retirement age when they first had an
opportunity to be covered could become insured on the basis of very
brief periods of covered employment. And as the benefit provisions
have been changed to take account of changing price and wage levels,
the benefit amounts of those on the rolls have also been raised. A
social insurance system can use current contribution income to pay
full-rate benefits to this generation of aged because it can safely
assume that successive generations of workers will continue to pay
contributions, to acquire rights and to draw on those rights when they
reach retirement age, or become disabled or leave surviving widows
and children,

6t



HOSPITALIZATION INSURANCE 67

If the same principle were followed, funds derived from current
social security contributions for hospital benefits would be used to pro-
vide such benefits immediately to persons now eligible for cash benefits.

A decision would have to be made as to the treatment of persons
eligible for but not currently receiving cash benefits. In mid-1958,
there were about 1.8 million persons beyond retirement age who were
fully insured but not drawing benefits, including 1.6 million who had
never filed a claim for benefits and 200,000 whose benefits were
suspended. Such persons, and in many cases their wives (some 600,000
in mid-1958), could at any time receive cash benefits if they retired.
There are also at any time some eligible younger persons not drawing
benefits, primarily widowed mothers who are at work.

In principle, there are strong arguments for restricting eligibility
for hospital benefits to those who have retired. Persons still employed
have much more opportunity to get group health coverage, HHJJ those
who are self-employed or employed in small establishments at least
have a more adequate income with which to purchase individual insur-
ance and are more likely than retired persons to be in sufficiently good
health so that they can buy insurance. In addition, it is thought by
some persons that to base eligibility for the hospital benefits on the
attainment of any specified age, rather than on retirement, would
weaken the rationale for special treatment of the aged as compared
with the rest of the population.

The problem is to ﬁlt)ui a satisfactory test of retirement. In the case
of the cash benefits, the present retirement test which defines substan-
tial retirement primarily in terms of annual earnings below a specified
amount is wm*]?a.bla and equitable in relation to employed and self-
employed persons. With the retirement test on an annual basis,
however, if is not always possible to determine in advance whether an
individual should be receiving cash benefits for a particular month,
and the required suspension of benefits may oceur after rather than
during the time when he was earning more than the minimum allowed.
To restrict the eligibility for hospital benefits to those who are actually
receiving cash benefits would result in serious difficulties and
anomalies. It would also result in considerable pressure on many
individuals to retire as soon as possible in order to have the hospital
benefit protection.

Difficulties of a different kind would arise if there were a special
test of retirement for eligibility for hospitalization benefits, such as
receipt of cash benefits for a certain number of months—probably 12
months if em&lnj,red and self-employed persons are to be treated
equitably—within a specified time. If hospital benefits were avail-
able only on this basis, there would be a substantial waiting period
after retirement before hospitalization benefits could be paid. Par-
ticularly for those who are forced to retire because of illness, this
delay in obtaining protection could be serious. Such a provision
might increase the existing pressures to abolish the retirement test
entirely.

Identifying eligible persons

If all persons who could be eligible for cash benefits were entitled
to the hospital benefits, eligibility, once established, would be on a
lifetime basis for old-age beneficiaries. Men 65 and over and women
62 and over and also younger beneficiaries and eligibles could receive
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some form of document certifying to their eligibility for the hospitali-
zation benefits with recertification at appropriate intervals for those
who did not have lifetime eligibility. “Hlﬁll the individual was
admitted to a hospital, presentation of the card or document would
establish a presumption or evidence of eligibility under the program.
From the point of view of both the individual and the hospital the
procedure would be essentially the same as that under most Blue
Cross plans, which commonly use an identification card to establish
at least provisional eligibility.

With a limit on the uum{\er of days of hospital care provided as
a benefit, the hospital would need a check on whether the patient
had already exhausted his benefits for the current year. The medical
history taken in the hospital would provide the necessary information
in the great majority of cases, since readinission occurring within any
12-month period would frequently be in the same hospital. In cases
where the patient had changed residence or for an unconseious patient,
verification of the amount of care which would be paid for by the
OASDI system would be necessary. Prompt identification of eligi-
ble individuals is of importance both to the hospital and to the person
and his family. The necessary checks would presumably be handled
through the local and area offices of the Bureau of (}.'l]-:l-_-lge. and
Survivors Insurance.

SCOFE AND NATURE OF THE BENEFITS

Assuming a primary decision had been made that the benefits to
be prm-*ideﬁ should relate to the cost of hospital, or of hospital and
nursing home care, subsidiary questions as to the scope of the services
to be paid for would have to be answered.

It should perhaps be noted explicitly that the hospital, or nursing
home, service which any beneficiary receives can only be that which
is available in a hospital, or nursing home, to which a physician ree-
ommends admission. An insurance system does not provide hospital
services; it provides an assurance that the cost of specified services
received by beneficiaries will be paid from insurance funds. Hospital
msurance for OASDI beneficiaries would not directly affect existing
variations in the number of hospital beds in relation to the total popu-
lation of different communities or sections of the country, nor would
it result in uniformly high standards of care in all hospitals. It could
encourage high standards and help assure more adequate operating
income for all hospitals meeting such standards. It might also result
in E"Esmu‘es for expansion of facilities in some areas.

eause of the more limited development of nursing home faeilities
the lack of professionally accepted standards as to the care pruvideci
in such homes and the greater variability and lack of stability in the
current methods of Hnmmilﬁursing home care, a nursing home bene-
fit might affect many fewer beneficiaries at the outset than a hospital
benefit. The benefit conld also be expected to have a greater impaect
on the future development of nursing home care and indeed of con-
valescent and chronic care facilities and arrangements generally.

Service or indemmnity benefits

Existing voluntary insurance follows two different practices with
regard to the costs that are covered. Most Blue Cross plans insure
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the member against the costs of specified services. The insured per-
son in effect is guaranteed a stated number of days of care in a semi-
private room (or ward) and certain specialized services such as use
of the operating room, anesthesia, and so forth. This is a so-called
service benefit. Most insurance company policies guarantee to re-
imburse the beneficiary a stated number of dollars per day of hos-
pitalization with stated allowaneces towards the costs of other hospital
charges. This type of coverage is called cash indemnity.

Sinee hospital costs and charges vary greatly not only in different
parts of the country but also within local communities, the extent and
character of the protection provided may be quite different under
the two types of benefit. In most cireumstances, the individual—
and the hospital—cannot know in advance what part of the total
hospital bill will actually be covered by a benefit tKat is guaranteed
in dollar terms. - With a service benefit, both the beneficiary and the
hospital know for what kinds of services payment is assured. Further-
more, the beneficiary knows that when he receives such services their
cost. (for the specified number of days of care) will be paid for in full
no matter to which of the participating hospitals his doctor chooses
to gend him.

A service benefit—providing as nearly uniform protection as pos-
sible for all beneficiaries—would seem the most appropriate type of
benefit under a compulsory social insurance program. It is also the
only type of benefit which could gnarantee hospitals full payment
for the cost of specified hospital service for aged persons. On the
other hand, it does require a type of negotiation and agreement with
hospitals that could be avoided with a cash indemnity benefit,

ome groups have suggested that even though the hospital benefits
should in general be service benefits, the beneficiary should be required
to pay out-of-pocket some initial charge. The intended purpose of
such a deductible amount not covered by insurance is to discourage
overutilization of hospital services, as well as to place some of the
cost burden directly on the individual receiving hospitalization.

The actual effect of such an out-of-pocket charge would obviously
depend on the amount. Opinion among physicians and other quali-
fied persons differs as to what constitutes overutilization of hospital
services. A question to which no clear answer can be given is whether
an out-of-pocket charge that would not place undesirable barriers in
the way of needed hospital care would have much effeet on admissions,

The detailed cost estimates presented below relate to a full service
benefit. Iigures are also given to indicate the costs of a cash in-
demnity benefit on specified assumptions as to the amount of the in-
demnity payment.

Hospital services to be paid for

The services that wonld be paid for through the insurance program
would presumably include n{l those services normally provided by
hospitals and included in the usual ]m:s{ﬂtul bill. In addition to room,
board, and nursing care, these would include use of the operating
room, oxygen, certain drugs and therapies, and so forth,

1t is assumed that the benefit would cover semiprivate accommoda-
tions with more expensive accommodations paid for by the insurance
system only when required for medical reasons. DBeneficiaries would
also presumably have the option of using ward accommodations. If
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they elected to use private rooms, the difference in cost would be
borne out-of-pocket. ;

There are differences in practice among hospitals as to whether cer-
tain services—in particular those of anesthesiologists, radiologists,
and pathologists—are included as hospital services. As a result the
scope of the services paid for by Blue Cross plans varies in different.
plans and in different parts of the country. ] 3

If hospital benefits were provided under OASDI a difficult deci-
sion Wﬂu}])d have to be made as to whether the services that would be
paid for from the trust fund would include for each hospital those
services usnally included in its bills. This would result in variations
in the scope of the benefit for different beneficiaries. Alternatively,
if the types of services that would be paid for were ?elled out in some
detail and applied uniformly for all hospitals providing such services,
it might be necessary to develop several different systems of payment
to hospitals depending on their own accounting practices.

Some of the legislative proposals for hospital benefits have provided
that any institution licensed as a hospital under State law would be
eligible to enter into an agreement to receive payment for services
provided to beneficiaries. Alternatively, this privilege might be ex-
tended only to hospitals accredited by the Joint Commission on Ae-
creditation of Hospitals in which the American Medical Association,
the American Hospital Association and the American College of Sur-
geons participate, or by other appropriate accrediting agencies, thus
assuring that certain standards of care would be met.

Duration of hospital benefits

Information was given in chapter IT on the duration of general
hospital stays for aged persons. [Under present practices, it would
appear that about three-fourths of the persons aged 65 and over who
are hospitalized in general and special short-term hospitals spend less
than 30 days, 90 percent less than 60 days and more than 95 percent
less than 90 days in the hospital in the course of a year. These ratios
would be affected by increased admissions, changes in the age, sex, and
living arrangements of those admitted and other factors. They give
a general idea, however, of the proportion of beneficiaries who would
have practically all of their general hospital costs paid for by an
insurance benefit limited to 30, 60 or 90 days of care in general
hospitals.

Mental and other long-term hospitals

A decision would need to be made as to whether care in mental and
tuberculosis hospitals should be paid for from social-security contri-
butions. Such hospitals are now largely supported by State and local
revenues, and the care which they provide is generally of a long-term
character. The social insurance program would be taking on an en-
tirely different kind of burden if it undertook to pay for such care
than if the benefits covered only relatively short-term illnesses.

The many senile old persons who now occupy beds in mental hos-
pitals might be better cared for if there were suitable nursing home
care and other chronic care accommodations available. Movement of
older persons out of mental hospitals could well be disconraged if
isnrance confributions were available to cover the cost of their care
in such hespitals but not in nursing homes generally. For purposes
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of the cost estimates, it has been assumed that the hospital benefit
would net cover the cost of care in mental or tuberenlosis hospitals.

Relation to other public hospital benefits

A related question arises concerning the cost of services now paid
for throngh other Federal programs, though in this case the issue
relates primarily to source of finaneing. It may be assumed that some
persons eligible under OASDI and also under another program would
choose to receive their care in Veterans Administration, Public Health
Service or other Federal general hospitals. Whether the trust fund
should pay for such services is a debatable question. (It presumably
would not in any case pay, as part of the hospital benefit, the cost of
the physicians’ services which these hospitals provide for all patients.)

Similarly, hospital services that wmﬁd be paid for under the insur-
ance benefit could either include or exclude the cost of care covered
under a workmen’s compensation program.

It is assumed that the insurance benefit would pay for care in State
and local public general hospitals. The OASDI system would, of
course, take over the cost of public and private hospital services for
beneficiaries whose care is now paid for f)]}' the public assistance pro-
eram because no other resource is available.

Nursing home care

The Ways and Means Committee request is not clear as to the kind

of nursing home care that is contemplated. Earlier proposals have
related to skilled care of a kind that can appropriately take the place
of hospital care at certain stages of illness, primarly during con-
valescence. The problems and costs involved in such a limited nursing
home benefit are discussed. But in view of the possibility that the
committee had in mind a much broader provision and that there
would be pressures to expand the scope of a limited benefit once
adopted, attention is given also to the problems and costs of a more
general nursing home benefit,
- There is at present a serious shortage of high quality nursing home
beds of all types—not only those providing skilled nursing care but
also those providing primarily resig@ntiﬂl and custodial type care (7).
State laws with regard to licensure of nursing homes are much newer
and standards far more variable than the laws and regulations relating
to licensure of hospitals. There is no recognized national accrediting
agency. If nursing home benefits were provided, therefore, the in-
surance system might, at least at the outset, have to establish its own
standards as to the care for which it would pay.

Considering first the possibility of a limited skilled nursing home
benefit, it may be noted that such benefits are now provided by a few
Blue Cross and other plans. The benefits may apply to care in a
chronie disease or convalescent hospital as well as in a nursing home.
In some plans the benefits are payable only on discharge from a hos-
pital and for periods of varying duration (30 days in a lifetime at one
extreme, 2 years at the other) (2). Relatively few persons have up to
the present been covered under such provisions.

W%lila the number of skilled nursing homes in the United States
is increasing, the availability of beds in such homes varies greatly
from one community to another. Payment for the costs of such care
under QOASDI even for limited periods could be expected to stimnlate
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the development of more such facilities. For the time being, bene-
ficiaries would have markedly unequal D}l{lﬂl‘t-l’l]liti("ﬁ to get such care
and therefore to have such care paid for from the trust fund. On the
other hand, for the beneficiary the alternative to prepaid ecare in a
skilled nursing home would, in many cases, be continued prepaid care
in a hospital (for just how many days would t]ugmml on whether the
hospital benefit covered 50, 60, 90 or more days of care in a vear).

One of the issues with regard to skilled nursing home benefits, if
they are provided, is whether the prepayment should apply only for
illness in which the patient is discharged to the nursing home from
a hospital. Such a restriction would emphasize care in a skilled
nursing home as an alternative to the final stages of hospital eare once
the acute period of illness has passed. Inereasingly, however, modern
medical practice is making possible and desirable the treatment of
many illnesses—such as pneumonia, certain types of heart attack,
ete.—without the need for a period of hospitalization. The judgment
of the physician must determine whether a patient is cared for in
the hospital or elsewhere. It would be unfortunate, however, to
adopt benefit requirements that would encourage hospitalization of
persons who eould be equally well eared for in a skilled nursing home
thronghout the entire period of illness.

A lIimited skilled nursing home benefit would not, and would not be
designed to, meet the problem of the long-term chronically ill. Nor
would it meet the problems of those many older persons who need
residential care without continuous medical or nursing services. Both
problems are serious and of increasing magnitude. The cost of long-
continued institutional care is beyond the ability of most individuals
or families to finance. The payment for nursing home care is placing
an increasing burden on publie assistance funds, while the level of
assistance payments to nursing homes in all but a few States is so low
as to make high quality care diflicult if not impossible to achieve.

Because of the increasing need for good nursing home care, and
the difficulties of drawing a sharp line between skilled nursing home
eare and other types of care, it might prove difficult to limit a nursing
home benefit under OASDI to short-term convalescent cave,

Whether the cost of long-continued care in nursing home or other
chronic care facilities should be financed from social insurance contri-
butions of employees, employers, and self-employed persons or whether
it should be a charge on general revenues presents a major issue of
social policy.

Meriops o Hanpring Toe BENEFIT ARRANGEMENTS

The necessary arrangements with hospitals and nursing homes to
permit payment for specified services provided to OASDI bene-
ficiaries could follow one of several different patterns.

Payments to hospitals and nursing homes

If the benefits took the form of a eash indemnity payment, it would
not be necessary for the insurance system to enter into any negotiations
with hospitals or nursing homes as to the amount to be paid. On
evidence that the services were rendered, the hospital {:t:ml}:l be paid
directly or through a third party for the specified amounts of cash
indemnification. It would n}.;(sn f;ﬂ possible to pay these amounts to
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the beneficiary or for the beneficiary to assign his benefits directly to
the hospital. In any case, the hospital would bill the beneficiary and
collect from him—or from him and from relatives or welfare or
other agencies—for amounts not covered by the indemmity payments.

Witih a service benefit, the insurance system would pay to the hos-
pital, directly or through an agent, agreed upon amounts per day
of care rendered to benelgcinries. Hospitals are now reimbursed under
a number of governmental programs—maternal and child health,
crippled children, veterans, vocational rehabilitation—on the basis
of a formula which is intended to approximate the actual costs in-
curred in providing the services. Many Blue Cross plans use similar
formulas in arriving at the rates they pay hospitals. The amount
paid per day of care thus varies from one hospital to another, but an
attempt is made to assure that all hospitals receive a fair reimburse-
ment of their costs.' In the case of insurance covering primarily aged
persons, a reasonable cost formula should probably take some account
of the lower daily cost of long-term stays. A number of Blue Cross
plans Eﬂj‘ a higher amount per patient day for the first few days than
for subsequent days in a hospital stay. Other methods of adjustin
payments to the level of care received could obviously be devised,
I'he exact method to be used would of necessity be left to the admin-
istering agency to determine, after consultation with representatives
of hospitals and other appropriate groups.

Nursing homes coul Il))e paid on the same basis as hospitals—that
is, a per diem or per}mE5 a weekly rate that reflects actual costs.
There has, however, not been the same kind of experience with such
payment for nursing home care. Whether the accounting procedures
of most nursing homes are adequate for aceurate cost determinations
may be questioned. Hospitals did not generally keep accounts in the
necessary detail before payments from public funds and from Blue
Cross became of some importance. It is probable that for nursing
home services negotiated rates based on approximations of actual costs
wonld have to be used at the outset.

Neither in the case of hospitals nor nursing homes would it appear
desirable for the trust fund to pay customary charges for a service
benefit. Such charges bear no uniform relation to actual costs; pay-
ments on this basis could be inequitable to either the provider of
service or the fund.

Hospitals could submit individual bills for each beneficiary or con-
solidated billings at stated periods. Under the Medicare program,
for instance, hospital bills are submitted primarily on a consolidated
basis to Blue Cross plans and on an individual basis for the patients
whose bills are handled by Mutual of Omaha (7).

Purchase of insurance

It was suggested in the request of the Ways and Means Committee
that the OASDI system might “buy insurance * * * from private and
nonprofit health insurance organizations.” Under such an arrange-
ment, bids would be invited from insurance companies and health plans
as to the premiums they would charge for insuring the benefits speci-

1 Excessively high costs resulting from expensive locatlon and surrounndings or other
Inxury features may be excluded from the amounts entering into the relmbursable cost
formula or other negotiated rate,

28002—00—10
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fied in the social security legislation (and according to standavds of
care or other matters speiled out in regulations).

The problem faced by an individual insurance carrier in determin-
ing a fixed-bid rate for such share of the business as it wished to
carry is of an entirely different character than the problem of estimat-
ing average costs for the OASDI system as a whole. Thus private
insurance carriers would have difficulty in determining premium rates
for this special coverage group and might be reluctant to make bids
that from the point of view of the trust fund—and the contributors to
the system—could be eonsidered reasonable.

The State public welfare agencies that have tried to purchase hos-
pital insurance Eﬂ\“ﬂt‘ih%{ public assistance recipients have found either
that no carrier was willing to write a policy or that the rates were so
much above the cost of self-insuring that there was no justification
for such use of public funds. The one State (Colorado) that uses
Blue Cross to handle the costs of hospitalization has been able to pur-
chase such insnrance for younger assistance recipients only: for old-
age assistance recipients it has ﬁnd to pay for the service on a cost-plus
basis (cost of services plus cost of administration).

It is possible that a consortium of insurance carriers might be found
to bid on the benefits for the entire group, somewhat as was done by
the life insurance carriers under the Government employee life insur-
ance program. In that program, there is no assignment of a policy
to a particular company until the individual retires or dies. In the
case of a hospital benefit, a method of assignment would have to be
found that would let both the beneficiary and-—unless the benefit was
a cash indemnity—the hospital, know in advance what company was
carrying his policy. Except for the extra costs that would be involved
in such assignments, if the OASDI system received the appropriate
rate credits and dividends, such a consortium would tend to become
essentially an agent group paid on a cost-plus basis.

Use of private insurance carrier as agent

The OASDI system might underwrite direetly the cost of the bene-
fits, but use a private insurance carrier or carriers as its agents in
negotiating agreements with hospitals and nursing homes and in
handling claims from them and making payments to them. The insur-
ance carrier would receive a reasonable payment for its administrative
services,

For hospital benefits the trust fund might contract with a single
national agent, such as the national Blue Cross Association. Tt is
possible that this association might be willing to act also as agent in
negotiations with and payments to nursing homes. Alternatively,
there could be several agents selected on geographic or other bases.

Use of State agencies as agents

Another possible alternative would be to utilize appropriate
State health or welfare agencies, in those States that were willing to
enter into such an agreement, to handle the relations with hospitals
and nursing homes. As in the case of private carriers serving as
agents, the State’s administrative costs for the program as well as the
amounts it paid to hospitals and nursing homes would be reim-
bursed—or advanced on an estimated basis and later adjusted—from
the trust fund. Some States might not choose to participate or be in
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a position to do so immediately and the Secretary of Health, Educa-
tion, and Welfare would need authority to administer the program
directly in any State that did not enter into an agreement to act as
agent. A similar reserved power should be available to him under
any other agency arrangement.
De'rmfl}gr :Edminiamﬂﬁm by the Department of Health, Education, and
elfare

It would also be possible for the Department of Health, Education,
and Welfare, through the Bureau of Old-Age and Survivors Insur-
ance, the Public Health Service, or a special unit set up for the pur-
pose, to handle directly the arrangements with and payment of hos-
pitals and nursing homes. There are fewer than 7,000 general and
special hospitals in the country that would be providing the hospifal
services guaranteed as benefits. Practically all of them are familiar
with the general basis for cost determination and the payment proce-
dures that would be used no matter what agency handled the arrange-
ments, Arrangements with nursing homes would present a more
difficult but not insuperable problem. If the Secretary of Health,
Education, and Welfare were given responsibility for administering
the benefit payment provisions, it would be desirable for him to have
the option of working through appropriate voluntary insurance plans
or representatives of the providers of service.

ApMINISTRATIVE REVIEW ARRANGEMENTS

None of the methods of handling payments to hospitals would in-
volve completely new types of recordkeeping or reporting for hos-

itals. Unless a flat per diem basis of payment were adopted, some
ospitals that are now paid by Blue Cross on the basis of billings
would have to make changes in their accounting and recordkeepin
procedures. Some statistical checks by the insurance system would,
of course, be necessary. There is virtually universal agreement that
there should be no interference with the infernal administration of
hospitals or with the authority of the physician in medical matters.
Nevertheless, the use of public funds for social programs always im-
Elies some public concern not only with the proper handling of funds

ut also with the quality of the benefits received.

It is inevitable that if insurance—private or public—is available
to cover the costs of some but not all types of services, there will be
pressures from patients and doctors alike for maximum use of those
services for which payment is guaranteed. Omne procedure the sys-
tem could adopt to encourage proper utilization of hospital services
would be to maintain an adequate statistical check on the servieces for
which it is paying. What appear to be questionable practices could
then be discussed with the appropriate agency or provider of services.
Relatively simple checks might prove quite helpful. Some Blue
Cross plans, for instance, have found a routine notification to the
doctor that his patient has been in the hospital for 30 days results in
a significant number of discharges. Other plans and some hospitals
are experimenting with such procedures as the review by a medical
committee of all &Iu:rr-zpitul admissions and of stays beyond a certain
duration (4).
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Whether the payment arrangements were handled directly by
HEW or through an agent, JIIEW would presumably be responsible
for establishing requirements for fiscal and statistical controls and
for analyses of experience data. The method of using any insights
gained from such analyses as well as other kinds of checks on quality
of service would vary somewhat depending on the administrative
pattern adopted.

ExtexTt oF CovERAGE

A program of hospital benefits for persons eligible for old-age,
survivors, and disability insurance vrmﬂll protect a little over 70 per-
cent of the aged population in 1960. By 1970 it would reach an esti-
mated 76 percent and in 1980 a little over 80 percent of the persons
then aged 65 or over. It is likely that there would be pressure to
provide similar benefits for the remaining groups of aged persons.

While there would be a number of pro%lﬁms ivolved, it would be
,m&‘ﬁih]ﬂ to provide the same benefits to some additional aged persons
by permitting other public retirement programs to buy into the system
on behalf of their beneficiaries. In effect the OASDI system would
serve as administrative agent for these other programs.

A policy question would also arise as to whether public welfare
agencies should be given the option of carrying their responsibility
for hospital care for old-age assistance recipients thrmlg}l arrange-
ments with and appropriate payments to the OASDI system. The
funds would presumably come as at present from the general revenues
of the Federal and of State and local governments,

Alternatively, the Federal Government might pay from general rev-
enues into the hospital insurance account of the OASDI system an
amount sufficient to cover the cost of hospital benefits for all aged
persons who are not eligible under DASI}& or any public retirement
system. The size of any such supplementary program of hospital
insurance would diminish in the future as an increasing proportion
of all aged persons become eligible for OASDI benefits.

Clost EsriaraTes
HOSPITAL BENEFIT COSTS

It is more difficult to estimate the future costs of any type of
medical benefit than it is to estimate the long-term costs of specified
eash benefits. For both types of benefit, future costs will be affected
by changes in the age and sex composition of the beneficiary group,
in the average span of life, and similar factors—some of which can
be predicted w'lﬂll a reasonable d rree of certainty, others only within
a wide range of assumptions. The long-range cost of hospital or
other medical benefits will in addition be affected by changes in the
organization of medical practice and new developments in scientific
knowledge as well as by changes in labor costs and other charges.
The kinds of change in medical practice that have occurred in recent
vears and the further changes which are in sight were reviewed briefly
in chapter I11. Tt must always be recognized, however, that a major
breakthrough—in cancer research, for instance—could quite suddenly
change the picture, and in an unpredietable dirvection. Thus, while
for planning purposes it is essential to have long-range actuarial
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estimates of the possible costs of hospital or nursing home benefits,
considerable weight should be given to the near future in evaluating
the cost burden of a proposed program.

Estimates arve presented below of the current and long-range cost
of hospital service benefits on two assumptions as to the maximum
number of days in a year that would be insured—one a maximum
of 30 days, the other of 60 days. While detailed computations were
not made for a benefit of u}) to 90 days, the data on hospital utilization
rates that were given in chapter II indicate that an extension of the
days covered from 60 to 90 would add in the neighborhood of 10 per-
cent to the total cost.

The detailed long-range estimates have been prepared also on the
basis of two sets o 113.&umFt.i0ns as to the other medical cost factors,
thus suggesting a reasonable range within which costs could fall. The
weneral effect on costs of an additional set of assumptions is also in-
dicated. In all the long-range estimates, the figures used for the
number of beneficiaries and eligible persons and the taxable payroll
for selected years are those deve Dl}edl by the Division of the Actuary
of the Social Security Administration for the actuarial cost estimates
for the present OASDI program (4). In order to minimize the num-
ber of difierent estimates shown, the &Enmgmlﬁhiﬂ and other assump-
tions used in the year-by-year estimates are those appropriate to an
intermediate-cost estimate for the present cash benefits, T
assumptions relate to hospital utilization and costs.
Hospital utilization

Both the low and the high cost estimates use as their base the ex-
}'mrimcﬁ reported in the BOASI beneficiary survey. Total days of

wspital care including days up to 30, and up to 60, in a year were
computed on the assumptions summarized below for separate sex and
age groups (65-69, 70-74, and 75 and over). The rates for each group
were then adjusted upward to allow for the days of hospital care re-
‘ceived during the survey year by beneficiaries who had died prior
to the time of enmwmeration, nsing age-sex specific death rates and
estimated hospital utilization experience for decedents. Similar but
somewhat less complex methods were used to derive the utilization
rates for the younger beneficiary groups.

Age-sex specilic rates incorporate divectly into the long-range cost
estimates all the appropriate adjustments for the changing composi-
tion of the beneficiary population in the future. That is to say, the
estimates reflect both the gradual aging of that population and the
increasing proportion of women beneficiaries that are to be expected.

The major assumptions underlying the ealeulations of days of care
per capita were as follows: For both low and high cost estimates the
proportion of persons hospitalized and the days of hospital care per
person per year reported for aged beneficiaries having health insur-
ance were used for this portion of the eligible group. For the high
cost estimate, it was assumed that if hospital benefits became generally
available, the persons hespitalized among the presently uninsured
sroportion of the aged would jump to the present rate for insured

eneficiaries, e.g., from 8.8 to 14.2 per 100 per year. (See ch. IT, table
3.) It was further assumed that the average days per hospitalized
person per year for this presently uninsured portion would remain at
the rate reported in the survey rather than falling to the rate for the

he variable



T8 HOSPITALIZATION INSURANCE

presently insured group (for all age-sex groups the rate was 25.7 days
among the uninsured and 17.4 days among the insured before the cut-
off after 30 or after 60 days).

It can be expected that persons now uninsured, since they include
many of the poorer health risks, would have somewhat longer stays
than the present insured groups even after availability of benefits re-
moves the cost barrier to early admission to a hospital. The combina-
tion of the admission rate of the insured and the duration rate of the
uninsured, however, appears to be a generous assumption under pres-
ent. conditions of medical and hospital practice.

For the low cost estimate, it was assumed that those presently un-
msured would inerease their utilization only up to the average expe-
rience of the total aged beneficiary group, or 236 days per 100 before
any cutoff. For the near future this is as rapid an increase in utiliza-
tion as could reasonably be expected. In projecting this rate to the
long-term future, the low estimate gives some weight to the probable
success of current efforts to encourage progressive patient care, the
reduction in hospital admissions that could result from development
of outpatient diagnostic facilities, and similar trends in medical prac-
tice, e low cost estimate includes an adjustment of the hospital
utilization rates for ages below T0 to reflect the fact that hospital
utilization is substantially lower among employed than among retired
aged persons (6). The {::w cost estimate also uses a lower average
number of days of hospital care for decedents.

Both sets of estimates include safety factors in addition to those
inherent in the assumptions already deseribed. In neither estimate
was any correction made to take account of stays in Veterans' Admin-
istration general hospitals (such days are included in the beneficiary
utilization rates, but might not be paid for by the OASDI program)
or for the fact that the existing beneficiary population from which
the utilization rates were derived is more largely urban than the
future beneficiary population and would thus tend to make more use
of hospitals. Because the estimated average hospital stay assigned to
decedents was rough,” no adjustment was made 1 the high cost esti-
mate to take account of the 60-day cutoff in days covered, and the
adjustment used for the 30-day benefit specifications excluded only
da.iys between the 30th and 60th, leaving the excess days over 60 as a
safety factor in both eases. The high cost estimate also assigns to the
group eligible but still at work the same utilization rate as that for the
retired beneficiaries. In neither estimate is allowance made for the
fact that the increase from the ]i)resent to the assumed ultimate level of
utilization would oceur gradually, thus resulting in a lower level pre-
mium cost than that caleulated.

The utilization rates for the younger beneficiary groups were based
on data from the Census-PHS September 1956 survey, the National
Health Survey and other sources. For young widows, the rate used
in the 60-day benefit high cost estimate, for example, was 1 per day
per capita per annum; for children, 0.5 days. The September 1956

2 Very little Information on this speeific rate is available,  The estimates nsed were based
rimurll_l' on =0x bot not age specific data for persons aged 85 and over from o speciil survey
n San Jose County, Calif. e Biegel, Beth M., Belloe, Nedra B., and Hesse, Frank B,

“Honsehaold Surverga for Hogpital Planning Adjusted for Decedents Missed.,” Public Health

Reports, vol. 72, No. 11, November 1957. Data from insured experlences such as thogse of

Blue Crozs or Insurance companies include decedonts,
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survey showed a rate including maternity stays of 0.9 for persons
1464 and 1.2 for insured persons in these ages and a rate of 0.3 for
persons under 14 (the total group and those insured)—in all cases
without any cutoft for days nﬁ::lwe 60. For women 62-64, an assumed
rate of 1.6 days was used and for the disabled, a rate based on the
high utilization rate for the aged (2.8 daga with a 60-day benefit).

he low and high cost (age-sex specific) utilization rates when ap-
plied to the 1960 eligible aged population result in average utiliza-
tion of 2.3-2.8 days per eligible person per year with hospital bene-
fits up to 60 days in a year. (For eligibles aged 65 and over the com-
yarable rates are 24-3.) These figures are higher than the pre-
iminary estimates developed by the SSA last year, which showed
utilization rates, with a 60-day cutoff, or 2-2.5 days per eligible person
aged 62 and over in 1957 (7). At the time the earlier estimates were
prepared, the data from the BOAST beneficiary survey—from which
the rates used in this study are largely derived—were not available.

Future experience with hospitalization of aged persons will de-

end on many different kinds of factors, the more important of which
ave been discussed earlier. Actual utilization rates in the long term
future could well be either higher or lower than the 2.3-2.8 day range
used in the estimates prepared by the Department. On balance, how-
ever, that range would appear reasonable under foreseeable condi-
tions.
C'ost per day of hospital care

The estimated cost of a day of care was calculated in relation to
average daily costs in general and special hospitals, starting with
1956 data (the most recent year for which all the relevant figures
are available) and projecting to 1960 the trend according to rates
of increase that had been found for the past decade. In 1956, total
expense in all non-Federal short-term general and special hospitals
was $24.15 a day. When this figure is reduced by the estimated cost
of outpatient da%ﬂ,rt.ments and research included in the total, the re-
sultant figure is about $22.50,

For the aged, some further reduction is appropriate because their
longer stays result in a lower per diem cost, that would presumably
be reflected in some manner in payments to hospitals. Care in non-
Federal long-term general and special hospitals, which presumably
could be used in the program, was $10.20 a day in 1956 ; no allowance,
however, was made for such lower rate. The average reimbursable
cost formula used by many Federal Government agencies was $20.50
for 1956 it represents the average daily cost in 1,958 general hos-
pitals. Ta.kml{; into account these various figures, it was decided to
use as a basis for the projections a cost of $21 a day for the aged and
disabled, and $23 a day for younger widows and children as of 1956.
The resulting figures gﬂl' 1960 were $27 a day for the aged and $29
a day for younger beneficiaries.

For the long-term estimates a further adjustment in these figures
was made to reflect the fact that the earnings level used in the most
recent ElEt'F.lELl‘ifL] cost estimates is based on 1956 earnings. (See ap-

endix A.)
3 In effect, the long-range cost estimates postulate that hospital per
diem costs will continue to rise at a more rapid rate than general
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wage levels until the early 1960’s but thereafter will increase at the
same rate as wage levels and the expansion of the economy in gen-
eral. In evaluating this assumption, it should be kept in mind that
the per diem rates used do not include nearly as large an allowance
as might be justified for the reduced costs of long stays in short-term
hospitals, and do not include any allowance for the lower average
per diem costs that would result from an increase in appropriate fa-
cilities for chronic care. These cost-reducing factors would have
a more significant effect on the estimates relating to a 60-day bene-
fit than those relating to a 30-day benelit.

It could also be assumed that hospital costs will continue to rise
more rapidly than general wage levels until say 1970, but with the
difference in the two rates of inerease becoming gradually less over
the conrse of the decade. On this assumption, year-by-year costs for
1970 and after might be about 15-20 percent higher and the level-
premium costs about 12-15 percent higher than those shown in table 2.

It would also be reasonable, however, to assume with respect to
cost estimates for the very long term future, that average per diem
costs would decline relatively, due to changes in institutional patterns
and other factors. If the combined effect of such changes and of po-
tentially lower utilization rates than those used are considered, it
would be reasonable to have another set of cost estimates showing
level premium costs 12-15 percent lower than those shown.

Early year hospital benefit costs

The estimated costs of hospital service benefits for persons who will
be eligible for OASDI in 1960 are shown in table 1. With a hospital
benefit of up to 60 days a year, hospital benefit costs in 1960 would
probably be about $900 million, or a little over 0.4 percent of taxable
payroll. With a 30-day limit the cost would be somewhat under $500
million and somewhat less than 0.4 percent of taxable payroll. The
major part of the cost would be incurred for aged beneficiaries. If
the benefit covered 90 days of hospital care in a year, the cost in 1960
would be about $990 million.

Istimates for a year in the immediate future can reasonably be
made using a single set of assumptions. The 1960 estimates are based
on the low-cost assumption as to days of hospital care described above.
They thus allow for an immediate substantial increase in hospital
utilization by persons now without hospital insurance—although not
as large an increase as is postulated in the high-cost estimates for
future years when the program could have been in effect long enough
for such further expansion to occur. The per diem costs used in the
1960 estimate reflect the rising trend in hospital costs over the past
decade projected to 1960.
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TaerLe 1.—FEstimated costs in 1960 of hospital service benefits for peraons eligibie

for OASDI?
Benefit costs
Denefit eosts | as peroont of
(millions) | taxabie pay-
roll &
Huospitalization up to—
days in a year;
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Dizabled workers and theie l'lElH-lIlLilt‘J’.ltﬂ ______________________________ 33.6 L o6
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t Excluzive of administrative costs, see text,

? Taxable earnings limit of 4,800 per vear.

i Includes women aged 62-64.

 Surviving children and their mothers and children of retired workers and their mothers.

Long-range costs

The estimated long-range future costs of hospital service benefits
on low cost and hif‘ cost assumptions are shown in table 2. Costs
as a percent of taxable puymll for selected years to the year 2050 and
the calculated level-premium cost into perpetuity are indicated. Over
90 percent of the total cost represents benefits for the aged group of
eligibles. It would appear that, at least through 1970, hospital bene-
fits of up to 60 days in a year lmght involve costs equu.l to about 0.5
percent of taxable payroll. Thereafter, assuming no change in medi-
cal practices or the other factors unciel]ymg these P'-:tlmates, costs
would becoimne somewhat larger. The decline in costs as a percent o
taxable payroll around the vear 2000 occurs also in the estimated cost
of the present system. It results from the fact that the aged popu-
lation then will congist primarily of surviving persons from among
the relatively low number of births during the 1930°s while the labor
force will reflect the high birth rates of the 1940s and later years.
As a consequence, it is not until almost 2023 that the 60-day hospital
benefit, on an intermediate cost basis, would involve expenditures of as
mneh as 0.75 percent of taxable payroll on the assumptions used.
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TaBLE 2—Estimated long-range cosls of hospital service benefits for persons
eligible for OACDI, ¢z a percent of taxable payroll (Ime cost and high cost
assumiptions for hospital cost factors, intermediate cost assumptions for all
other factors) *
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: ! Eﬂhiﬂwff administrative costs, see text. Taxable earnings limit of $4,800 per year. See alzo fable
n appendix A,

1 At 3 pereent interest.

3 If the hospitil low esst factors are combined with ather low eost factors and the hospital high eost with

other high cost faectors, the resulting level-premiom eosts for the 60-day benefit are 0.50 and 0.86,
respectively.,

These estimates assume a continuation of the present maximum
taxable earnings limit of $4,800 a year, or its equivalent. If the
taxable base were raised so that a larger portion of total payrolls were
taxed, the costs as a percent of taxable payroll would, of course, be
lower than those shown. With a taxable wage base of $6,000, for ex-
ample, costs as a percent of taxable payroll would be about 6 percent
below the percent of payroll fizures in table 2,

As pointed out above, changes in medical knowledge and praectice
could result in somewhat different experience in the long-term future.
These long-term projections serve to indicate, however, the general
magnitude of the cost burden that the system would be assuming on
the basis of present knowledge and practices.

Administrative costs

The estimates in tables 1 and 2 relate to benefit costs only. The
added cost of administration might amount to 5 percent of the benefit
costs, with some variation depending on how the arrangements with,
and payments to, hospitals were handled. No new costs would be
imvolved in collection of the contributions, and relatively minor costs
in identification of eligibles. The administrative costs of the agents
for the medicare program amounted to less than 2 percent of the medi-
cal service expenditures in the first year of operation (8).

(lost estimates for a cash indemnity hospital benefit

In order to illustrate the possible cost of a cash indemnity hospital
benefif, an estimate was made assuming an indemnity payment of $10
a day for up to 30 days and for up to 60 days, plus the cost of hospital
“extras” up to $100 and up to $150 a year. Although hospital utiliza-
tion would probably be somewhat lower with this more limited pro-
tection, the estimates are based on the same utilization rates used in the
estimates for the 1960 cost of a service benefit. It was assumed that
with a 30-day benefit and $100 allowanece for hospital “extras” the re-
imbursement for the extra services might amount to $90 on the average
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in respect to each hospitalized aged or disabled person and $80 in
respect to mothers or children. For the 60-day benefit and $150 al-
lowance, the corresponding amounts for hospital “extras” used were
$135 for the aged and disabled, $100 for mothers and $80 for children
9). ;
( On these assumptions, the 1960 cost would be about $500 million for
the 80-day—$100 cash indemnity benefit and about $640 million for
the 60-day—$150 cash indemnity benefit. As a percent of taxable
payroll, the costs would be 0.24 percent and 0.30 percent, respectively.

NURSING HOME BENEFIT COSTS

There is very little experience on which to base an estimate of the
cost of a nursing home service benefit, whether such a benefit were
limited to skilled nursing home care as a substitute for hospital care
or applied broadly to nursing home care of all types. Furthermore
the need for additional nursing home beds and the possible expansion
that might occur if a method of [}ﬂ}'ill%‘ for care were to become avail-
able are so great that it is not possible to develop the same kind of
credible long-range cost estimates as were given for the general hos-
sital benefits. The general magnitude of the potential costs can,
wwever, be suggested.

Most nursing homes currently keep a minimum of records, and con-
sequently no generally accepted accounting practices have vet de-
veloped. A survey carried out jointly by the Public Health Service
and the Commission on Chronic Illness in 13 States in 1953-54, pro-
vides some information on nursing home charges. The median
monthly charge for private paying patients was $175 in proprietary
homes and, in 10 of these States, the median charge in voluntary non-
profit and public homes was $116 (10). Larger homes and homes with
more trained nurses had higher charges. A special study of the costs
of “acceptable” care that was made in Florida in 1955 suggested a
cost level of $156.50 a month for “eare with adequate diet a.ng nursing
care in nursing homes for the average patient”; the cost level sug-
gested for “care for an acutely ill person” was $176.39 a month (171).

An estimate relating to a very limited skilled nursing home benefit
might build upon the experience of the few Blue Cross plans having
such a benefit. The available data suggest that a skilled nursing
home benefit of say 90 or 120 days less any days in a hospital (up to
30 or 60 days) might involve 8 or 9 days of such care per 100 aged
eligibles in a year. If a rate of 10 days per 100 aged beneficiaries were
used for the aged (and 20 days for the disabled), together with a
daily cost of $10 (or about $300 & month), the 1960 cost of this benefit
would be about $14 million or 0.007 percent of payroll. Since this
kind of nursing home benefit would substitute nursing home care
for much more expensive days of hospital eare, the net cost of such a
benefit would be negligible at the outset. It would become larger as
the number of beds in skilled nursing homes inereases. Just how
much larger might depend in considerable part on the extent to which
it was possible in practice to keep the benefit within the intended
limits of short-term convalescent care. There is some question whether
any such limitation could be effectively enforced.
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If, on the other hand, a nursing home benefit covering long-term care
in all types of nursing homes is proposed, the costs would be of a very
different order of magnitude. The BOASI beneficiary survey data
cited in chapter 11 provide a basis for rough estimates for the aged.

For every 100 aged beneficiaries there were 276 days of care in nurs-
ing homes during the year. This included homes of all types. As-
suming that all of the homes would qualify for payments from the
OASDI system and therefore applying this rate to the 1960 eligible
aged population, and allowing an average of $10 a day for the cost,
the annual cost in 1960 would be about $363 million.

If a nursing home benefit of this kind were available, some persons
now in mental hospitals and chronie eare facilities, and some now cared
for at home, mif:ht well enter nursing homes, (And some existing
mental and other hospitals might deveﬁ}p associated nursing home fa-
cilities.) Any large shift would require an expansion in nursing
home facilities and might therefore take some time. The shortage of
nurses imposes a major limitation on rapid expansion of skilled nurs-
ing homes and of high quality homes of all types.

For the near future an outside limit on utilization and costs might
rest on the following assumptions. The aged beneficiary group spent
448 days per 100 per year in all long-term facilities—mental, tuber-
culosis, and chronie care hospitals and nursing homes. This rate is
higher than could Le reached in the near future for nursing home care
mﬁy. If nevertheless this rate is assumed, the annual cost of a nursing
home benefit for the 1960 eligible aged group would be $590 million
assuming an average daily cost of $10 and $885 million if the daily cost
were as high as§15.

A very broad nursing home benefit might thus cost from about half
as much as a general hospital benefit of 30 days in a year to as much
as a 60-day general hospital benefit. It should be noted that a nurs-
ing home benefit of this kind could well result in some decrease in the
estimated cost of hospitalization benefits particularly if a 60 or 90 day
henefit were contemplated.

Another kind of offset against the nursing home benefit might also
be considered. TIf the insurance system were to pay for long-con-
tinuing institutional care, it would be reasonable to Teduce the cash
benefit payable to the individual receiving such care, leaving him with
zome minimal amount for personal needs not taken care of by the in-
stitution. In the case of a married person the reduction should take
into account the fact that a wife’s benefit is only half the worker’s
benefit and that the couple’s normal living arrangements are built
upon their combined benefits. Any reduction in the total cash bene-
fits of a beneficiary couple, one of whom was receiving long-term in-
stitutional care paid for by the insurance system might therefore be
such as to leave not only the personal needs allowance but the full
amount of the retired worker’s benefit for the spouse at home. If per-
gons receiving nursing home benefits had their cash benefits reduced
to $25 a month, for example, with the special adjustment suggested in
the case of married couples, the cost oflset might be in the neighbor-
hood of $40 million against the lower figure ($363 million) cited above
and $65 million against the higher figures ($590 and $885 million).
A similar reduetion would, of course, not be appropriate in the case
of a short-term general hospital or nursing home benefit.
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OTHER COST ESTIMATES

In considering the cost estimates prepared by the Social Security
Administration, it may be helpful to see how they compare with esti-
mates from two other sources. One set, prepared by the Health In-
surance Association of America and presented in testimony before the
House Ways and Means Committee in 1958, relates specifically to the
cost of a program for OASDI beneficiaries (72).

The other estimates were prepared by the New York State Insura-
ance Department (73) to provide insurance underwriters and health
service plans in that State with a sound actuarial basis for writing
health insurance policies, particularly policies covering persons aged
65 and over. The Insurance Department also used the figures in esti-
mating the potential cost of a broad extension of hospital (and sur-
%icnl) msurance to the entire population of the State. While the New

ork study did not, of course, include cost estimates relating to a
program for OASDI beneficiaries, the utilization rates derived in that
study are pertinent to a consideration of both the SSA and the HTAA
cost estimates,

In 1957, the New York State Insurance Department undertook a
comprehensive study of the coverage and characteristies of voluntary
health insurance in the State. In the course of this study, the de-
partment obtained information with regard to hospital utilization,
classified by age and sex, from a number of companies selling health
and accident insurance, two Blue Cross plans and one Blue Shield
plan, and the Health Insurance Plan of Greater New York, The in-
surance companies submitted information for their total U.S, busi-
ness. Only a few of these companies or plans, however, had usable
experience data for the group aged 65 and over. The hospital data “in-
clude care for all sickness and injury, including such long-term dis-
abilities as tuberculosis and mental or nervous disorders whether in a
general or special hospital.” (1.3).

An actuarial committee was then set up by the New York State Tn-
surance Department to develop utilization and cost estimates. In
constructing its hospital utilization table, the aectuarial committee
studied not only the rather limited amount of experience data for the
aged furnished the department as a result of its special inguiry,
but also related published data. The appendix of the report issued
by the department includes, for instance, tabular data from the Census-
PHS 1956 survey ; the AMA 1953 one-day hospital census ; the Census-
SSA 1951 survey; the California 195455 health survey; and the An-
nual Report of the Saskatchewan Hospital Service Plan for 1956. Fx-

erience data from most of these surveys are presented in chapter
FI above,

The hospital utilization tables that were prepared in the New York
study thus represent the best judgment of a group of actuaries as to
rates that are appropriate and safe for use by private insurance ear-
riers and hﬂaltll; service plans. The rates are presented by single
years of age from 18 to 99. When weighted to reflect the estimaterl
1960 age-sex composition of the OASDI eligible aged population
(women 62+, men 65+ ), the average overall rates are 2.3 days per
person per year with a 31-day benefit and 3.3 days per person per
year with a 120-day benefit. For eligibles aged 65 and over, the rates
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are 2.4 and 3.4 days, respectively. These utilization rates are identical
with the higher of the two rates developed by the SSA for the 30-day
benefit and consistent with the SSA estimate for a 60-day benefit.

In calculating the annual cost of hospital care for the New York
population, the study used an average cost of $30 a day including the
hospital charges for ancillary services as well as basic room rates.
The same amount is used for all age groups. A reimbursable cost figure
would take some account of the probably lower average daily costs for
the aged resulting from their longer stays. In 1956, hospital daily
room rates for semiprivate rooms in New York were about 25 percent
higher than the average for the United States as a whole. After
ud‘% usting to take into account these various factors, application of
New York study data to the OASDI beneficiary group would result in
overall cost estimates of about the same magnitude as those prepared
by the SSA and presented above, :

The HIA A estimates of last year, on the other hand, are significantly
higher than the SSA estimates. The hospital utilization rates used
by the HTAA were based on the estimates prepared by the actuarial
committee of the New York State Insurance Department study, with
very slight modifications for some ages, but with the utilization rates
adjusted to apply to a 60-day benefit. When applied to the 1960
OASDI eligibles, the aggregate rate derived from the basic utiliza-
tion ficures presented by the HIAA is 2.9 days per person per year for
the total group (women 62+ and men 65+ ) and 3.0 days for eligibles
aged 65 and over. These rates were, however, increased by 25 percent
for the HTA A initial-year cost estimates and by an additional 36 per-
cent for 1979 and thereafter, resulting in rates of 3.6 and 4.9 days
for the initial and long-term estimates.

The HTAA justifies this upward adjustment of the basie estimates
on the ground that a Government-run program will result in a higher
ntilization rate than private insurance and cites particularly the ex-

erience under the Saskatchewan Hospital Service program. Data

or the Saskatchewan plan were presented in chapter I, and a number
of reasons were given for questioning the applicability of this exper-
lence to a program providing general hospital benefits for up to 60
days in a year for OASDI beneficaries.

When cost estimates are based on the experience of a group inelud-
ing persons without health insurance, some upward adjustment in
computed rates is appropriate to take account of the higher utilization
found for persons having health insurance. It may be noted, however,
that the 2.9 day rate on which the HIAA estimates are based is itself
a derived, judgmental estimate of the utilization to be expected for
a population all of whom have insurance under service benefit as well
as cash indemnity benefit plans.

In caleulating annual costs, the HTAA used a figure of $27 as the
Eer diem charge in 1959. This is not significantly different than the

gures used by the SSA for 1960 ($27 a day for the aged and $29 a
day for younger beneficiaries). The HIAA assumes that the cost of
administration of a program for OASDI beneficiaries would be 10
percent of benefit disbursements rather than the 5 percent used by
the SSA as the additional administrative cost.

Combining these various factors, the HIA A estimated that the cost
of a 60-day i-:}spital benefit for aged, and mother and child eligibles



HOSPITALIZATION INSURANCE 87

in 1959 would be $1,370.8 million or 0.67 percent of taxable payrolls
(table 3). The SSA estimate of the 1960 benefit cost for these two

roups—$861.8 million—inereased by 5 percent for the cost of admin-
1stration, is $904.9, or 0.43 percent of taxable payroll.

For the long-term future, the HIA A estimates, as was pointed out
above, assume a further 36 percent increase in utilization rates by
1979. They also assume that, by 1979, daily hospital costs will rise
about 20 percent more than any increase in general wage levels over
the period. As indicated earlier, some further increase in hospital
wages and other costs, relative to general wage and price levels, may
oceur in the next decade or two, although the catching-up process
would appear to be largely past. It is possible also that new techniques
or new drugs may push up real costs per day of care. Past experience
wonld suggest, however, that if this oceurs, there will be an accom-
panying gmp—unm: an increase—in average length of stay and hence
of days per capita. The HIAA long-term utilization rate, on the
other hand, would imply either a very sharp increase in rates of
admission to hospitals or a marked reversal of the trend toward
shorter duration stays, or both.

The 1979 utilization and cost figures developed by the HIAA when
used in combination with the intermediate long-range cost estimates
of the Division of the Actuary of the SSA, assuming a 2.6 percent
interest rate and a $4,200 taxable wage limit (the applicable amount
in 1958), resulted in an estimated level-premium cost for a 60-day
hospital benefit for aged and young survivor eligible groups of 1.655
percent of taxable payroll. If adjusted to the present $4,800 taxable
payroll base and a 3-percent interest rate, the level-premium cost
would be 1.50 percent of rFfl.j,n:«:tll.“ The comparable SSA estimate
(for aged and mothers and children, intermediate hospital cost fac-
tors, 5 percent administrative costs) is 0.66 percent of taxable payroll.

TapLe 8.—Health I'nsurance Association of America estimates of costs of hospital
benefits for OASDI eligibles (aged and mothers and children)

and Mothers
HIAA estimated cosis mothers and Aged and
children children
1950 costs:
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Farcent of taxable payrodl 1. ooie o it i cacaaii il « 67 -] -2
Level preminm casts as peroent of taxable payroll:
L [ R BT T o T N S i ot e SR R S St 1. 65 L. 230 L1035
Adfjusted estimate ¥ .. .- 1. 50 147 .03z

I Computed by 53A,
: Using 2 54,200 taxable payroll base and 2.6 pereant interest. .
# Using n$4,500 taxable bage payroll and 3 pereont interest, computed by S2A | soo foxi.

Houres: HIAA estimates from Hearlngs on Soclal Security Leglslation Before Commitiee on Ways anmd
Means, 85th Cong., 3d sess., June 1958, pp. 612630,

The HIAA also presented estimates of the cost of a limited, skilled
nursing home benefit. The estimates are given as relating o a benefit
of 120 days of care a year less the days of care spent in a general
hospital (up to 60) before transfer to a skilled nursing home. The

2 The level-premium cost estimate presented by the HTAA was developed, on its request,
by the Division of the Actoary of the 885A, wsing hospital cost factors speelfied by the
1-?[.!._,#[ The Actuary took no responsibility for the reasonableness of these factors
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method of estimate and the resulting figures, however, are those
appropriate to a general nursing home benefit not tied to a hospital

stay.

'ﬂm HIAA estimate of the 1959 cost of a nursing home benefit
starts with the total number of skilled nursing home beds now in
existence, comgute-.s the percent occupied by aged persons and the
percent of aged persons who are OASDI eligibles and allows for 100
percent occupancy of that proportion of beds by persons entitled to
the nursing home benefit, or in other words persons who have not
used up the 120 days of benefit. The HIAA points out that its esti-
mate :Lh{:-ws for only 134 percent of the aged eligibles to be occupying
nursing home beds at any one time. This would be true, however,
only if most beneficiaries stayed no more than 120 days. The HIAA
estimate of the 1959 cost of a nursing home benefit was $513.9 million.

For the future, the HIAA postulated that most unskilled nursing
home beds would be converted to skilled beds and that new facilities
would be developed. It was assumed, therefore, that the cost of a
nursing home benefit would triple in 10 years. The IIAA points
out that this projection implies that less than 5 percent of the aged
OASDI heuef}]ciuries will be in skilled nursing homes at any one time.
If applied to a benefit of 120-day duration, this estimate means that
at least 15 percent—and if many beneficiaries stay more than 120 days,
a considerably larger percent—of all aged beneficiaries would be in a
nursing home at some time during the year,

Even if there were no limit on the duration of the nursing home
benefit a fivefold inerease in the proportion of beneficiaries in nursing
homes would imply a significant decrease in hospital utilization by
aged persons, a marked movement of ufed persons out of their own
homes and into institutions, or both. If the former were the major
factor the HIAA estimate of the long-term cost of a nursing home
benefit would appear inconsistent with the assumptions underlying
its estimate of the long-term cost of a hospital benefit.

The computed level-premium cost of a nursing home benefit as pre-
sented by the HIAA was 1.16 percent of taxable payroll. This is
lower than the lowest of the SSA estimates of the cost of a general
nursing home benefit in 1960 expressed as a percent of taxable pay-
roll (1.7 percent). The HIAA used a daily cost of $7, while the SSA
assumed an average cost of $10 a day as the probable immediate rate
and $15 for an ontside estimate. The SSA estimate of the cost of a
limited skilled nursing home benefit (payable only to persons dis-
charged to the nursing home from a hospital) is very much lower
(0.007 percent of taxable payroll in 1960).
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CHAPTER V1

METHODS OF PROVIDING HOSPITAL BENEFITS OTHER
THAN THROUGH USE OF THE OASDI MECHANISM

The alternative methods of assuring QOASDI beneficiaries protec-
tion against the costs of hospital and nursing home care that are ex-
plored in this chapter are: (1) stimulation of voluntary health
msurance through pooling, reinsurance, regulation, or checkoff of
preminms for OASDI beneficiaries; (2) Federal subsidies to private
carriers to cover above-average risks or to supplement premiums from
persons of low income; and (3) Federal grants to the States for
medical care for the indigent and medically indigent. Summaries of
legrislative proposals along these lines that have been introduced in
earlier congressional sessions are ineluded in appendix B.

The alternatives considered in this chapter are based primarily on
previous legislative proposals. There are, however, other possibili-
ties for Federal action. However, time has not permitted any of them
to be developed and evaluated in adequate detail for this report. For
example, it would theoretically be possible to develop a program of
hospitalization insurance for the aged along the lines of a Federal
tax-offset for State insurance programs. There is, also, the possibility
of developing a program that would be limited to coverage of the
catastrophic costs of sickness among the aged, either under the
OASDI mechanism or through Federal-State matching grants,

The alternatives considered in this chapter would not apply specifi-
cally to the beneficiary group except for the proposal of Htiﬂlll?!lt'iﬂﬂ
through a checkoff against benefits. 1In the other proposals, OASDI
beneficiaries would receive protection, not as beneficiaries, but as
members of the aged population, as persons with low incomes, or as
part of the total population.

An earlier chapter indicated that some persons now receive hos-
pitalization and medical services without charge in publicly admin-
1stered hespitals and institutions. It has been assumed for purposes
of this report that whatever expansion in publiec medical facilities and
services may occur in the future, a system of public hospitals need
not be seriously considered as the primary method of assuring hospital
and nursing home care for OASDI beneficiaries. Hence, no attempt
has been made to estimate the cost or to analyze the administrative
implieations of such a method,

STIMULATION 0F VOLUNTARY InsurANCE

As noted earlier, the proportion of the population aged 65 and over
reported as having some insurance against the costs of hospital care
increased from 26 percent to 36 percent between March 1952 and
September 1956 and by 1958 to about 40 percent. In terms of num-

490
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bers of persons, about 3.5 million persons aged 65 and over had some
form of hospital insurance in 1952 and 9.2 million did not. Today
with a larger total aged population, there are probably somewhat
more than 6 million aged persons with hospital insurance and about
9 million without. Unfortunately, there is no source of information
on the number of permanently disabled persons who have hospital or
other types of nm::ll ical insurance, and information for young widows
and their children is limited to those included in the beneficiary sur-
vey (56 percent of these widows had health insurance).

The experimentation with new methods of covering the aged
under voluntary insurance that has been deseribed in chapter v
should result in further inereases in hospital insurance covera
among persons already past 65. It is difficult to predict how rapid
an expansion is likely to ocenr with no Government action or with
governmental encouragement short of subsidy. If the same average
vearly increment in the proportion covered that occurred between
1952 and 1957 were maintained, private hospital insurance would
reach about 56 percent of the aged population in 1965 and 68 percent
in 1970. TIf the increase in health insurance coverage of OASDI
beneficiaries as reported in 1951 and 1957 were maintained, about 70
percent of the beneficiary group would have such coverage in 1965.

These projections take no account of the drop in the proportion
of the total population covered by health insurance that occurred
between 1957 and 1958 and that may have been paralleled in the
experience of the aged. As the proportion of any population mulp
that is covered rises, further increases become relatively more di%icu t
to achieve, since more of the employed groups, those with higher
incomes, and the favorable risks come in first. In the case of the
beneficiaries, the increasing proportion of farmers and other self-
employed persons—who wnuTﬁ have had less opportunity to get cov-
erage prior to retirement—will tend to slow down increases in
coverage.

Expanded protection would require an improvement in the bene-
fits available as well as in the number of persons covered. All such
changes involve problems of costs of the imsurance and of how the
premium structure can distribute the additional costs for the aged.

A number of proposals have been made in the past as to ways in
which Government might enconrage and stimulate such developments
without direct subsidy.

Pooling

One method of encouraging and assisting experimentation with
coverage of the aged would be to create a me:ﬁmmsm for two or more
carriers to pool their accumulated experience, specialized personnel
and other resources to experiment with improved methods of coverage.
Existing antitrust laws constitute an obstacle to such joint action on
the part of private carriers otherwise in competition with each other.
Legislation fl‘:‘lS been proposed in the past to permit agreements among

rivate carriers to take collective action under specified conditions,

uch voluntary pools could facilitate the development and testing
of new and broadened types of insurance for the aged. They wonld
not, however, meet. the problem of the financial barriers to purchase

of insurance by the aged.
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Reinsurance

A Federal program to reinsure health insurance carriers against
abnormal losses has algo been proposed as a method of strengthenin
and improving voluntary health insurance. Some of these proposals
have been designed to emphasize experimentation with coverage for
the aged. All proposals of this type have contemplated that the
Government would make an initial advance to get such a fund under-
way, that the cost of the reinsurance would be paid by the participat-
ing carriers, and that the fund would ultimately be self-supporting.
Participation would be enfirely voluntary on the part of individual
carriers.

As in the case of pooling arrangements, reinsurance per se would
not improve the ability of low income persons to purchase health
insurance. Rather, it would help protect carriers against losses
ineurred through experimentation with new and improved types of

coverage.
Regulation

There has been considerable interest in a number of States in the
possibility of bringing about improvements in voluntary health insur-
ance through regulation of the form that policies may take (7). Re-
quirements that policies be noncancelable, except for nonpayment of
premiums, have been considered in a number of States, and similar
requirements with respect to insurance sold interstate have been in-
cluded in bills introduced in Congress. There has also been some
interest in legislation requiring that insurance ecarriers aceept im-
Haired risks and all persons regardless of age. None of the proposals

eals with the problems of the effect of such requirements on the size
of the premiums or on the marketability of the policies.

Regulation of insurance has been established as a State function,
In view of the problems of interstate competition and other difficul-
ties, it seems un{ike]y that there will be very rapid action along these
lines in many States.

Voluntary checkoff of premivms

Another type of proposal would have the Government operate a
check-off system, similar to a payroll deduction, on a voluntary basis
for persons receiving OASDI cash benefits, Beneficiaries could aun-
thorize the SSA to deduct from their monthly checks the amount of
the ﬂrﬂ]]lill'ﬂl for a dprivat-a hospital insurance policy. A single policy
might be developed that would be designed to meet the needs of the
majority of beneficiaries, or there could be several different policies
from among which beneficiaries could choose. In either case, since
Earticilaatinn would be voluntary and the entire cost would be borne

y the beneficiary group, there is no reason for thinking that the pre-
miums could be much lower than those now charged by group plans
covering the aged.

To illustrate the difficulties that would face such a plan, it may be
noted that one of the newest group policies available to aged persons
provides benefits of $10 a day for up to 31 days of hospital care per
ilIness, 50 percent of hospital extras for a maximum payment of $125
(50 percent of $250), and surgical care with a $200 maximum fee
schedule, for an annual premium of §72. The benefits under the policy
would on the average cover less than a fourth, probably less than a
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fifth, of the total medical costs an aged person might expeet to incur.
The premium, however, would represent more than 7 percent of a
$1,000 a year income, and the premium for a couple more than 7 per-
cent of a $2,000 a year income. In 1957 almost half of the nonmarried
beneficiaries had meomes of less than $1,000, and more than two-fifths
of the couples had less than $2,000.

Subsidy of premiwim payments

A variant of the premium checkoff proposal would have the Govern-
ment subsidize the cost of health insurance bought by OASDI bene-
ficiaries through a matching payment for amounts deducted from the
monthly be-neé’t, thus reducing the premium charge carried dirvectly b
the beneficiary. If the purchase of msurance was voluntary, such
matching payments would presumably come from general revenues.
Unless tﬁe subsidy represented a substantial portion of the premium,
it is probable that not many more beneficiaries would participate in
the plan than in a voluntary checkoff without subsidy.

A compulsory checkoff, which has also been suggested, would raise
serious questions as to the adequacy of the reduced cash benefit and the
justification for such a policy. i compulsory checkofl accompanied

v an equivalent increase in beneflit amounts—in other words, a 100
percent subsidy of the premium charge—would hardly seem feasible
unless a single type of policy were prescribed. If the benefit specifi-
cations were legislatively determined, the plan would forego all the
advantages of flexibility and individual choice that are among the
major arguments for private insurance. The arrangement would
become somewhat similar to one of the alternatives discussed in chap-
ter V—purchase of hospital insurance from private insurance com-
panies by the OASDI trust fund—although with perhaps less public
control over the costs of the program.

Costs

The proposals relating to pooling, reinsurance, or regulation would
involve no significant cost to the Government. A voluntary checkoff
plan would involve relatively small but not insignificant administra-
tive costs for the OASDI system. A subsidy of all or part of the pre-
miums could involve costs ranging from relatively small amounts up
to amounts equal to or more than those estimated for hospital benefits
Prm'ided through the OASDI mechanism (i.e., upwards of $900 mil-
1on in an early year).

Svesipies To Privare CARRTERS

The difliculties of providing hospitalization and health insurance
coverage for the aged stem primarily from the fact that they require
above-average amounts of care and in general have below-average
incomes. Any large expansion of protection for the aged thus seems
unlikely without some way of covering the costs by spreading them
over other segments of the population and throughout the lifetime of
the individual. Voluntary insurance has succeeded in doing this to a
limited extent through community-rated premiums and inclusion of
the retired aged in employed groups. There is a question, however,
of how far voluntary effort and private industry can go in developing
the kind of distribution of costs that would be needed to assure ade-

quate protection to all or the great majority of the aged.
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One proposal that has been made in the past is that the Government
should provide subgidies to private insurance carriers to absorb the
excess cost of above-average risks and also to pay part of the premium
for persons with low income. Under this arrangement, voluntary
insurance would continue to offer policies with varying benefit and
premium provisions, with a Government subsidy coming into play
when the policy covered aged persons, disabled persons or other above-
average risks and when it was bought by families with incomes below
specified amounts.

The major bills that have embodied this type of plan have called for
Federal grants to the States, with State administration and with the
actual scope of the plan varying locally. Of the various proposals of
this type, the Flanders-Tves bill was developed in the most detail and
is used here for illustrative purposes. (See also appendix B.)

Under this approach subseribers to nonprofit plans would pay
charges scaled to their incomes, with Federal-State money making up
the difference between these charges and the particular plan’s “reason-
able cost” of providing the services to its beneficiaries. In order to de-
termine the actual percentage of income that the subseribers would pa
for any specific policy, the legislative proposal set forth a “yard-
stick.” This yardstick was in the form of a rather complete package
of personal health services for which the subseriber would pay 3 per-
cent of his adjusted gross income up to $5,000. Beyond this income
level, the subsidy did not apply.

The yardstick pricing was recognized as pragmatie, with the par-
ticular percentage chosen for the purpose of not being too high—
“people would not subscribe”™—or too low—"the voluntary character
of the program would be vitiated.” The benefits which a particular
plan guaranteed to provide, throngh a contract between the plan and
the regional health authority, were to be compared with this yard-
stick 1 order to set the actual percentage of income that the sub-
scriber would pay. The reasonable cost of this particular package
was then to be determined on the basis of established cost norms in
order to arrive at the amount of the publie subsidy.

In relation to the yardstick proposed by the bill, it was roughly es-
timated that the proportion of the cost that would be met by Federal-
State funds wonld be 25-35 percent of the total. This ratio does not
serve, however, as a basis for estimating the proportion of subsidiza-
tion that might be required under a pro msa} covering only the aged
or limited to beneficiaries of OASDT, and relating only to hospitaliza-
tion insurance.

Whatever the henefit provisions contemplated under such an ap-
proach, it would be necessary to establish some kind of cost-norm or
basic preminm structure that would apply to all participating plans.
And even though the proposal for Federal or Federal-State subsidiza-
tion were limited to high-risk or low-income gcroups, such norms
would need to apply to all policies in order to assure that there would
not be a loading n% costs on subsidized policies.

When such requirements are recognized and spelled out in detail,
it becomes apparent that the degree of regulation of voluntary health
insurance that would be involved would probably be unacceptable and
that such a program would be complicated and costly to administer.
Subsidy of private insurance without reasonable requirements as to
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who are primarily dependent on public assistance) could afford te
pay 2 percent of their incomes for reasonably adeqitm-te hospital bene-
fits. (On the average, low income families spend 6 to T percent of
their incomes for all medical care.)

In 1957, about 80 percent of persons aged 65 and over reported total
money income of less than $2,000. The 2 percent of income that the
entire group might pay for hospital insurance could be estimated to
amount to 521::- per7]JEI'snl1 per year. In relation to the hypothetical
premium cost of $72 suggested above, this would mean a subsidy of
£52 per aged person who obtained insurance.

The subsidy in 1960 would amount to at least $520 million if such
insurance were purchased by virtually all of the 10 million aged esti-
mated to have incomes under $2,000 and not primarily dependent. on
old-age assistance. If three-fourths of those to whom the subsidy
was available insured themselves, the total cost to the (zovernment
would be about $390 million.

Other variations could be assumed—for example, the subsidization
of costs above a specified percentage of income for persons with in-
comes below $2,000 (or some lower amount) cnuplec{ with subsidiza-
tion of only the “excess cost” for aged persons with higher incomes—
and the range of possible costs to the Government would vary accord-

ingly.

rEitf} the program were handled on a Federal-State basis, with the
States expected to pick up a substantial share of the subsidy, total
Government costs could be expected to be less than indicated in these
examples since the requirement of State financing would presumably
be accompanied by some flexibility as to the level of the subsidy.

Feperarn AssisTance To THE MeEpIcALLY INDIGENT

Tax revenues of Federal, State, and local governments are now used
to pay all or part of the cost of hospital and other medical care for
needy persons. (See ch. IV.) Such direct support might be in-
creased, both through an expansion of the medieal services provided
under publie assistance and through an extension of aid under a special
program for the medically indigent with a somewhat more liberal test
of need. A special program for the medically indigent would pre-
sumably operate through Federal matehing grants to the States, and
might be administered through either the State public welfare or
health departments,

Under the present public assistance programs, the Federal Govern-
ment will mateh State and loeal expenditure for medical care for
persons who are receiving help towards the payment of medical costs
only. The latter are persons whose income from other sources is
suflicient to provide them with the food, shelter, and elothing included
in the assistance standards, but who do not have money to meet neces-
sary medical bills.

There is a large and indeterminate number of persons with income
and resources somewhat above the existing levels of assistance stand-
ards who nevertheless have great difficulty in paying for medical care.
To them a hospital stay or prolonged illness outside the hospital can
mean the exhaustion of savings, heavy burdens on younger members
of the family, and eventually the necessity of turning to publie assist-
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ance for the basic means of subsistence. Many of them have no real
opportunity to purchase hospital or medical care insurance. For
others, the premiums they would have to pay are beyond their means,

articularly in view of the medical services that would not be covered
E}v any insurance they can buy.

Various definitions of the medically indigent are possible and the
definition chosen would in turn govern the cost of a specific proposal.
Legislative proposals for the medically indigent which were mtro-
duced in the period 1946-49 were geared to families with relatively
low incomes. For example, the Taft proposal of 1949 was thought
of as one which might reach 20 percent—or possibly 25 percent—of
all families. The %nft proposals were basecP on the premise that a
large part of the medical bill for the needy was already being met
through such devices as care in county hospitals, as well as free care
by private physicians. The $300 million annually which was to be
spent in Federal funds &amﬁl matched in State funds) was not to re-
place existing efforts, and the bill specifically provided that total con-
tributions from the State and from local governments could not be
less than their expenditures for medical services to the covered group
prior to the initiation of the program. (See appendix B.)

No major proposal for a Federal-State program for the medically
indigent has been put forward since 1949. This may be due, at least
in part, to the fact that the 1950 Amendments to the Social Security
Act provided for Federal sharing in the direct payments made by
States to doctors, hospitals, or other persons furnishing medical care
to assistance recipients in the four federally aided categories. In the
subsequent period, there have been significant advances in State pro-
grams for medical care for public assistance recipients.

If all States had assistance standards as adequate as those now used
in some States, a part of the problem of the medically indigent would
be met. Under present programs, however, this would require not
only additional State and local funds for medical care but substan-
tially increased funds for cash assistance—a result of more liberal
eligibility standards that would include persons who do not meet the
more stringent tests of need. For this reason, it is not realistie to
think of meeting the medical needs of all medicﬂ.hy indigent persons—
or of aged persons—through the existing publie assistance programs.

A new program of assistance, specifically for medical expenses and
with its own test of need, could take one of several alternative forms.
A decision would have to be made as to whether the program would
apply only to persons aged 65 and over or to medically indigent per-
sons in all age groups.

A second issue would relate to the types of medical services to be
paid for. If the Government were to provide funds to pay for medi-
cal services for individuals and families meeting some test of need,
should this assistance extend only to the costs of hospital care? When
a needs test is involved there are substantial reasons for covering all
types of care. The test of need could well vary with the size of the
medical costs involved. In other words, assistance could be extended
to families of considerably higher income levels when large and con-
tinuing medical needs existed than when the family's medical costs
were lower.
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A basic question with regard to such a program would be whether
there should be uniform nationwide standards as to the test of need
and the medieal services to be paid for. Even though the program
were a Federal-State program, the offer of Federal financial assist-
ance could relate to a speecified Tist of services to be paid for and could
specify the needs test to be used in determining eligibility for assist-
ance. With Federal standards of this kind, the Ig ederal aid might
take the form of a grant suflicient to cover a high proportion of the
cost of a minimum program, with the States required to provide the
remainder and free to provide as much more as they wanted to achieve
a more adequate program.

Alternatively, the special medical assistance program eould be de-
veloped on the same principles as the existing Feﬁeml-Stata ublic
assistance programs, with each State establishing its own test of need
and determining the t}*}ies of services for which it would pay.

A program with uniform nationwide standards as to coverage and
need might specify also the standards to be met by hospitals and
nursing homes and the basis for payments to them (e.g., full cost). If
standards of need were left to the individual States, it is probable that
they would also be responsible for standards as to relationships with

hospitals or other providers of service.

(losts

The possible costs of a E:c-gram of public assistance specifically
for medical expense cannot be gaged except in relation to the broadest
of assumptions as to standards used in determining medical indigency.
Of all people 65 and over, three-fifths had no money income or less
than $1,000 in 1957 and another fifth had between $1,000 and $2,000.

It is conceivable that three out of every four aged persons could prove
need in relation to hospital costs (or at least those costs which exceeded
any protection they might have through private health insurance).
Thus, expenditures for %ms_pitﬂ] care for the aged under a program
of medical assistance assuring uniform nationwide protection might
be of the same order of magnitude as the costs of providing hospital
insurance for aged OASDI beneficiaries—roughly $750 million in
1960 for persons aged 65 and over.

On the other hand, if a program of assistance for the medicall
indigent were developed on the same principles as the existing public
assistance programs, with the definition of need left to the individual
States, there would undoubtedly be considerable variation in stand-
ards from State to State. The size of existing State old-age assistance
loads reflects great variations in assistance standards as well as in
the extent of need.

There are few States which are now doing so nearly complete a job
of providing medical care through old-age assistance that they might
not have an equal number of aged persons who are medically indieent.
In States that provide very little medical care through the old-age
assistance program, much larger proportions of the aged eould qualify
as medically indigent under a program with a uniform definition of
need. With the definition left to the States, however, it is doubtful
that these gaps would be closed and much the same interstate variation
might be expected to persist in a special assistance program.
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For illustrative purposes, then, it might be assumed for the country
as a whole that additional aged persons equal in number to those
already receiving old-age assistance would have their hospital costs
paid tﬁmugh a special assistance program. This would amount to
some 214 million persons. They could be expected to represent a high
cost group since they would include persons who were medically
indigent by virtue of serious illness amfheu,v}r medical expenses. If
it were assumed that they would receive on the average 3 days, or
alternatively 4 days, of hospital care per person per year, and if
daily payments to hospitals were the same as those assumed for
1 in the cost estimates in chapter V ($27 a day), total annual
expenditures for hospital care would run in the neighborhood of $200
million or $270 million with the hig]ler utilization.

These estimates are appropriate In relation to a benefit limited to
60 days of hospitalization in a year. Under an assistance program,
such a limitation on the number of benefit days is less justifiable than
under an insurance program. On the other hand, it is probable that
average daily payments to hospitals under a Federal-State assistance
prﬁ;tm wuulg ge lower than those used in these calculations.

costs of nursing homes care, if provided on a uniform national
basis under a program for the medically indigent, would probably be
of about the same magnitude as the costs suggested in chapter V for a
broad rmrsinf home benefit, although it is assumed that the lower
of the two daily rates of payment to nursing homes used in that
chapter is the one that would obtain under an assistance program.
The range of annual costs for this kind of nursing home provision
in 1960 might thus be in the neighborhood of $320 million to $520
million for persons aged 65 or over. For a program with standards
set b theingividual tates, the costs would again be less.

All the costs cited above apply to a program of medical assistance
for the aged only. If assistance were extended to other medically
indiﬁent persons or if all types of medical service and not only hos-
pital and nursing home care were covered, the costs would be very
much larger.

The proposals considered in this chapter thus run the gamut from
almost no cost to the Federal Government to costs of many millions
of dollars. The provisions suggested likewise range from those that
would assist small or large segments of the aged with all or only a
part of their medical costs. The great variation in the potential 1m-
pact of these proposals illustrates the complexity of the problem with
which this study has attempted to deal.

SOURCES

(1) Examples are the following bills introduced in the Senate of the State
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provision for conversion from group to nongroup insurance) were introduced.

On March 5, 1958, 8. Int. 3648—Nos. 4161, 4353 ; 5. Int. 3649—Nos. 4162, 4384
and 3. Int. 3600—Nos. 4633, 4385 relating to ecomversion and cancellation were
introduced. 8. Int. 3647—Noz. 4160, 4382 of March 5, 1955, provided for clear
printing on insurance contracts of the provisions relating to age limits, policy
cancellation and renewal dates, grace periods and the like,

(2) U.8. Senate, 81st Congress, 1st session, “Hearings Before a Subcommittee
of the Committee on Labor and Public Welfare on 8. 1106, 8. 1456, 8. 1581, and
8. 1679, part I, pages 165-166.
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Summary of estimated 1960 costs of alternative programs’® (exclusive of costs
of administration)

HOSPITALIZATION INSURANCE

- Costa
. : Number of
ype of program DETSONE Pro-
tected (in Millions of | Percent of
millions) dollars taxable
payroll
OASDI program:
Flﬂﬁp:tal s:erx ice benofits, 60 days:
All SD1 beneficiary groups. ... 16. 2 A5 4 . 427
j.u;m:l al ihle persons (women 624 men n5+} e 13.2 B25.3 . 305
Limited skilled nurging home benciit {'.-J.gnr.l anid d!mhiﬂd}l_ 13.6 1.0 L7
General nursing home benefit (aged and disabled) . ... 13.6 L2
Bubsidy to private carriers:
Part of m‘emlum to aiflset excess hospital costs of aged:
If three-fourths of all aped 65 or over participate . 11.8 o M e
If one-half of all aged 85 or over icipate. .. ... 7B o 17 . .
I-*art uf premiim for low ineome aged not on public assist-
.M] with incomes of less than 282,000__ 10. v oo B peee e
Three-fourths of those with incomes of less than #2,000. 7.6 ) e
Federal nasistanes to medically indigent;
Haos |taI care for persons aged 65 and over:
Iniform Federal standards. ... M et 11. 6 | B
Federal-State program, State standards_ " 2 200-270 |-
Nursing home care for persons aged 05 and over: Uniform
Fadarsl mbaid s 11.6 v | | s

i For basis of estimates see ch, ¥V and VI,
1 For comparison with Pm.t:ram& relatd

only to persons aped 05 and over, the DASDI cllgiblas aped 65
and over number 11.6 million and hospital T62.8 million

nefit costs for this group would be $762.8

Estimated long-range costs of hospital service benefits for persons eligible for
OASDI, as a percent of taxable payroll (low cost and high cost assumplions
for hospital cost factors, intermediate cost assumptions for all other factors)
%ﬁlf‘ bfrmﬁm up to G0 days in a year, by beneficiary type, selected years 1965—

050

Hospitalization up to 60 days in & year
Year

A&ﬁa— Aved) Mothers Dmllt:'led

i am warkers

types children 8 | and their
dependents

Low cost hospital factors
e e e e e e 0.42 0.38 0.01 002
i .42 -1 i)
.49 .45 .01 03
.63 .49 0L .03
. 59 .56 . 0L .03
.57 M .0 .03
.68 65 .0 .03
B3 78 B | .03
. 58 M .01 .03
High cost hospital factors

p 1 R St i S 0. 63 0.48 002 0. 03
I e e B e e S R b T .08 .63 02 .0d
e e I S R B2 .67 0z .03
L e e e TR S e e .67 62 02 .03
b e e el L e S B A R B e . 7 | 03
L1 M S e e s R e e e e .78 fidl 01 -3
A e e e P e e I 7] B3 01 .4
P | T e f e PR el e A i R 1. 06 L0l 01 .4
Lawal pratolnm eost b, . oo e | 6@ 0 .03

I Exeludes adminlstrative costs,
cost factors see ch. v,

2 Includes women aged 62-64

1 Survivor children and their mothers and children of retired workers and thelr mothers under age 63,
ineluding disabled children aged 15 and over whose disability began before age 18,

i At 3 percent Interest.

Taxable earnings Hmit of $4,500 8 year. For assumptions as to bospital
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Estimated long-range costs of hospital service benefits for persons eligible for
OASDI, as a percent of taxable payroll (low cost and high cost assumptions
for hospital cost factors, intermediate cost asswmptions for all other factors)
for bencfits up to 30 days in a yoear, by beneficiary type, sclected years 1965-
2050

Hospitallzation up 1o 30 days In & year

Year All bene- Dizahled

fhelary Agil 2 Motlers and workers

LVpes children 2 ard thelr

dependents

Lavw cost hospital factors
R e e oo = o i s s A Ay 0. 36 0, &3 0.0 0. 02
18510, Sl e e S .38 .35 . 02
e e e e S +42 .38 .01 03
16060 e e L i e A5 .42 .01 n3
e e T R L TR e TR A . B0 AT L0 2
s i .49 . 46 .01 02
LI R L el dmis - et . o8 « 35 .01 3
Y R R e e e e - . Tl .07 .0 3
Lavel premiom eost 4. ... : e Al .46 L0 02
High ecost hospital faeiors

I R e R Lo e Ll Sl 0. 43 0. 39 . 02 02
B o e e i e B e B o AT .43 .0 LA
e TR R e S SRt B . . 4f .m i
B e e Lo . &0 01 .03
1090, ... = T = Enda e B0 . i .M < e
2000, - .- AT ¢ mant [E4 ESEd . B8 . B - [~
e e R S e e et R e e e v | . . GG .M . G
T P e L R A S R S R O e Y B4 . B0 .01 L
Lol prorolameostd. . e . 69 . b .0 L3

| Excludes administrative costs, B Taxable earnings Hmit of $4,800 a vear. For ssumptions 83 to hospital
cost fnetors see ch, v,

* Imeludes women aged H2-64,

¥ Bnrvivor ehildren and their mothers and children of retired workers and thefr mothers under age 62,

inclnding disabled children aged 18 and over whose disability began before age 18,
¢ AL 3 percent Interast.

DEervaTION oF Hosrrran Cost Facrors For LoNc-BAweE CosT EsSTIMATES

The hospital utilization rates vsed and the method by which they were derived
were described in chapter V. The per diem hospital cost figures used in the
long-range cost estimates were $24 for the aged and disabled and $26 for younger
eligibles. These figures are 14 percent above the estimated 1956 hospital per
diem cost figures desceribed in chapter V.

The actuarial cost estimates for the OASDI system are ealculated on the
assumption that earnings levels will remain stable into the futnre. The yearly
costs expressed as a percent of taxable payroll that result from use of this hypo-
thetical basis are identical with those that would result if benefit levels (and
all elements entering into the determination of eash benefits, including the tax-
able earnings limit) were increased proportionately with any increase in earnings
levels, In relation to the ecost of hospital service benefits, this method of ealenla-
tion allows for future increases in hospital costs equal to any increase in the
general earnings level. The earnings level used in the most recent aectuarial
cost estimates Is based on 1956 earnings. The assumed 14 percent increase
above the 1956 level in the hospital per diem costs nsed in the long-range cost
estimates represents the difference between the projected increase in hospital
per diem costs and the projected increase in general earnings levels between
1956 and the early 196(0°s.
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Areenpix B
Magor Lreistarive Prorosarns 18 Earuier CONGRESSES

Over the years, many and varied proposals have been made for Fed-
eral legislation to provide health insurance, to stimulate the spread
of voluntary health insurance, and to support State medical-care pro-

ams. This appendix summarizes the major proposals made in bills
introduced in U.S. Congresses beginning with the late 1930’ that are
relevant to this study.

The summary is not limited to proposals specifically designed to
provide insurance against the cost of hospitalization, or hospital and
nursing home care, for the beneficiaries of old-age, survivors, and dis-
ability insurance. It is limited, however, to approaches that could
be used for this purpose. It omits, therefore, proposals in which the
primary basis for selecting the population group to be protected is
not only unrelated to age but is one not likely to encompass many aged
]E‘Eu le. Thus excluded are such proposals ag exemptions or eredits on

ederal income taxes for amounts paid as health insurance premiums
or special programs for farm families and agricultural migrants, an
for tempomriil' unemployed persons. Also omitted, even t%mu h they
may affect substantial numbers of aged persons, are proposals limited
to gubliu-naaiﬁmnfre recipients.

Some proposals express their coverage in terms of “low-income
families” or “medically indigent persons” wherever found in the total
population. Most aged persons and other beneficiaries of the old-age,
survivors, and disability insurance pm’%mm could come within their
scope, especially if broadly defined. These proposals are therefore
included, along with proposals that are either specifically designed for
all aged persons or for beneficiaries, or that have such comprehensive
coverage that these groups are included.

This summary of proposals indicates those on which hearings
have been held.

A, REINSURANCE, POOLING, AND REGULATION

These proposals are designed to encourage the growth of voluntary
health insurance without requiring any permanent form of Federal
subsidy or tax. They therefore hold Federal subsidization to a mini-
mum, mvolving only direct Federal expenditures for costs of admin-
istration and for sums needed “o launch the proposed reinsurance
corporation. They are intended to encourage expansion of the avail-
abiﬁt}f of voluntary insurance coverage (1) through legislation waiv-
ing the antitrust laws so as to permit insurance carriers to pool their
resources in developing policies and methods for extending insurance
to substandard health risks, (2) through Federal participation in
the reinsurance, and (3) through Federal regulation of interstate
insurance.

1. Reinsurance and pooling

Existing antitrust laws constitute a barrier to collective efforts of
groups of private insurance carriers who might wish to pool their
experience and technical know-how and their financial resources in
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the development of new policies to cover unusual risks. Amendment
of the antitrust laws has been suggested by the Secretary of Health,
Education, and Welfare.

A bill whose purpose was “to encourage the extension and improve-
ment of voluntary health prepayment plans or policies” was intro-
duced in the 2d session of t].i‘m 84th Congress. It authorizes the
Secretary of Health, Education, and Welfare, after consultation with
the Federal Trade Commission and approval by the Attorney General,
to approve voluntary agreements between certain private insurance
organizations to make available new or improved types of insurance
coverage.'

While the population groups affected were not spelled out, pro-
ponents of the proposal believed carriers might be more willing to
experiment with coverage of substandard risks such as the aged or
those with disabling econditions if they were able to take collective
action to develop such policies. Experiments in coverage of rural
and low income families might also be undertaken.

Improvements in benefits could be tried, such as the sale of more
noncancellable policies, extension of existing benefits, major medical
expense policies, and the like.

No Federal funds were involved in this proposal. The insurance
carriers would fix their own premiums.

The following congressional bills embodied this proposal:

Year Congrass Session Bill No. Eponsors
R e R e o BEHCIBIE. Pricst.
D o ) R By SRS Rt [ T 0 T b | e Thompson,
L e | A (R ¢ RS 8. 4172, . ceeecincneea..| Hill and Smith.
by T e e L e S Both. | st ] HR. 480 ... ..| Thompson,
S e e e T VAN e s e L e | R S ST T Tl amvd Smith,
L e i R e Ath. . .- s - ARt B - i AR LT RS R Harris.
e e LT 1 PEREREE (5 SRSl Lo R M | SRS Wolverton.

8. Federal Reinsurance Corporation

These proposals contemplate the formation of a federally operated
reinsurance If)tmd to which the Federal Government would make an
initial eontribution and to which insurance carriers would contribute
a small percentage of their premium income. The fund would provide
partial indemnification to the companies for extraordinary losses ex-
perienced under those health insurance contracts which were reinsured.

As first roughly outlined in a proposal made by Mr. Harold Stassen
in 1950 the reinsurance fund would have repaid msurance earriers for
a portion of any hospitalization claims exceeding a maximum such
as $1,000 and for medical-surgical bills above a certain maximum.
Bills actually introduced in Congress have taken three forms.

(@) The 1950 Wolverton reinsurance proposal.—Congressman Wol-
verton’s proposal embodied the Stassen sulggestions with some addi-
tional features. It contemplated a Federal Health Reinsurance Cor-
poration. Nonprofit organizations could reinsure their health service
contracts with this corporation for a premium if these contracts met

1 Algo the 1957 proposal applied only to nonproflt plans and to the smaller commercial
companies (defi as companies paying out less than 1 perecent of all health insurance
benefitzs or having leas than 0.5 percent of the assets of all health insurance companies
and plans in the United States).

35602—bh—-08)
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some specific criteria as to population groups covered and benefits of-
fered. Separate funds to remsure hospitalization and medical care
were to be established. The reinsurance could be invoked and the cor-
oration become liable for 6624 percent of each claim in excess of
51 000 for any 12-month period for any one individual.
ubseription charges for the contracts were to be related to sub-
seribers’ incomes, to encourage participation of low income families.

The benefits contemplated were as follows: Six months of hospital
care per year with the suberiber himself to pay 5 percent or $1 a day
whichever was less as coinsurance; 95 percent of physicians’ charges
in lm!-.i%:it.ﬂlizml cases; 12 visits with a doctor in his office or at home
with the subscriber paying out-of-pocket 25 percent. The scale of
charges to be paid by the insurer was to be fixed; the doctors were
to agree not to make an additional charge of more than the 25 percent
the subseriber was to pay directly. The plan did not cover the first
visit to the doctor.

The sources of financing the reinsurance corporation proposed were
$50 million from Federal general revenues divided equally into the
hospital and the medical care funds, and 2 percent of gross premiums
received for health service contracts.

The following bills embodied this proposal :

Year Congress | BSession Bill No. Sponsors
] R e o mminon i e e R e P rwan nnna ] T e AT S e m e mmnmincn Wolverton.
I e e e o B R L H-B-oMe o D,
1 R e e Sith__. ... | |- ot W | Wy TR | SRR T D,
1k o S T e A e B L e e | R ] D,

{E? The 1954 administration proposal—The administration’s pro-
posal for reinsurance departed from the earlier concept of repaying
msurance carriers a portion of an individual’s large claims an ealt
with a carrier’s average losses which resulted when the plan paid out
more than it received in premiums. Both nonprofit and commerecial
msurance companies could participate.

Encouragement of underwriting major medical expense was antici-
pated as well as broadening of basic benefits, noncancelable insurance,
etec. The 1954 proposal would have established a reinsurance fund
which would pay 75 percent of a plan’s losses on reinsured contracts
that exceeded the premium income of the contracts less 87.5 percent
of the administrative expenses predetermined for the contract. The
Federal Government would lend the fund $25 million which would
eventually be refunded from reinsurance premiums. Premiums of
unspecified size (but 2 percent of reinsured premium income was dis-
cussed) would be paid by the carriers to the fund.
b'l']I‘}m 1954 administration proposal was introduced in the following

ills:

Yoear Congress Hesslon Eill Ko. Sponsors
T T e e Bl H R AR e Waolverton,
106 - T e s R o BRI e Ives, Flanders, Purtell,
%ﬂpﬂr, U!}smsh
TEUS0T, Bush,
and Saltonstall,
b L B R e e e e itk b e HER S e Wolvertomn.
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There were hearings on H.R. 8356 in March, April, and May 1954
and on 8. 3114 in April 1954. The House Committee on Interstate
and Foreign Commerce reported out H.R. 8356, but it failed to carry
and was referred back to the committee, which took no further action.

(e) The 1955 administration proposal.—A revised version of the re-
insurance Pl'ﬂI;lUEﬂl of the 83d Congress was included as title I of an
omnibus health bill introduced in 1955. The reinsurance fund was
divided into four parts and each separate fund was to receive an
initial $25 million in Federal money to launch it. The four funds
dealt with: (1) plans for low and average income families, (2) major
medical expense contracts, (3) plans specifically designed for rural
areas, and (4) certain other plans.

Other features, including the terms of the reinsurance premiums
and the claims formula, were the same as in the earlier administration
proposal,

A type of contract providing a wide range of benefits but with
coinsurance features was included for low income families.

Under the 1955 proposal, the Federal Government would contrib-
ute up to $100 million which would eventually be paid back. Partici-
pating insurance companies were to pay the fund an unspecified per-
centage of their premium income as reinsurance premiums.

The following bills embodied the proposal :

Year Congress Hesslon Bl Mo, | Tileor Sponsor
nl‘hﬂraﬂ

BOSS- - oo L IRl HROMRS - e T L] Prisst
o) D CEEESSRERE [ | - I B | S H.RE. 3730, .|.....do.._.__.| Wolverton.
11 e R |f | | |1 A p - TRl B BBS. e vinnfemmealdfie.. =] Bmith and others,
1 e e R Bt s 11 S Sy | R SRR S Hill and 8mith.
111 e ot ] I || St ] - | RS S [ = Ty
1117 o) 2 | B 1 |- |- - i M ) [ L Wolverton.

3. Federal regulation

In 1956 and 1957 three bills were introduced in the House of Rep-
resentatives whose purpose was to encourage improvements in avalPl-
able voluntary health insurance policies, and thus indirectly to pro-
mote the spread of such protection. ‘The method proposed was to
prohibit the issuance of health insurance policies which could be can-
celed after a stated period for any reason other than nonpayment of
premiums. The prohibition 'wuulnf apply to insurers engaged in inter-
state business,

Though applicable both to group and individual policies, the pro-
hibition would be most meaningful in relation to individually pur-
chased policies. Such policies are frequently the only ones older
persons, rural residents, widows and the self-employed can purchase.

(Bills of similar intent have been introduced into several State
legislatures, notably New York and Oklahoma.)

Bills introduced in sessions of the U.S. Congress were as follows:

Year ‘ Congress Session Bill Neo. Sponsors
y |17 0 e LTS DT | Bith L 1 BRI Christopher.
T e e #5th ..o It R 1o,
0 e e i S s S 85th. ] R e HE. 6M]1.....c0cee-..| Rhodes,
| e e e R a5th. . ... 126, e | LR 0BT e | Chiristophier:
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B. FEDERAL SUDRSIDIES TO FPRIVATE CARRIERS

In recognition of the problem to low-income groups, including the
aged, of financing their own voluntary health msurance premiums,
there have been a variety of proposals whose aim is to provide a form
of Federal subsidy for either part of their premiums or the excessive
cost of the care they will require, or both. : ) y

The purpose of these proposals is to make possible the inclusion
under voluntary health insurance of groups inadequately represented
in the existing enrollment without excessive financial burdens on those
with low incomes and without either a differential premium on high
cost risks or higher premium rates for the entire enrollment.

1. Flanders-ITves proposal

This proposal, incorporated in a series of bills introduced during
the period 1949-55, would have built on existing nonprofit plans sub-
sidizing them from Federal funds indirectly I;hr-::nu%h State plans.

Among its more important features were (1) scaling of premiums
to income; (2) encouragement of expansion of coverage and improve-
ment in the scope of benefits by subsidizing premiums of low-income
faniilies and losses incurred from above average risks; (3) recogni-
tion of the fact that existing prepayment plans vary widely in the
scope of the benefits they provide—the program was designed to be
adaptable to the existing level of voluntary health insurance benefits;
(4) costs reflecting local seales of payment to hospitals and providers
of services; (5) State operation and control of the program; (6)
development of health serviee areas.

The bill did not attempt to secure uniformity of prepaid protec-
tion throughout the Nation, or even within a given State, leaving the
:sml_rle l?lf benefits to be determined locally in relation to those locally
avallable,

Any resident of a State having an approved State plan would be
eligible for participation. Eligible persons could request payroll
deductions for premiums. Premiums could be paid on behalf of

welfare clients.

" The bill spelled out a rather complete list of personal health services
which might be provided including hospital room and board, services
of physicians, (iuantists1r nurses, and other auxiliary personnel, and
related drugs, appliances, and ambulance service.

The regional health authority was to determine for its locality which
of the benefits spelled out above might be included in contracts with
prepayment plans in their local area. The regional health authority
and each local prepayment plan would then enter into a contract
for specific benefits selected from among these. The premiums estab-
lished under these contracts were to be determined by the relationship
of the benefits afforded to a so-called cost norm, priced to provide
fairly complete coverage of physicians’ services and 30 days of hospital
CATE Per Person per year.

Financing the costs of the benefits agreed on would involve funds
from three sources—subseriber premiums which would be related to
family income as well as benefits insured ; State and local subsidies to
bring actual premium income up to an “allowed cost”; and Federal
grants to the States, varying according to the State’s per capita income,
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to shmr{a one-third to three-fourths of the subsidies paid to the prepay-
ment plans.
Under the Flanders-Ives proposal, the local prepayment plan could
provide either service benefifs or cash indemnification of the claimant.
The following bills embodied this proposal :

Year Congress | Sesslon Bill No. Bponsors
i b SRR SIS S SR 11| R | 1 < - S5 | e e T T T T
P R A | HE R AN o Case of New Jerzey,
H. K. 4924, Fulton, Hale, Her-

tor, Javits, Morton,
and Nixoo.

L ML U o Blst. 15t e DT e e Auchincloss.

I e e T Bad Ist H.R. 144 TN T,

b1 1 T X o LT Ist BB ceeiceee=e| Flanders and Tves.

A e e s e ! | BEd. .. Lst 1 e Hale.

1953, .. o 15t HoB. . s Javits.

L e L] PEDE 1 1) SRR B S L L e e Beott.

MBRGE Re Eth__ Tsboooaeoo| B oo oo | Cageof New Jersay,
Flanders, and Ives,

T Y Y W 21T 4 ) S HE. 8. .. ... .....| Beott.

Hearings held in June 1949 included testimony on S. 1970; hearings
were held on H.R. 4918 and other identical bills in July 1949,

2. Hill-Aiken proposal

These bills (1949-53) were intended to provide voluntary health
insurance for persons unable to pay part or all of the usual premium.
Each State was to establish a State agency which would administer
the means test. It would collect the portion of the premium from
persons able to pay part of the cost, and pay the insurance plan the
entire preminm with respect to all such insured persons. The State
agency would reimburse the P{J]an for payments made to hospitals,
ete., for care of persons certified as e]igib{: for State payment (i.e.,
unable to pay any of the cost).

The plan contemplated service benefits covering 60 days of hospi-
tal care per year; surgical, obstetrical and medical services in Em
hospital; and diagnostic and outpatient services in hospitals or
diagnostic clinies.

Of the public outlays for low income groups paying none of their
costs or only part of their premiums, the e,dernf Government would
Emvide from one-third to three-fourths (depending on the State’s

nancial ability) and States and localities would share equally the
remainder.

It was specifically provided that persons eligible for State payment
were to be issued “membership cards,” indistinguishable from those
of lar members,

This proposal was introduced in the following hills:

Year Congress Hession Bill Wa, Bponsors
T e I e SRR e 1 1 el (B 1 R Rl S g Hill, O"Connor,
Withers, Alken, and
3 Morze.
- R e SRS TR [ RSt e [ R [ - B | bl Do R o T R
| e T o L ek o T o [ IR | - - e SR O T o,

Hearings were held on S. 1456 in May and June 1949,
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. PFEDERAL GRANTS FOR SETATE HEALTH FPROGRAMS

Propoesals for Federal grants to State-operated medical care pro-
reams lay out only broad outlines of the type of program envisaged,
eaving to the States the specific provisions,

1. The Wagner proposal of 1939

The coverage of the Wagner proposal of 1939 was in terms of all
sersons included in benelits of those State plans approved by the
Social Security Board “for extending and nnproving medical care’:
persons living in rural areas and those in greatest need were specifi-
cally mentioned. Similarly, the benefits contemplated were to be de-
termined by the States in plans approved by the Social Security
Board and could include “all services and supplies necessary for the
prevention, diagnosis, and treatment of illness and disability.”

State funds were to be provided according to a variable matching
formula, but no Federal matching was allowed for so much of the
State expenditure as was in excess of $20 a year per individual eligi-
ble for medical care.

The method of paying the providers of services was left to the State.
~ This proposal was included in 5. 1620 (76th Cong., 1st sess.) intro-
duced by Senator Wagner in 1939. There were hearings on this bill
in the period, April to July 1939.

2. The Capper bills (1939-41)

The Capper bills were designed to foster State programs of medical
care for lower income workers with coverage, for most of them, on a
compulsory basis. The population groups to be covered were to be
determined by the State, with workers’ contributions related to their
meome and with Federal financial participation limited to persons
with lower earnings.

Minimum benefits to be provided in approved State plans were
specified. Details differed in various versions of the proposal but, in
general, these included general practitioners’ services in the home,
office, and hospital, most dental services, home nursing care, maternity
care, and, if preseribed, hospital and specialists’ and laboratory serv-
ices and care.

Contributions wounld be made to a health insurance fund in each
State by the Federal and State Governments, by compulsorily covered
workers and their employers and by other workers requesting volun-
tary coverage. While details differed, each of the bills introduced by
Senator Capper (5. 658 in 1939; 8. 3660 in 1940; and S. 429 in 1941)
provided that the amounts of workers’ contributions would vary di-
rectly with their incomes, with compensating increases for the lowest
income workers from either employer or State-Federal contributions.

The method of paying the providers of care would be determined
by the States or by local areas within the States.

3. The Taft bills (1946-49)

Another proposal in which Federal grants would be used for State-
operated programs was embodied in the Taft bills of 1946—49. In
these proposals it was recognized that the State-operated programs
might utilize voluntary health insurance in the provision of service.
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The Taft proposals would have covered all those families and indi-
viduals in the State unable to pay the whole cost of needed medical
and dental services.

Federal grants would be made to each State, on the basis of State

pulation, to carry out surveys of existing medical, hospital, and
,ﬁgnml services and to formulate “in detail” a 5-year plan for extend-
ing such services to persons unable to pay. The Federal share was
tn%e matched by each State.

Federal matching grants for carrying out approved State plans
would be made on a variable nln.tﬂhing asis, varying between 3314
and 75 faercent inversely with each State’s per capita income.

Total contributions from the State and from local governments
could not be less than their expenditures for medical services to the
covered groups prior to initiating the program and not less than
the difference between the Federal grant and the cost of the approved
State plan, Contributions from private institutions were allowed.

Collection of part of the costs of services from those patients or
their families ab?e- to pay part of such costs could be provided for in
the State plan.

Each State might choose any one (or a combination) of several ways
to provide and to pay for services to eligible recipients. Use of non-
profit ]ivrepuymﬂnt plans as insurers or agents an(}) the reimbursement
of local governments and private, nonprofit organizations for services
rendered to eligible recipients were mentioned.

This proposal was embodied in the following bills:

Yaar Congress | Sesslon | Bill No, Bponsors
it B S e R Lt Hee g Rt 8, 2143..| ‘Taft, Smith of New Jersey, and Ball,
T iy S B TERT BT TSN 8. 5456_..| Taft, Smith of New Jersey, Ball, and Donnell.
PRI e i B e s | e e 8. 1881__| Taft, 8mith of New Jersey, end Donnall,

There were heari on S. 545 in May, June, and July 1947 and
January, February, May, and June 1948, Hearings on S. 1581 were
held in May and June 1949,

4. The Lodge bills (1940-49)

This proposal restricted the subsidization fo certain high-cost drugs
and medical services and would not have covered huspitaﬁzaticm costs.

The population gl‘m;lz affected was described in terms of “such per-
sons as may require ‘X-ray services, laboratory diagnostic services,
respirators, and the drugs useful in treating or preventing the listed
diseases’ and such other infectious or chronic diseases as the Surgeon
General may from time to time preseribe.”

Federal grants to each State would constitute one-half of all funds
spent under the State’s plan. Conditions under which recipients
would pay for part of these services, while not mentioned in the pro-
posal, could presumably be specified in State plans and could inelude
use of voluntary health insurance plans.

Senator Lodge introduced the proposal in 1940 (S. 3630), 1947 (S.
678),and 1949 (S.1106). There were hearings on S. 678 in April 1948
and on S. 1106 in May and June 1949,
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D NATIONAL COMPULSORY INSURANCE WITH STATE OPERATION

A series of proposals for a national compulzory system of health ben-
efits was introduced by Senators Wagner and Murray and Congress-
man Dingell during the period 1943-57. These proposals provided for
the setting np of a separate account in the U.S. Treasury and for pay-
ments to this account computed as a percent of the taxable earnings of
insured persons.

The compulsory coverage of the proposals included almost all em-
ployees an Self-mrlplﬂjeg in private pursuits, Federal eivilian em-
ployees and annuitants, and persons entitled to OASDI benefits, and
their dependents. Groups not compulsorily covered, such as recipients
of public assistance, the unemployed, and certain persons in temporary
employment. (and their dependents) could be insured for any periods
for which payments were made by or for them or for which guarantees
of payment were made by any local, State, or Federal agency.

The benefits proposed included almost all physicians’, dental, and
home nursing services ; hospital services for periods up to 60 days per
beneficiary per year; prescribed auxiliary services and appliances and
usually expensive drugs, All benefits except general practitioner and
dental services wonld be available only be referral or prescription.

Since the Wagner-Murray-Dingell proposal was introduced as a
health rather than a tax measure, the exact methods of raising Federal
revenues to finance the benefits were not specified in the bill itself.
However, the bill was so drafted as to make it clear that revenues
would come, in the main, from payroll taxes.

The proposals contemplated administration by the States as agents.
Any State could assume responsibility for administering the specified
benefits within its boundaries by submitting to the National Insurance
Board a plan which eomplied with listed provisions in the bill. The
National Imsurance Board could itself administer the program in
States without approved plans.

Federal authorities would divide funds among the States on the
basis of population, availability of health resources, and differin
costs of services in various areas. State administrative agencies w:mlﬁ
contract with providers of care and fix rates of payments for services;
State agencies would pay providers’ bills or might utilize local health
region officials or nonprofit voluntary prepayment plans as agents for
making such payments. Physicians would select the manner in which
t-h?}; would be reimbursed, whether by fee-for-service, capitation, or
salary.
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This proposal was included in the following bills:

&
Yimr Congress | Session i nomber Epnnsrs

I, § O | TSR [ .« SRR (- y [ - Wagner and Bureay,

e e R s Tl P HCRCRAE Y Tringell.

L e iy L o R B - AR e ek 1,

17 e e, MM | TR 1)t S - 30 1 Wagner and Mormy.

7 L e i d i iy, || HEEe) (" e e -V e S e D,

i T Rt SR AR = Toth.. . i R HR. 470 .. | Pingell

12 e e e o Sl U - | e o s R o130 e el | Wapmer, Murray,
Pepper, Chaver,
Tavlor, and
MeCirata,

R e e il 1| || Bl L T S H.R. M. . .| Dingoell.

T o T i e BOth. ... v S R 8570 . ___[ Caller:

{1 e RO ) 1) R T IS |- SR el R T g |y
Peppor, Chaves,
Taylor, and
Medirath.

A S e R LR L Coller.

| R e e ot e Ll [ T A ) [ | S 15y L e R e D¥ingell.

N e e e R e N s B L s e e P W Rger - Moy
Pepper, Chavez,
Tavior, McGrath,
Thomaz, and
Homphrew,

1P U S RS S M) | [ e M 18t LR 312 oo oo coac | Bleafller.

vt LG T I e, SN R T Sl | 1 v HR. 403, .......| Dingell.

4 P S e e | L g R R R IR Ry IR Bogtimne,

I e e i Rl B SRR | - b - SR - SRR S B[ | oA

| e A B R SRR P LR [ R pn ) SRR 6 - h -l T R SR Dingell,

11 e s B o D e o Y [ | "V |1 - |5 -8 | e Lo,

L R e T i T el B T I ST (0 e o e e Tro.

A R Rt 7y e T B T LR (- e :\1urmiar.

{1 A R N R L Bhth: . - 1 eSS 12 el SR R e Dingell.

UThese 1043 bills called for Federal administration rather than through-a State plan.

There were hearings on S, 1606 in April-July 1946; on 8. 1320 in
May-July 1947 and January, February, May, and June, 1948; on S.
1679 in May and June 1949 ; and on H.Ii. 4312 and H.R. 4313 in July
1949,

E. FEDERALLY OPERATED HEALTH INSURANCE

Various proposals have been made over the years for national health
insurance operated by the Federal Government. These include a pro-
posal for voluntary insurance, one which combines compulsory cov-
erage for workers with low earnings with volunt coverage for
others, a proposal for compulsory hospital insurance for persons cov-
ered by old-age, survivors, and disability insurance and one for benefi-
elaries of that system.

1. National Voluntary Health Insurance

As proposed by Senator unt in 1950 in S. 2040 (81st Cong. 2d
sess.), any individual who, with his dependents, had an annunal income
of $5,000 per genr or less, who applied for the insurance, and who paid
the preseribed premiums would be covered along with his dependents.

The benefits contemplated included medical, surgical, and dental
services regardless of location: home nursing care; Tmspltal care and
related services for up to 60 days per person per year; such auxiliary
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services as laboratory tests, X-ray, diagnosis or treatment, op-
Eﬂﬁ;trists’ services, appliances, unusunally expensive drugs, and so
orth.

The program would be administered by a National Health Insur-
ance Board with the Surgeon General as chairman and four additional
appointive members, within a proposed Cabinet-level Department of

ealth.

Insured persons would be free to select and change physicians,
dentists, hospitals, and so forth,

It was proposed that a Personal Health Insurance Account be cre-
ated in t]l;)e 7.8. Treasury. All premiums, as set by the National
Health Insurance Board, would be paid into this account. Reserves
in the account could be invested in the same manner as those of the
Federal old-age and survivors trust fund. Congress was authorized
to apgrnpriate additional money to the account when needed to carry
out the program. No participation by State or local governments or
private organizations is indicated in this proposal.

Payments to the providers of medical care benefits were to be made
directly from the personal health insurance account under regulations
pmmufgated by the National Health Insurance Board.

2. National health insurance combining compulsory and veluntary
coverage

In 1938, Congressman Treadway introduced this proposal in H.R.
0847 (75th Cong., 2d sess.). Compulsory coverage was proposed for
almost all employees (including dependents) earning $1,800 per year
or less (agricultural employees excepted ), with voluntary coverage for
all other persons.

The proposed benefits included almost all physicians’ services: hos-
pital services up to 10 consecutive weeks per illness per person; “nec-
essary” drugs and laboratory and diagnostic services. Services for
diagnosis and treatment of any disability or disease for which public
care was available “free” or “at nominafahar es” or for which some
agency or other person was required to pay would not be included.

Each employee covered mmpulsm‘hy would contribute 2 percent
of his remuneration, but not less than 35 cents per week nor more
than 70 cents per week or $36 per year. IHis employer would con-
tribute 1 percent of such employee’s remuneration, but not less than
20 cents per week nor more than 35 cents per week or $18 per year.

All voluntarily covered persons would make sufficient contribu-
tions, as determined by Federal authorities, to pay benefit and ad-
ministrative costs for such persons.

Moneys would become part of a “health insurance fund” operated by
a “Health Insurance Commission” set up as a public corporation to
administer the plan.

The Commission could pay physicians on a salary, a capitation,
or a fee-for-service basis, except that, if fees were paid, maximum
amounts, based on the number of patients, would be set and fees
prorated accordingly.

Workers in any industry having a private medical services in-
surance plan would be excepted from compulsory coverage if the
private benefits were at least equal to those under the public plan.
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self-employed. The amount of the additional payroll tax would,
of course, depend on the exact benefits proposed. The level premium
cost of the Forand propoesal for hospitalization, nursing home and
surgical benefits was estimated at one-half of 1 percent of covered
ayrolls.
E ‘he earliest proposals contemplated that the program would utilize
the States, and preferably the State public health agencies, as ad-
ministrative agents. Only in a State which did not effect an agree-
ment to administer the program would the overall administrative
functions be performed federally. (Necessary regulations rﬁlating
to the program in general and determinations as to an individual’s
insured status would, of course, be made at the Federal level.) Asa
result of the post-1952 development of national Blue Cross contracts
and the implementation of Medicare, more recent proposals have
contemplated national administration of the hospitalization benefits.
The following bills have embodied this proposal :

Year Congress Bessfon Bill Number Bponsor
L e e ) [ S e TR 3] | T S R R Murray.
P s e AR S D o H.R. M8 .. _________| Ivingell.
B et e T e e | A R T e R
1L R S R s S e el bl -y [t |y ) e e e H R e Dingell.
L e e i e s AR L it | S e g IR, 300 e || Celler,
[ v, P et T R R St o 1% PR ] o | i e | WS T B e Murray, Humphrey,
and Lehman,
T e R e |y 1 L PR By | e HE 638, . . _-..._...]| Coellar,
RS TS S S IR T RS W | SR e ¢ RS S T TR T
O s S o e P s sonae | ] s e X R Ba88. e Do,
L, 0 P e e LS i, T e s B B H.R.0080______.._.___| Metealf.
PPN e e R e e it R s [ SRR [ © R L [ e Celler
| e e s e ) i i By ) el s R | s Dingell
L RS L R S T TR T SR RRTRRER I ¢ oy LR wemmnea] JtObOTES
3 U, R o P SRR S | o | maal oy 1| ety R g8 1 T cemmnee| Forand

I Includes provizsions permitting States to extend hospltalization coverage {0 nonknsured aged persons,
! Includes nursing home benefits and surgery. +

Hearings before the IHouse Committee on Ways and Means on all
titles of the Social Seeurity Act, in June 1958, included testimony on
H.R. 9467.

Aveexpix C

From report of House Ways and Means Committee to accompany
H.R. 13549, Social Security Act Amendments of 1958 (85th Cong.,
2d sess., H. Rept. 2288, pp. 6 and 7) :

Your committee is very much aware of the problems faced by the aged in
paying for hospital services and nursing home sgervices. A number of hills
introduced in the 85th Congress would broaden the old-age, survivors, and dis-
ability insurance program to provide for payment of the cost of hospitalization
and nursing home services for beneficiaries under this program. In the recent
public hearings that your committee held on social security, a number of wit-
nesses testified on these proposals.

There was considerable testimony to the effect that, under existing arrange-
ments, insarance against the cost of needed hospital and nursing home services
iz ont of reach of many older people, There appearsz to be a need for making
this protection available to older people. Your committee believes, however,
that more information on the practicability and the costs of providing this kind
of protection through various metbods should be available before it entertaing









