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Medical cost expert shows governmerit figures far too low

THE rrue cosT of the proposed federal henith plan
for the aged ean now be told.

If enacted into law, (he Tedernlly administered
plan paid by social sccurity laxes dachally would
cost at least three fimes what the bureauerits say it
would and eventually perhaps 10 times as much,

This i the conclusion of an authoritalive, non-
partisan analysis of the propased government health
vare scheme—one of the major cconomic and social
issues of the day.

The analysis was made by 2 nationallv respected
cxpert who has lived with healih and welfare cost
csiimates during nearly 35 yewrs of povernment
service. He has just retired after failing to porsuade
federal welfare officials to use whal he considers
realistic methods to find the cost of governmoent
health care. ' "

The authority, Dr. Barkev 8. Sanders, unle a
nuinber of the origmal cost estimaies for the U, 8.
sucial security progrom 25 vears ago. He is a medi-
cal statistician. sociolugist, paychologist and altorney.

In his analysis for NaATION'S Business, Dr.
Sanders concludes:

“On’ the basis of all available evidence, even in the

firsl yvear 1ol the prapased foderal qged healih care
proveiant Hs eoxt would Ine ol teast (hree Litmes the
estimaded cost. It i more prohable thad the muldti-
plier would e foar,”

Dr. Sanders points out thad the Prilish Nidional
Hrealth Serviee, o mere comnrechensive  socialized
medienl plan adoptled in 1948, run up expenditures
the very next vear thal were throe times Lhe cost
estimates,

Looking into the future, Dr. Sanders judges that if
the Y. 8. scheme “comes inta operalion in 1965, Lthe
capenditures for 1 years laler would surely be
more than seven times the latest governnent actuarial
estimatp, and iU is probable that it would be 10 times
more in terms of 1964 dollars.”

In part, this judgment is based on the oxXprrionce
of the British health plan which, despite restriclions
imposed when actud spending far outran eslimates,
cosl $2.8 billion in 1963, .

This wis Seven times whut the orginal expense
was itlaulated 1o be.

An American plan of medical care for the aged cer-
tainly- would be expanded 1o cover more medical
costs and younger beneficiaries than currently pro-

»
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FECERAL HEALTH ESTIMATES -« 300% WRONG

PURCELL— P_ll
Barkev Sanders, noted medical and
welfare statistician-sociologist did
studv on whieh this article is based

posed. as both opponents and proponents have said.
And the wage hase on which the social security tax

is figured, as well as the amount of the tax itseM.

uimost certainly would be enlarged in line with the
historical development of the social security program.

The preposal—which certainly will be re-introduced
it the next Congress-is the remnant left from
olzhnrate and comprehensive government medical
«nd health plans proposed in the 1940°s.

When Congress repeatedly beat back these at-
ternpts at broad coverage of health services,d the
strutegy of the government health advocates finally
shifted to a flanking -movement, -This was the present
fimited  hospital, nursing famhtv and home-care
coverage plan for the aped.

The health plan for, the aged in recent years has
heen embodied in the K:ng-Anderson bill. It was ap-
proved by the Senate this year, but not the House of
Representatives. It is popularly known as medicare
although it makes no provision for paying doetors’

bills. And it ofiers potential beneficiaries the choice.

cafeteria-style and irrevocably, of 45 days, 90 days
or 180 days of hospital care.

Officials of the U. S. Department of Health Edu-
cation and Welfare, who have backed the limited
realth program and made the eslimates of its costs,
have testified to Congress that the social security tax
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would not have to be raised more than aboufl dne
half a percentage point of the taxable payrol for
both employee and employer. The dollar estimate
ihese officials have offered over the years hasr ped
between $1 billion and $1.5 billion a.nnually for the
early yvears of operation, Even by the yedr P00O,
they have deelared, the cost would not excéed 325 :
billion annually.
Dr. Sanders’ analysis for NaTion's Busrtmqf;
did not attempt to arrive at a precise do]lars] and-
cents estimate, since there are too many future vari-
ables for anyone to calculate specifically, But his
analysis does show that information and methods
have been available to federnl officials for yeats which
show their calculations are low to a remarkable de-
gree. v
He states in hls analysis: }
“With respect Lo its costs. the roots go back again
to the early Fifties. At that time, the Division of
Research and Statistics of the Social Securjty Ad-
ministration was estimating the cost ol hospi'al care
for the aged as one half of one per cent of te pay-
roll. And to validate their claim they made & Lsurvey
of hospxtal utilization by the aged in 1952. '1
Hospjtal use in 1952 is still used as the orfy basis
of cost cstimates for more recent programs, 1{,;;luidmg
the most current congressional bill. R
The federal welfare estimators calculate@ l\owl and
high figures on potential days of hosp;tal “UT by
agipy beneficlaries. "
But Dr. Sanders points out: -
“The low cost estimate includes no upward ad-
justment for increased hospitalization undcd?h|fed-
eral hospital insurance program. while the highl cost
estimate assumes at most an upward ad]usu’neht of
24 per cent. !
“These figures indicate that the estnnhjtor of
medicare costs believe that hospital care renm\recl by
the aged,may be sufficient now, ar tbat ‘at tnosi
utilization would be increased By 24 per. cent under
the proposed program. The effect of medlcare on
uhlxzatmn as reflected in these cost estimqtes vwould
hardly support the contentions by the advgéates of
this program of dire need on the part of  the hged
for add:tlona] hospital services. it
“The basic figures giving days of hOSpltth ition
were derived from a 1957 Old Age, SurvworsT and
Disability Insurance beneficiary survey. This beqc-- .
ficiary survey missed 12 per cent of the interviewees
in the sample. But nowhere has any attémpt |been
made to determine the characteristics of these miss-
ing persons. It is quite plausible -that many.of hese
might have been missed because they were co fined
to some medical institution (including shértiterm
hospitals), or had gone to live with relatiyes be ause
of infirmities.” :
This one deficiency alone, il corrected, ,coul add
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Big jump in hospitalization cost
revealed in index of Canadian
health program over five years

Provinces 1959 1860 1561 1952 1964
- Newloundland 100 165 178 219 262 305
_ Prince Edward Island - 100 226 309 314 43¢
_‘-’ Nova Scotia 100 518 6510 755 B60 365
j‘ New Brunswick - 100 173 209 238 276
L Quebec - — 100 524 637  B17
| Ontaria 100 547 643 795 929 1035
i Manitoba 100 58 183 .13 243 25
Saskatchewan 10 159 1N 188 217 253
; Atberta 100 179 193 225 294 323
] British Celumbia 100 160 176 202 233 264
: —5Y provinces did not begin progront tha aoma YE:I.ll' !

Rise in U. 8. hospital cost
shows social security tax
won't pay for hospital care
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considerably
reporied.

“Murrcover, even the most perfect houschold survey
altempling to record completed hospilalization for a
12-month period s susceptible to farge losses, espe-
cially if it is for the aged, a significunl proportion
of whom are institutionalized al a given time.”

Dr. Sunders savs he spelled out these deficiencies
in an offiial memorandum prepared in connection
with the 1952 survey of hospital utilization of the
aged, the results of which were to be used as a”
measure of such use under a government plan.

The character and magnitude of these deficiencies
were explained even more explicitly, he says, in a
33:page memorandum dated December 3, 1962, which
he addressed to the Chief Actuary of the Social
Security Administration with a copy to the Comrnis-
sioner of Social Security.

to the volume of hospital services

Hospital load miscalcvlated

Free ar partially paid hospital care would sharply
inerease the load of hospital patients over current
fevels, Dr. Sanders also notes. .

“Such an increase would be most pronounced for
the inifial year, but its offect would be evident at
least for the first four or five vears. Thék increase
would not be limited to persons without voluntary,
private insurance, as official cstimates seem to indi-
cate. hut wouid include those presently insured
as well” .

D Sanders explains that this seemns to be another
instance of contradictory thinking by the welfare
officials. Degpite their frequent claims of the def-
ciencies of existing private insurance protection, their
estimates of the costs for a federal program are based
on the assumption that those aged presently insured
get all the hospital care thev need.

“The [ull impact of medical care insurance in the
first year or two,” he states. “is refllected in the
proportionate increase in costs for those Canadian
provinces for which both the medical insurance pro-
gram and the Dominion contribution began after
1958, For these the range of increase in per capita
costs between 1958 and 1961 is between 51.1 and
98.7 per cent.

“Some of this increment is caused by the increase
m hospitalization costs, but much of it results from
increased use by patients. )

“Considering the formula of Dominion payment,
which encourages restraints on costs, as well as the
fact that provinces remain directly responsible for
about half of the insurange costs, and that the Jevel
of occupancy in Canadian hospitals is high, it is my
opinion that increase in hospital use as a direct con-
sequence of the most recent U. S. federal hospital
care plan would be at the very minimy - 30 per
cent, more probably 60 fcéntinued on puge 112
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rontinued from page 33
rd

per cent within five vears or so,
and poqsib]y as high as 30 or 100
per cent,”

In his research Dr. Sanders also
compared the estimates of days of
hospital use figured in the U. S
"Bocial Security Administration’s
latest actuarial study with the
actuzl davs of hospital care under
tie Saskatchewan Province of Can-
nda Hospital Service Plan. And
1hese were also compared with esti-
mated days per year of hospital care
for aged American veterans in vet-
¢rans’ hospitals and elsewhere.

These comparisons showed that
the estimates used by the Social
Security Administration in connec-
tion with its support of the federal
nospital care legislation were calcu-
latad on 2 basis for about “half the
davs of hospital care under the
Saskatchewan Hospital Service Plan
and one third of f_he hospxtal days
vsed by veterans.”

Dr. Sanders also notes

“The hospital days for veterans
are limited to those hospitalized
for generzl medical and surgical
conditions. It excludes all hospital-
ization for service-connected dis-
eases, for' neuropsychiatric condi-
rions and for tuberculosis.

“It should be pointed out that
veterans are not prowded with hos-
pital care for nonservice-connected
conditions as a right. They are
given such care if there are readily
available beds in veterans hospitals
and if the veteran can dermnonstrate
his inability to pay for such care.
It is therefore quite conceivable
that under medicare the hospital
utilization rate could go weil above
that found for aged veterans.

“In the government actuarial
studies one finds no use made of
the veterans’ experiences. The vet-
erans hospital study findings for
1957 were available at the time that
the Health. Education and Welfare
Secretary's report was prepared in
1959, yet there is ‘no reference to
thern.

“Tha Saskatchewan Hospital
Service Plan, like the proposed
King-Anderson legislation, excludes
mental institutions and tuberculosis
haspitals and has accormnmodations
for nursing homes, These are not
included under hospital days.

"“The Saskaichewan experience is
not unique. A comparison of the
assumed hospital utilization levels
for the United States under medi-
care—without . any cutoff—as op~
posed to that of all Canadian prov.

112

inces in 1961 and 1962 shows that
utilization is higher in every prov-
inee, except Newfoundland.

“This, we believe, supporis our
professional judgment that realistic
estimates of utilization levels of
houpital care would in all probabil-
ity be 50 to 150 per cent more than
those used by the Department of
Health, Education and Welfare and
later by the actuary of the Social
Security Administration.”

Daily cosls way off .

Dr. Sanders’ analysis then moves
from estimates of hospital use to
actual daily costs of hospital care.

“The report of the Secretary of
HEW set a per diem cost of $27 to
estimate the cost of paying for hos-

.pital services for the aged in 1960.”

The American Hospital Association
which has been compiling per diem
costs for its member hospitals since
1946 had much different figures.

“According to AHA, the average
per diem cost of all short-term gen-
eral and special hospitals (exclusive
of all federal, mental and tuberculo-
sis hospitals) for the fiscal yeat 1960
was 332.23,

“In my judgment, a higher rother
than lower estimate than the AHA
figure sholild have been made.
Over the initial five to 10 years of
medicare there would inevitably be
an Inflationary effect on aurrent
per diem hospital costs betause of
heavily increased demand. The fed-
eral experts nof only made no such
adjustment, but they apparently
assumed that the steep increase of
hospital costs would disappear in
1960. or at least would be balanced
by the increase in wage rates.

“This is an incomprehensible as-
sumption to have been made in a
report prepared early in 1959, when
for the 13 prior years for which
per diem hospital payments in-
formmation was available the rate of
increase in hospital costs had been
two to three times higher than the
increase in wage rates.

“Furthdrmore, since for cost esti-
mating purposes only the taxable
wage rates for social security would
be meaningful, this would mean
that the taxable wage ceiling would
have to be raised frequently,’ per-
haps every -year, so as to parallel
any annual ‘increase in wage rates.

“In the latest actuarial study, it
is szid that the cost estirnates which
have been prepared assume a per
diem cost of $37 from 1966 on.
This is tantamount to saying that
after 1966 the increase in hospital
costs would have to be et by pro-
gressive annual raising of the ceil-
ing on taxable payroll.' Thus, the

I3

percentage given in thé official esti-
mates has at Ieast |
if’'s i m it.

diem is valid for 19
were enacted atl this ti
benefit payments-in farce through-
out the year. The probable average
per diem cost as compiled by the
American Hospital | Association,
without any gjastxg: anges such
as the introdugtion of medicare,
would be about; $46 in 1966. The
gtated reasons for redriction in ‘the
per diem cost fven in the Secre-
tary’s report ahd inc rporated in
actuarial estimates, ' gven if -ac.
cepted. could not red ce’ the aver-
age payment for aged| patients un-
der medicare to $3"’ .

“The second| if "s whether the
trend in the rate of, _?n,crease in per
diem hospital posts iwould remain
the same. In m ?Apl ion, the in-
troduction of rﬁeri;bar would very
much accelerate 'th ! spward trend
in per diem hdsplf‘al .charges rela-
tive to wage rates 'and would do
50 in such a way the cost in
1966 would shbs:;:m}d Iy  exceed
346 and the anticipated’ time when
the increase in waye rates wilt
catch up to thej increabe in hospital
costs would be' even Jurther away.

“Those preparing pstimates for
medicare probaily could have found
the expected effect of] medicare on
costs through a; Study of the Cana-
dian expenence; Buti nothmg like
this was done. |, :

Dr. Sanders says
prepared 2 critique

mates He sought
make studies of wh_at ould happen
with regard to hospi use by the
aged i so-callé m icare legisla-
tion were enactéd. H4 reports that
he was given: no. e couragement
Subsequently his statis tical stafl was
taken away f:'}m hiri without ex-
pPlanation. I

Looking ahedad, fqr "NarTioN's
Busmms Dr.! Sanders says:

“There is every reakon to believe
that the steeper intjease in hos-
pital costs will' continue for’ the
foreseeable futisre... . | On the basis
of such ewdepce an eventual n-
crease of 150 or ever] 200 per cent
would be more likply over the
long range. Begides, {the faster in-
creasing cosis of per iem hospital-
ization, the gro ing iliberal use of
hospltal service,| as well 45 the pro-
gressive furthqr]agm of our aged
population, andj medical advances
over the foresei:able Future would
all contribute {o this faster upward
trend in usage tmd sts.”

The official ig vern ent assump-
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coninue d s

tions abou! hospital days and hos-
pitalization costs of the aged under
the miozt récent proposal can be dem-
onstrated to be unrealistic through
another approach,

Dr. Sanders points out the Divi-
"sion of Research and Statistics of
the Social Securitv Administration
last year estimated total mediecal
vate expenditure. both governmental
and private ontlays, for those aged
63 and over as $4,915 million in
1360 and 55,355 million in 1961.

“The estimated expenditures in-

dieate that—for 1961--32,325 million"

of the total was spent for hospital
care and S500 million for skilled
nursing home care. Of the $2,325
million total, 3495 million is esfi-
mated as the expenditure of public
funds for mental and tuberculosis
hospital services. Subfracting this
amount would leave $1,830 million
and an allowance of $30 million for
private expenditures for mental and
tubercuiosis hospitals would finally
teave S51.800 million as the total
expenditure for aged for general
" hospitals.

“This represents a per capita
amount per aged of 5106, The 1960
equivalent would be about $98.

“This contrasts sharply with the
HEW Secretary’s estimate of per
capita expenditure in this initial
vear of government health care.
The cost estimate for hospital care
for the aged is given as $762.8 mil-
liort for an estimated 1.6 million
persons aged 65 and over eligible
for benefits. This results in a per
capita ocutlay for hospital services
ostimated at about S66 as opposed
io the estimated amount actually
spent of $88.

“*Another way to look at this per
capita figure of 398 is to project it
to 1968, and compare the projected
finding with the cost estimate in
the latest federal actuarial study.
The projection yields a per capita
expenditure of 5135 in 1966. .

“The benefit expenditures, ine-
cluding administrative expenses for
calendar year 1966, are given as
51,530 million in the latest actu-
arial study. The number of .bene-
ficiaries is estimated as 18 million
for 1965. We can agsume that this
number would be about 18.4 million
for 1966. On thjs- basis the per
capita benefit expenditure, accord-
ing fo the actuary. would be $83,
or about 60 per cent of our au-
mated amount of $139.

‘““The actuarial estimate includes
the costs of all the other benefits

J114

provided under medicare. If lim-
ited to hospital benefits only, on
the basis of the percenlage distribu-
tion of taxable payroll costs piven
for the latest estirmates, the per
capita amount for hospital benefits
would shrink to $72, aboul 52 per
cent of $139."

So, if the federal medicare plan
is enacted, one or more alternatives
would be needed to pay Its costs—
or make it actuarily sound. Either
the benefits would have to be reduced
to even more limited health care,
or patients would have to pay more
of the bills themselves. Or the
amount of social security tax or the
base on which this tax is levied
would have to be boosted sharply.
" Dr. Sanders’ analysis ‘clearly in-

“dicates that the Social Security

Administration has avoided a study
and presentation of the evidence
that would yield the most probable
costs of hospital care under the

A political expert tells
what Thitial and historic
moves the newly elected
President must make‘.,
See page 34. i

A

most recent congressional proposal.
Under these circumstances estimates
of other benefit costs—such as
nursing home and home care—prob-
ably. have little value, in Dr.
Sanders’ opinion.

The various estimates convince
him that these are figures that were
selected with only one constraint in
mind: “That the over-all percentage
of the faxable payroll required
should not move too far above the
5 per cent selected back In 19560
as the proper cost for hospitaliza-
tion benefits for the aged. ~

“For 1966 the amount of skilled
nursing home ecare for 18.4 million
people, according to the government
estimates, would be $68 million,
$3.70 per aged. But, according to
the 1961 expenditure'study {done'by
the Social Security Administration],
nursing home costs amounted to
$500 million. or $29.40 per person.”

In the light of current usage as
well ag the increasing rate of de-
mand this $3.70 figure makes little
sense.

* tained for 30 cents a

“For home héiith services [the
third category pr vided under the
goveriiment heﬁllE plinl the per
diem amount would be about 36
per  capita, Takimg arious cost
trends into consideration, this would
mean less than ore nuysing visit or
other equivalent Fse;‘w €3 PEr per-
son every other, year. IOutpatlent-
hospital- dlagnostlc ' seyvices  [the
fourth kind of services{undcr medi-
care] would costabout §1.20 per per-
son. Of course, the patiept is required
to pay $20 toward thig service, but
the government|s inclysion of this
benefit would cdvse:inflation in the
cost of the service, so. tll:t the actual
cost to the insured would be in-
creased rather than reduced.”

Dr. Sanders explains that it is
not his purposd tofda n a_health
program for th aged,l or to deny
a need for it—biit rather to convey
his personal angd profpssional von
viction that ‘l;li’l Soqial Sceurity
Administration has been- concealing
the truth by means ; of! its actuarial

i estimates,”

He declares thal.-wc should not
defude the public as to the cost of an
effective health program. “If a
sound realistic health pmglam can-
nol be accepted by the! public on its
merits it shouid not be imposcd on
them by the gobernmept "

Dr. Sanders"’ qxpen]enc_e in gov-
ernment has included service as
chief of the Division of Health and
Disability studies in the Office of
Commissioner of Social Security,
research consultant wigh the Bureau
of Old Age add Suryivors Insur-
ance and research ‘constltant with
the U. 8. Publi¢ Health. Service.

He was a member |of. the social
security mission to Japan after the
war and research analyst with the
President’s Commission on Veter-
ans Pensions. He is a|consultant to
the United Mihe Workers Welfare
and Retirement, Fund. Presently
he iz doing statistlca research for
the George Washjngt¢n University
and is consulting actl{laly with the
University of Pittsburgh's Graduate
School of Public Heal on a special
study.

The authontatwe b
jundgments of Dr. :Sa
own and should not be attributed
to any organiZation prinstitution
with which he. flas been or is as
sociated. END
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