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National health insurance has been de- 
bated for so long now, and there has 
been so much talk about the politics of 
national health insurance and the details 
of one plan versus another, that it seems 
to me it might be helpful to go back to 
fundamentals-to review the bidding. 
What is national health insurance all 
about? 

1) The most important objective of na- 
tional health insurance is to make sure 
that everyone can get good medical care 
at a price he or she can afford. This may 
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at a price he or she can afford. This may 

seem obvious but it needs to be repeated 
because in recent years other important, 
but nevertheless subsidiary, objectives 
have almost stolen the show. In dis- 
cussing national health insurance today 
we hear almost as much about the objec- 
tives of cost control, the improvement of 
the quality of care, and changing the sys- 
tem to make it more responsive to pa- 
tients' needs as we do about removing 
the economic barriers to the receipt of 
care and the protection of the patient's 
pocketbook. The subsidiary objectives 
are of great importance, but I doubt if we 
should be talking about a national health 
insurance program unless we are con- 
cerned principally about protecting the 
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individual against the cost of care and 
the equity question of making adequate 
medical services available to all. 

2) In spite of the current intellectual 
fashion of arguing the contrary, national 
health insurance assumes that medical 
care is worth having. Although it is use- 
ful to examine how effective some 
personal medical services are-and, 
indeed, whether some of them do more 
harm than good-the desirability of 
having medical services available is 
not open to serious question. By and 
large, even the most skeptical critics 
of American medicine seek medical ser- 
vices for themselves and their families 
and so confirm the widely held belief 
that such services are useful in the pre- 
vention of disability and premature 
death, the relief of pain, the reassurance 
of those who are ill, and the promotion 
and restoration of health. Overall, ge- 
netic and environmental factors and per- 
sonal habits may have more effect on 
health than medical care services, but 
that is not inconsistent with the con- 
clusion that medical care frequently does 
make the difference between sickness 
and health and life and death. And it is 
this conclusion that makes ability to pay 
an unacceptable way to ration medical 
care in a democratic society and leads to 
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the national health insurance objective of 
making good medical services available 
to all. 

3) Theoretically, the objective of uni- 

versally available medical services could 
be achieved without national health in- 
surance. If we had a comprehensive 
means-tested program, we could remove 
the economic barriers to care without in- 
surance. So why not an extended Medi- 
caid program as the solution to our prob- 
lem-let the government take care of the 
poor and other people take care of them- 
selves? 

The major difficulty with this is that it 
is not only poor people who are con- 
cerned about their ability to buy care. 
Most American families do not have 
enough savings to face the prospect of 
extended illness with equanimity. No 
one wants to use up his or her resources 
as the price of becoming eligible for a 
plan based on a test of means. At any 
one time the economic barrier to obtain- 
ing adequate medical care may affect 
only a minority of the population-the 
poor-but a very high proportion of 
working people, including those who are 
quite well-off, are concerned that the 
cost of illness may wipe out what sav- 
ings they have and push them into debt. 
No, the perceived need is for insurance, 
protection before one becomes poor, 
and that perception is just about uni- 
versal. 

Then, too, most people are quite reluc- 
tant to depend on means-tested pro- 
grams such as Medicaid for other rea- 
sons. The adequacy of such programs ex- 
pands and contracts with the politics of 
the budget process, and very often such 
programs provide second-class care. For 
example, less than half the physicians in 
the country will take Medicaid patients 
because, to save money, Medicaid pays 
far less than the going rate for medical 
services. Thus people are quite correct 
in believing that a means-tested program 
alone will not serve them adequately. 
National health insurance is a way of re- 
moving economic barriers to care for the 
poor, but it is also a way of seeing that 
other people get care without becoming 
poor in the process. 

4) "All right," one might well say, 
"everyone needs insurance, but why 
isn't private insurance enough? Why a 
government plan?" Private insurance 
protection is much more widespread 
than it used to be and has made a sub- 
stantial contribution to the objectives of 
removing the economic barriers to care 
and protecting people against the cost of 
care. Group insurance, usually automati- 
cally accompanying employment with a 
particular employer, can do a good job 
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for the individuals covered. Federal em- 
ployees, for example, are well protected 
and so are auto workers and many other 
people employed in large industries. 
Why can't we just count on the expan- 
sion of private insurance to do the whole 
job? 

The problem is that the protection is 
only as good as the industry can afford. 

there must be a national plan, in all prob- 
ability some of the protection will contin- 
ue to be furnished by private insurance, 
providing either supplementary pro- 
tection to a basic government plan or 
possibly, under government regulation, 
providing the entire coverage for most 
groups. Although there is much argu- 
ment about the proper government and 

Summary. The primary objective of national health insurance is to make sure that 
good medical care is available to everyone at a price he or she can afford. Any plan 
when first adopted will have a role for both private and government insurance but, 
regardless of the mix, the combined system should meet the following goals: (i) to the 
extent possible the needs of low-income people should be met through plans that 
cover others; (ii) the part of the plan to be operated by government should be built on 
the administrative structure of Medicare, but with changes in reimbursement to en- 
courage more efficient delivery of care; (iii) direct capital and manpower controls 
should be included; and (iv) rather than acting primarily as an insurer protecting 
people against the cost of medical care, the plan should be an aggressive buyer of 
health services, defining the product it is willing to buy and the price it is willing to pay. 

Private health insurance is a business. 
The carriers provide what unions can get 
at the bargaining table and what a partic- 
ular industry or company can pay for. 
There is very little pooling of risks from 
one employed population to another. 
The auto workers and manufacturers 
(and purchasers of automobiles) do not 
contribute, say, to plans for laundry 
workers. The predictable result is that 
many millions of Americans have no 
medical insurance where they work, and 
many millions more who do have such 
protection have inadequate protection. 

Moreover, group coverage tied to the 
place of employment has certain inher- 
ent weaknesses. It is not suited to cov- 
erage of the self-employed, household 
employees, most farm workers, and 
some of those regularly outside the labor 
force-say, widowed mothers staying 
home to care for young children. Then, 
too, continuity of coverage may be af- 
fected by unemployment, changing em- 
ployers, retirement, and disability-all 
changes in status which affect not only 
the worker but members of his family. 

And individually sold health insurance 
policies are not an adequate way of fill- 
ing in the gaps in group plans because in- 
dividual policies are much more ex- 
pensive to sell and to administer. In some 
commercial plans only 50 percent or so 
of the premiums paid for such policies 
actually goes for health care. Individual 
health insurance is just an inefficient 
way of providing protection. 

It is clear that only a national plan can 
guarantee that the population as a whole 
is covered by adequate health insurance 
without regard to changes in status and 
at a cost that people can afford. Although 

private mix, there seems to be little 
disagreement about the desirability of 
achieving universal insurance protec- 
tion. Let us, then, proceed to discuss 
some of the elements that need to be 
taken into account in planning a univer- 
sal program, particularly that part of the 
plan to be provided directly under gov- 
ernment auspices. 

The Administrative Structure 

It sometimes seems to be forgotten 
that we have had a national health insur- 
ance system for the last 12 years. There 
are many things about Medicare that can 
and should be changed but, by and large, 
it has fulfilled its purpose, and it has been 
well administered (1). Medicare has re- 
lieved older people and disabled people 
of the major expenses connected with 
hospital care and, to a lesser extent, with 
the cost of physician treatment. And it 
has done so in a way that protects the 
dignity and savings of the recipient. 

Although the population and range of 
services covered by Medicare are limit- 
ed, its administration involves all the ma- 
jor functions, institutions, and health 
personnel that would be involved in an 
extended plan. Under Medicare, just 
about every hospital in the country has 
been part of our national health insur- 
ance system, and about a third of the na- 
tion's hospital costs are paid for by 
Medicare. Practically all of the physicians 
in the country participate in the program, 
and most at one time or another file 
Medicare claims for at least some of their 
patients, some of the time. Blue Cross- 
Blue Shield and a large number of com- 
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mercial insurance companies are directly 
involved as intermediaries and carriers 
in performing specified administrative 
tasks under the program. State health de- 
partments inspect and certify institutions 
for participation in the program. Then, 
too, in contrast to the situation in 1965 
when the Medicare law was passed, we 
now have in the United States a large 
number of people trained in claims re- 
view, record keeping, bill paying, and all 
the other administrative tasks that are a 
necessary part of a national health insur- 
ance system. And the administrative sys- 
tem is much more sophisticated than in 
the private health insurance plans that 
preceded Medicare: computer tech- 
nology has made a major contribution to 
good administration and much has been 
learned about the auditing of hospital 
and other records. In setting up national 
health insurance, then, we would not be 
starting from scratch. From an adminis- 
trative point of view, it is undoubtedly 
easier to move from Medicare to univer- 
sal coverage than it was to establish and 
develop the Medicare system in the first 
place. 

I think it would be wise to keep the 
Medicare administrative arrangements 
much as they are for whatever part of an 
extended national health insurance plan 
we intend to operate under direct gov- 
ernment auspices. The federal govern- 
ment would, then, continue to perform 
the functions of determining the eligibil- 
ity of individuals, maintaining records of 
utilization, overseeing the total adminis- 
tration of the program, letting contracts 
to and monitoring the performance of the 
intermediaries and carriers, establishing 
standards which institutions must meet 
in order to participate in the program, 
providing assistance to beneficiaries in 
filing claims, taking the major responsi- 
bility for information about the program, 
and doing all the other things that the 

government now does under Medicare. 
On the other hand, it seems to me it 
would be unwise for the government to 
take over the direct reimbursement oper- 
ations or directly to inspect institutions 
to determine their conformity with stan- 
dards of participation. The present con- 
tracting-out arrangements for these func- 
tions work quite well, and it is a mistake 
to spend time trying to fix things that 
don't need fixing. The use of a going ad- 
ministrative structure would prevent a 
lot of the inevitable start-up difficulty 
that accompanies a new plan; we should 
build on what we have. This could be 
done even though there is a major shift in 
program policy, as I believe there should 
be. 
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Insurance Against Financial Loss 

Versus Buying Care 

Generally speaking, health insur- 
ance-both private and governmental- 
has logically been concerned with the ec- 
onomic problem of helping people pay 
for the medical care they get. That is 
what insurance is all about-spreading 
the risk of financial loss. It is true that 
insurers try to rule out services that are 
clearly useless or injurious or too ex- 
pensive; but, by and large, the definition 
of proper care and seeing that such care 
is available have not been central to the 
responsibility of the insurer. Perhaps we 
ought to forget about the term "insur- 
ance" and talk about a national health 
plan in which the government and its 
agents would adopt the role of a buyer 
acting aggressively on behalf of the cov- 
ered population. Under such an ap- 
proach, a central task of the plan would 
be the definition of the product which it 
was willing to pay for. There would be a 
shift from the relatively passive posture 
of insurance-protecting the patient 
from having to pay for whatever care he 
gets-to a bargaining process concerned 
with what should be delivered and at 
what price. The plan should certainly not 
get down to the kind of detailed specifi- 
cations one finds in the purchase con- 
tracts let by the Department of Defense. 
Deciding in detail what medical services 
should be provided in an individual case 
is, of course, the province of the treating 
physician, but there would be specifica- 
tions. A national health plan which 
adopted the role of purchaser would 
push toward norms and guides, defining 
what is worth buying and what is not and 
negotiating with providers for a fair price 
(2). 

This approach might be acceptable 
today; it certainly would not have been 
acceptable in 1965 when Medicare was 
passed. At that time the general concern 
was that Medicare not try to influence 
how the medical care system operated. 
The concern in Congress and elsewhere 
was that this government program con- 
fine itself to keeping the economic bur- 
den of illness from overwhelming old 
people and their sons and daughters. Its 
object was to prevent economic disaster 
and to do so without questioning in any 
serious way the kind of medical care 
being delivered or how much it cost (3). 

Now, however, the atmosphere is dif- 
ferent. Although the major objectives of 
national health insurance are still to 
make good medical care available to all 
and to protect people against the eco- 
nomic consequences of the cost of care, 

any plan will increasingly be expected to 
take responsibility for preventing the 
risk and pain of unnecessary and poor 
quality care and to define positively the 
level of care it is willing to pay for and 
how much it is willing to pay. In particu- 
lar, Medicare and any national health in- 
surance plan will be expected to do 
something about the rising cost of care. 

This is not entirely a matter of specula- 
tion. Medicare, by law and administra- 
tive regulation, has been shifting from 
the relatively passive role of insurer to 
taking an increasingly active role as a 

buyer of a defined product. The profes- 
sional services review organization 
(PSRO) requirement for a peer review of 
the necessity of service and the quality 
of care is perhaps the most notable ex- 
ample of the move toward product defi- 
nition. But there are an increasing num- 
ber of instances of basing payment pol- 
icy on value and the effectiveness of the 
services offered. Medicare decided not 
to pay for body scans until use of the 
CT scanner (computed tomography) for 
this purpose is shown to be effective; 
there is legislative authority to withhold 
reimbursement to practitioners who 
abuse the program; there is now a limita- 
tion on the reimbursement of hospitals 
whose costs are out of line with those of 
comparable size and type; and capital 
costs are not reimbursed if the expendi- 
ture had been disapproved by the appro- 
priate planning body. It seems clear that 
just paying bills is not going to be consid- 
ered enough for any national health in- 
surance program and that the program 
will be judged by more than whether it 
gives financial security. In addition to 
seeing that everyone can get adequate 
care at a cost he or she can afford, the 
further question will be: "Will the pro- 
gram promote the health of the American 
people, and will it promote the efficiency 
of the health care system?" 

Looking at a national health plan as an 
aggressive buying agent for the covered 
population creates a new set of dynam- 
ics. It means, for example, that instead 
of looking to licensing laws to determine 
who can be reimbursed for what, the 
plan could decide (if it seemed desirable) 
to pay only Board-certified specialists at 
specialists' rates and only after referral 
by a primary care physician. It means 
that (if it seemed desirable) the plan 
could decide to pay for some surgical 
procedures, for example, only after a 
second opinion; and that (if it seemed de- 
sirable) expensive services requiring 
high technology or rare skill might be 
paid for only in hospitals where the 
procedures are performed frequently 
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enough so that they are performed well. 
It also means that the plan might pay ex- 
tra for a family practice service that pro- 
vided the health counseling and other 
services of a nurse practitioner. 

The point is, simply, that the plan 
would not need to pay for whatever care 
could be given the patient legally. It 
could define the product it was willing 
to buy in order to advance quality and 
lower cost. 

Then, too, a plan following the prin- 
ciples of a buyer rather than an insurer 
would take responsibility for seeing that 
the services covered were actually avail- 
able within reasonable distance of where 
the patients lived. It would not be 
enough, for example, for Medicare, as it 
does now, to pay for home health ser- 
vices if the person lived where home 
health services were available. The plan 
would have to take responsibility for 
seeing that such services were, in fact, 
generally available. 

Instead of accepting what is, the plan 
would have to decide what is good. A na- 
tional health plan which took this point 
of view couldn't leave entirely to some 
other part of government the promotion 
of a proper distribution of physicians by 
specialty and geographic area, or leave 
entirely to others the proper distribution 
of various types of institutions in relation 
to population needs. The national health 
plan itself would have to devote atten- 
tion to bringing about the configurations 
necessary for providing the quality of 
care it wanted to buy. It would be the 
responsibility of the plan to figure out 
how more primary care services could be 
delivered to rural areas and the central 
cities. Its payment policies would have 
to take such goals into account. For ex- 
ample, should fee schedules for primary 
care-instead of taking account of cost- 
of-living differences between rural and 
suburban areas-be the same or even 
higher in rural areas? The plan would 
have to devise ways of getting service to 
people in areas too small to support a 
physician, for example by encouraging 
nurse practitioners to work in such areas 
under general rather than on-the-spot su- 
pervision by physicians. The plan would 
have to design a method of reimburse- 
ment that would encourage the develop- 
ment of neighborhood and community 
health centers concerned with providing 
a variety of support services as well as 
strictly medical services. Adopting the 
viewpoint of a purchaser requires an 
amalgam of health planning and payment 
for care because a purchaser is inter- 
ested in much more than protection 
against financial loss (4). 
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The Improvement of Quality 

The role of a buyer of services natural- 
ly leads to concern about what one is 
buying. Today we make strenuous ef- 
forts to determine the safety and efficacy 
of drugs and medical devices but we 
have no organized way of eliminating 
outmoded and dangerous medical proce- 
dures and quickly substituting proce- 
dures scientifically demonstrated to be 
superior. The PSRO's today are charged 
with responsibility for setting norms of 
practice for hospitalized illness but they, 
almost necessarily, reflect prevailing 
medical opinion. There is nowhere else 
to turn. They need to be backed by na- 
tional research devoted to testing current 
and proposed medical procedures so that 
insofar as possible the PSRO's can be 
given a scientific basis for their deci- 
sions. Surely a national health plan view- 
ed as a purchaser of care on behalf of 
covered persons would want such testing 
and should be prepared to pay part of the 
cost of a good testing system. Under the 
national health plan the PSRO mecha- 
nism should be gradually applied to prac- 
tice outside the hospital and should be- 
come a way of transmitting the latest 
tested developments in medicine and a 
way of eliminating outmoded practice. 

Viewing a national health plan as a 
purchaser of care leads also to the possi- 
bility of using some of the funds of the 
system for health services research, for 
increasing the efficiency of technology, 
and even for basic research into those 
disease processes that cause great ex- 
pense to the system. Medicare will soon 
be spending a billion dollars a year on 
kidney dialysis and kidney transplants 
and it would be worth a lot to the pro- 
gram to reduce the need for such care. 

The Promotion of Health 

Nowhere is the contrast between "in- 
surer" and "purchaser" so sharp as in 
the differing approaches to low-cost 
services designed to prevent illness and 
promote health. If the object is to protect 
against the cost of care (the primary in- 
surance objective), it does not make very 
much sense to include low-cost items 
that the patient can readily pay for him- 
self (5). If the approach taken were that 
of a purchaser, however, rather than an 
insurer, the plan would cover the types 
of care that should be encouraged, 
whether expensive or inexpensive. A 
prudent purchaser for the users of health 
services would seek out-without any 
barrier of copayment-those inexpen- 

sive personal health services that have 
been demonstrated to be cost-effective, 
and would be particularly interested 
in preventive services such as pre- 
natal care, contraception, immuniza- 
tions, and various screening tests for 
groups at high risk-for example, Pap 
smears, mammography, and screening 
for hypertension. A "purchaser" would 
exploit the fact that contributory insur- 
ance is a built-in educational device for 
getting people to use preventive ser- 
vices, and would make sure that people 
knew that preventive services, such as 
the right to consultation with a physician 
at an early stage in pregnancy and the 
right to well-baby care, were part of 
what they, or someone on their behalf, 
had paid for. When preventive services 
are subject to a means test or even when 
they are "free," there is frequently the 
problem of persuading people to use the 
services. In a contributory plan, the plan 
administration can foster the attitude of: 
"I paid for it; it is mine; I want it." 

Although the scope of personal pre- 
ventive services covered at the begin- 
ning of the national health plan might be 
relatively narrow, a special board could 
be established to approve additional 
services for coverage after they have 
been tested and evaluated. Those pro- 
posals which might have important cost 
effects-either because of the costs of 
the preventive services themselves or 
because of the cost of follow-on curative 
services-ought to have congressional 
approval. For example, payment for 
physical examinations and screening 
tests at predetermined points in the life 
cycle, such as provided in the Breslow- 
Somers Lifetime Health Monitoring Pro- 
gram (6), would be a major policy deci- 
sion and ought either to be included in 
the initial legislation or added as an 
amendment. On the other hand, the plan 
ought not to have to go to Congress each 
time a new screening test is found to be 
useful. 

Other ways of tying the national health 
plan to prevention and health promotion 
should be explored. Could communities 
be given incentives to take specified 
health promotion steps? For example, 
could the payments to the health plan 
from state governments for their indigent 
populations be reduced if some specified 
percentage of the population in the state 
lived in communities that had taken 
steps aimed at the prevention of illness: 
fluoridating water supplies, for example? 
It is estimated that one-fifth of the cost of 
medical care today arises because of to- 
bacco and alcohol abuse (7). Could the 
national health plan contribute directly 
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to a reduction in the use of these sub- 
stances? Would it be feasible, for ex- 
ample, to charge a lower premium to 
those who avoided cigarettes and alcohol 
or perhaps followed other health-pro- 
moting regimens? At the very least, in 
fairness to nonusers, tobacco and alco- 
hol taxes should be increased and the 
proceeds used to pay for a part of the na- 
tional health plan. 

Health promotion is served by the 
early detection and treatment of disease. 
Thus a national health plan which 
adopted the role of a purchaser on behalf 
of the covered population would value 
improved access-both geographical and 
economic-to primary care providers at 
least as much as it would the insurance 
goal of protecting people against the eco- 
nomic consequences of very expensive 
care. If we follow the insurance concept 
too literally we will move in the direction 
of catastrophic coverage and add to the 
incentives for further development of 
high-technology medicine. If we deem- 
phasized "insurance" and emphasized 
the objectives of a health plan instead, 
we would cover not only catastrophic 
situations but primary care and pre- 
ventive services, as well, and give their 
development a much needed boost. 

Scope of Supplementary Plan for the Poor 

No national health insurance plan that 
would be proposed by any administra- 
tion (or could be passed if it were pro- 
posed) could cover all types of benefits 
from the beginning. Nor could a politi- 
cally acceptable plan cover even the ba- 
sic benefits provided now by Medicare 
without having most patients pay part of 
the cost of at least some of the benefits. 
That is, the plan would have to have 
some "copayments," as well as pre- 
mium payments, or it would just seem 
too expensive. Since low-income people 
could not make copayments or pay 
themselves for services left out of the 
plan, special arrangements would have 
to be made for them. It is desirable to 
keep these special arrangements to a 
minimum and to the extent possible in- 
clude services for low-income people in 
the same plan as the one that covers 
everyone else. 

It is difficult to prevent separate plans 
designed specifically for the poor from 
becoming second-class plans. Most of us 
have charitable feelings from time to 
time but for sustained year-in and year- 
out interest we are most likely to give 
our attention to what affects us directly. 
Everyone will be interested in seeing 
that a universal plan is a good one and 
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well administered; few will be interested 
in seeing that a special plan for the poor 
meets high standards. Low-income 
people are likely to receive equal treat- 
ment in medicine only when they are free 
to go to the same hospital or clinic and to 
the same physician under the same con- 
ditions as everyone else. 

For services covered by the universal 
plan, forgiveness of the copayment for 
low-income people could be handled in a 
way that would not reveal their identity 
to providers. The plan could make full 
payment to providers for all patients 
through a credit card system, then col- 
lect copayment later from those who can 
pay and forgive it for those who cannot. 
Such an approach has formidable admin- 
istrative problems, but it seems to me 
that the advantages make it well worth 
exploring. 

To the extent that there has to be a 
separate plan for low-income people, the 
recipients must be separately identified 
and such a plan is always also in danger 
of being under-funded. This argues for 
the universal plan including a broad 
range of services. If copayments have to 
be somewhat higher to balance the cost 
of including additional services, such 
copayments can be forgiven for the poor, 
but if mental health services, dental ser- 
vices, or long-term care services, for ex- 
ample, are not covered at all, then the 
special plan for low-income people has 
to include more. Some services will, at 
least at first, probably have to be includ- 
ed in a separate plan for those with low 
incomes-say, eyeglasses, over-the- 
counter drugs, possibly dentures, and so 
on-but the scope of the low-income 
plan can be narrow if the coverage of the 
general plan is broad. 

Reasonable people can differ on this 
issue. The important disadvantage of 
covering a broad range of services in the 
universal plan is that for any given ex- 
penditure it makes copayments higher 
for those who are not poor. At the begin- 
ning of the program there is no escaping 
copayments of some size for some ser- 
vices in any event, but the amount can be 
lower if the benefit coverage is narrow. I 
find this a difficult choice because I 
would rather not have copayments for 
most services at all. They do not seem to 
me a good way of controlling costs and 
they can be a barrier to the receipt of 
care. It is true that copayments give the 
patient an incentive to use services spar- 
ingly, but in medicine it is usually the 
physician who makes the decisions. 
Moreover, if copayments are large 
enough to prevent a patient from seeking 
medical care, they are as likely to pre- 
vent him or her from seeking care at an 

early (and cost-effective) stage as to pre- 
vent unnecessary services. In any event, 
copayments would be likely to be ef- 
fective in controlling the use of services 
for only a minority of those covered; 
those who could afford it would buy sup- 
plementary protection from private in- 
surance and fill in the copayments, and 
those who could not afford it would have 
their copayments forgiven on an income- 
tested basis. 

Nevertheless, in spite of my dislike of 
copayments, in making the difficult prac- 
tical choice at the beginning of a national 
health plan between one which covers 
a wide range of services with higher 
copayments and one which has a narrow 
range of services and lower copayments, 
I would choose the former because it is 
the better choice for low-income people. 

The Control of Growth 

A national health plan does not need to 
cost more than we would be spending on 
health care in the absence of such a plan. 
We are already spending a great deal and 
the amount is growing. In fiscal year 
1976 we spent $120 billion for personal 
health services, 7.5 percent of the gross 
national product (GNP), and we spent an- 
other 1.1 percent of GNP for other health 
expenditures. Total health expenditures 
have gone from 5.8 percent of GNP 10 
years ago to 8.6 percent today (8). With- 
out a national health plan these figures 
will continue to go up rapidly both be- 
cause more services are being rendered 
and also because the prices charged for 
services are increasing. 

A national health plan will cost more 
than we are spending today, but we 
should be able to finance services for the 
unserved and the underserved out of the 
savings from controlling the rate of 
growth. If we do a good job on cost con- 
trols and in promoting more efficient 
ways of delivering services, we can fill in 
the gaps for those who need more care 
and improve the general ability of ser- 
vices at the same time. What we cannot 
afford is continued uncontrolled growth 
and medical price increases that greatly 
exceed the general level of inflation. 

Moderating the continued increase in 
medical costs requires moderating the 
growth in services. There are undoubt- 
edly many inefficiencies in the present 
system and their elimination would make 
price reduction possible, but overall 
cost will continue to rise markedly if we 
continue to allow largely uncontrolled 
growth of expensive services. If we are 
serious about controlling total ex- 
penditures, we will need to control the 
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expansion of institutional capital-both 
hospital beds and expensive equip- 
ment-and at the same time we will need 
to increase the number of primary care 
physicians compared to those who spe- 
cialize in providing and ordering the 
most costly services. If we have the ca- 
pacity to provide more high-cost ser- 
vices than we need, costs will be higher 
than necessary. It is as simple as that. 
There is considerable evidence that we 
already have too many hospital beds (9) 
and that we will soon have more highly 
specialized physicians compared to pri- 
mary care physicians than we can use 
well (10). 

In the area of capital expansion, it 
seems to me that Title II of the Adminis- 
tration's cost-control bill is the most use- 
ful idea yet. Under the provisions of this 
part of the bill, the federal government 
would set a ceiling on the funds that 
could be spent for capital expansion in a 
particular area, thus forcing the local 
planning process to make choices. As it 
is now, there is no strong motivation for 
local bodies to turn down requests for 
capital expansion. Frequently the insti- 
tution can borrow the money, and the 
operating costs and debt-servicing costs 
associated with the expansion are, to a 
considerable extent, paid by third parties 
and spread over a paying population 
much larger than the planning area (in 
the case of Medicare, over the whole 
country). If the approval body had to op- 
erate under a ceiling and make choices 
among competing requests, we would 
have a very different situation indeed. I 
do not see anything else on the horizon 
that is likely to restrain the rate of expan- 
sion of institutional facilities and ser- 
vices. 

Similarly, the number, type, and loca- 
tion of physicians and physician special- 
ists will be a major determining factor in 
the future utilization and cost of medical 
care. Since the patient seldom is in a po- 
sition to have an independent judgment 
about what the physician says the patient 
needs, within very broad limits, physi- 
cians create the demand for their own 
services. This does not impute to physi- 
cians any exceptional degree of cupidity. 
There is no agreement on just how much 
medical care is excessive, and what the 
physician sees as desirable will expand 
with his capacity to render more ser- 
vices. Given this basic situation, it is un- 
doubtedly true that an increasing supply 
of physicians-instead of bringing down 
prices through competition (as would be 
the case in most markets)-will result in 
increases in the total bill for medical 
services. And the more specialists there 
are-compared to primary care physi- 
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cians-the more likely it is that high-cost 
services will be the ones ordered. The 
current voluntary programs of cost con- 
trol now being undertaken by the hospi- 
tals and the medical profession, while 
highly desirable, do not strike at the root 
causes of the trend toward higher and 
higher expenditures for medical care; a 
national health plan will also have to be 
accompanied by direct capital controls 
and manpower controls. Otherwise, 
medical care costs as a proportion of 
GNP can be expected to continue to in- 
crease rapidly, with or without a national 
health plan. 

Reimbursement Policy 

Although I do not consider the method 
of reimbursement the major factor in ex- 
penditure control, reimbursement design 
can be important in improving efficien- 
cy. If possible, the method of reimburse- 
ment should encourage shifting to more 
efficient methods of medical care deliv- 
ery. It seems clear enough that when 
providers collect a set per capita pay- 
ment from a defined population and 
agree in return to provide all needed 
medical services to that population (as in 
group practice prepayment plans), the 
economic incentive is quite different 
from fee-for-service practice. In fee-for- 
service, the economic incentive is to pro- 
vide additional units of care; in a group 
practice prepayment plan, since the per 
capita payment remains the same regard- 
less of the amount of service, the eco- 
nomic incentive is to spend as little as 
possible while still maintaining good re- 
lations with the plan's enrollees. Thus it 
is not surprising that subscribers to 
group practice prepayment plans, such 
as Kaiser-Permanente, have substan- 
tially lower hospital utilization rates than 
the general population. 

How can reimbursement under the na- 
tional health insurance plan be designed 
so that per capita prepayment gets a fair 
chance as compared with fee-for-ser- 
vice? One way would be to reimburse 
prepayment plans at a rate related to the 
per capita expenditures for a population 
covered on a fee-for-service basis that has 
similar characteristics to the one covered 
by the per capita plan. If a particular pre- 
payment plan were, in fact, more cost- 
effective than fee-for-service arrange- 
ments, it would then have a surplus out 
of such reimbursement which it could 
use to fill in copayments or to provide 
other additional benefits so as to attract 
more subscribers and to finance growth. 
Since the economic incentives under 
such a plan shift toward providing as 

little care as possible, it becomes impor- 
tant that the savings not be at the ex- 
pense of adequate care for the patient. 
The national health plan needs to guard 
against the possibility that enrollees of 
such a plan may not be good enough 
judges of the services provided to make 
dropping out of the plan a sufficient de- 
terrent to poor service. 

There are organized methods of pro- 
viding care other than group practice 
prepayment that need to be taken into 
account in the reimbursement design. 
For example, the neighborhood or com- 
munity health center which brings to- 
gether in one place general health ser- 
vices, mental health services, and social 
and other support services has clear ad- 
vantages for some populations over re- 
liance on individual practitioners. The 
reimbursement method needs to have 
sufficient flexibility so it can pay for such 
organized care without drawing too fine 
a distinction between what are strictly 
medical services and the services which 
give social and psychological support. 

Social services which make it possible 
for people to stay out of hospitals and 
nursing homes, such as homemaker 
services, also need to be considered in 
any reimbursement plan for the chroni- 
cally ill and the very old. It seems anom- 
alous not to pay for the services that 
make it possible for an older person to 
stay out of an institution while offering to 
pay for expensive institutional care. 

The reimbursement system for a na- 
tional health insurance plan should be 
fundamentally different from the present 
Medicare reimbursement approach. Ret- 
roactive cost reimbursement of hospitals 
and nursing homes-the method fol- 
lowed by Medicare and most Blue Cross 
plans-does not contribute to a careful 
approach to cost decisions. Within lim- 
its, the institution can decide to spend 
what it thinks is desirable and depend on 
collecting from its major payers for the 
additional cost. 

If a national health plan were broad 
enough so that most people were cov- 
ered for hospital care, it would be pos- 
sible to substitute a system of budget ap- 
proval for retroactive cost reimburse- 
ment. Under such a system, hospitals 
would know ahead of time the amount 
that they would have for operating ex- 
penses in the coming year, and they 
would have to live within the amount ne- 
gotiated. (In practice, to avoid the great 
administrative problems of detailed bud- 
get review of some 7000 hospitals each 
year, budgets that fell within reasonable 
screening guides related to the previous 
year's expenditures would ordinarily be 
approved, although all hospital budgets 
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should be reviewed occasionally.) An- 
other advantage of a budget-approval 
process as part of a comprehensive plan 
is that the plan would not have to pro- 
cess each patient's bill in order to deter- 
mine how much to reimburse the hospi- 
tal. Reimbursement would be decided 
ahead of time by the budget and by 
workload measurement during the year. 

Under a universal plan, the method of 
reimbursement of physicians would also 
need to be changed. The "customary 
and prevailing" approach now followed 
by Medicare rests for its validity on the 
idea that only a small percentage of the 
population is covered and that Medicare 
can follow along with what is charged pa- 
tients who are not under Medicare. With 
general coverage there would not be 
enough patients outside the system to 
cause any restraint on the unilateral es- 
tablishment of new fee levels by physi- 
cians. It would be necessary, therefore, 
to establish fee schedules for those phy- 
sicians and groups that continued to 
practice on a fee-for-service basis. In all 
probability a national health plan would 
have to start out paying fees at about the 
level being charged when the plan went 
into effect and with fees for varying ser- 
vices and in different localities close to 
current practice. Over time, however, 
the relations between fees charged in one 
area and fees charged in another, or be- 
tween services of one kind and those of 
another kind, could be gradually modi- 
fied in the negotiating process to bring 
about incentives for the production of 
more primary care services and the loca- 
tion of physicians in underserved areas. 

Conclusion 

The objective of seeing that everyone 
has good medical care at a price he or 
she can afford can be achieved in dif- 
ferent ways. Certain issues need to be 
faced, however, whatever form the na- 
tional health insurance plan takes-that 
is, regardless of the extent to which the 
plan is a direct government-financed 
and government-controlled plan like 
Medicare, or the extent to which it man- 
dates benefits through private insurance, 
or the extent to which there is a universal 
government plan but with options for 
employers and individuals to elect out of 
the plan. It seems to me that whatever 
the form of the plan, we should meet as 
much as possible of the need of low-in- 
come people through the plan that cov- 

ers others. It seems important to me, al- 

so, that we take advantage of the admin- 
istrative structure and experience of the 
Medicare program in designing that part 
of universal health insurance to be oper- 
ated by the government. We should in- 
clude in the plan both capital and man- 

power controls and redesign the reim- 
bursement arrangements so as to encour- 

age more efficient delivery of care. 

Finally, it seems to me that the plan will 
contribute most toward the improvement 
of the quality of care, the promotion of 

health, and the encouragement of the ef- 
ficient and responsive delivery of care if 

we give the plan the responsibility to 

purchase care on behalf of the covered 

population and not confine its role to 

paying the bills for the care which people 
have been able to obtain on their own. 
We need to have a health plan, not just 
an insurance plan. 
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