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LACK OF HEALTH INSURANCE COVERAGE IN
THE UNITED STATES

MONDAY, JULY 25, 1988

U.S. SENATE,
SUBCOMMITTEE ON HEALTH,
CoMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 2:07 p.m. in
Room SD-215, Dirksen Senate Office Building, Hon. George J.
Mitchell (chairman of the subcommittee) presiding.

Present: Senators Bentsen, Baucus, Mitchell, Riegle, Rockefeller,
Chafee, Heinz, and Durenberger.

[The prepared statements of Senators Mitchell, Riegle, Rockefel-
ler, Chafee, and Durenberger appear in the appendix.]

[The press release announcing the hearing follows:]

[Prese Release No. H-31, July 14, 1988])

FINANCE SuBcOMMITTEE ON HEALTH To HoLp HEARING ON THE UNINSURED

WasHINGTON, DC.-Senator George Mitchell (ID.,, Maine), Chairman of the Senate
Finance Subcommittee on Health, announced Thursday that the subcommittee will
hold a hearing on the problems resulting from the lack of health insurance coverage
in the United States. An estimated 37 million Americans lack health insurance cov-
erage.

e hearing is scheduled for Monday, July 25, 1988 at 2 p.m. in Room SD-215 of
the Dirksen Senate Office Building.

Senator Mitchell said, “Access to affordable health care is an important issue.
More Americans are working and our Nation’s income is increasing. Yet, more of
our children have no health insurance. More pregnant women have deficient prena-
tal care. More people, the majority of whom are workers and their families, have no
health insurance and suffer from unattended medical conditions. This hearing will
begin consideration by the Subcommittee on Health of this important problem.”

OPENING STATEMENT OF HON. LLOYD BENTSEN, A U.S. SENATOR
FROM TEXAS

The CHAIRMAN. This hearing will get under way. Chairman
Mitchell is managing a bill on the floor of the U.S. Senate, and I
am sure he will be along any moment. I have been told he is on the
way; but knowing of our time constraints, I would like to bring this
session to order to get the hearing started and to make an opening
statement.

I would say first how pleased I am that Chairman Mitchell is
holding this meeting on health insurance. We have more than 37
million Americans without health insurance. We have seven mil-
lion more than we did just back in 1980; and what is of particular

)
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concern to me is that we have some 12 million children who don’t
have access to either private or public health insurance.

Now, I think that failure to give children financial access to
basic health care imposes substantial medical, emotional, and eco-
nomic costs, not only on those children but on society as a whole. It
is the nation that suffers when young children are not given a good
start in life, when they are not brought into this world with sound
minds and bodies, when they are not carried through those first
years with adequate health care. \

There are just no simple approaches to this complex problem of
improving access to health insurance, but we have made a lot of
progress in this area here on the Finance Committee; for example
we have expanded Medicaid eligibility for poor pregnant women
and infants and have proposed using Medicaid to help welfare re-
cipients returning to work obtain health insurance.

But a lot more remains to be done. For example, we know that
20 percent of uninsured children live in families that have health
insurance; and, for one reason or another, the employer has not
provided dependents’ coverage.

There are many reasons why a child might not be covered under
the employer’s plan, but that is one of the things that we have to
explore here today as we work to find ways to improve greater
access to health insurance in our country.

I would like to defer now to any of my colleagues who might
have a statement.

Senator RockerFELLER. Thank you, Mr. Chairman. I do.

The CHAIRMAN. Senator Rockefeller?

OPEI:IING STATEMENT OF HON. JOHN D. ROCKEFELLER, 1V, A US.
SENATOR FROM WEST VIRGINIA

Senator RockeFeLLER. Under Your leadership, Chairman Bent-
sen, this committee has made major progress on health issues that
affect children. I would like to reemphasize what you said a
moment ago. Of the 37 million Americans that do not have insur-
ance, one-third of those are children.

Quite frankly, in my own State of West Virginia, the situation is
scary. Entire families are without any form of health insurance
coverage. There are 30,000 more uninsured persons in West Virgin-
ia today than just back in 1980. Sixteen percent of all West Virgin-
ians are without any form of health insurance.

There are 54,000 children in West Virginia who are uninsured,
even though at least one of their parents is working; only 37 per-
cent of West Virginians with incomes below the¢ poverty line are
receiving Medicaid benefits.

The problem, I assume, is as severe in other places also. It is not
one that will be easily solved. It is one which the public and the
private sectors will have to work together, to solve. It is a stagger-
ing and tragic problem that affects workers and nonworkers; chil-
dren and adults; the sick and the healthy; and the poor and the not
S0 poor.

We have got our work cut out for us. We have got to do it in a
responsible way. We have to be able to develop legislation that
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works, and I am glad that we are getting at that task. As I say, it
is a scary situation, Mr. Chairman, and I thank you.

The CHAIRMAN. Thank you very much, Senator Rockefeller. Sen-
ator Heinz? .

Senator HEINz. Mr. Chairman, first I would ask unanimous con-
sent that my statement be included in the record.

The CHAIRMAN. Without objection, that will be done.

OPENING STATEMENT OF HON. JOHN HEINZ, A U.S. SENATOR
FROM PENNSYLVANIA

Senator Heinz. Mr. Chairman, this is a subject that the Subcom-
mittee on Health has had a great interest in. I have been privi-
leged to serve as a member of that subcommittee for many years.
Under Senator Mitchell’s chairmanship—and you are right; he is
on the floor managing the Endangered Species Act—he authorized
this subcommittee to hold a hearing in Wilkes Barre, Pennsylvania
about a month ago, which I was privileged to chair, on this very
subject, to gather some information in the field.

I won'’t take the time or effort to recap the substance of that
hearing, but I would like to draw to our colleagues’ attention to
useful elements that were developed in anticipation of that hear-
ing.

One is a report for the Special Committee on Aging, of which I
am ranking member, and the Committee on Education and Labor
in the House, which is a very good compact source of data on this
issue; and I commend it not just to the members of this subcommit-
tee or the Finance Committee, but to all our colleagues because it
goes into some detail on the kinds of points that Senator Rockefel-
ler was making. And those who are uninsured are a surprisingly
complex and difficult group to really address with any single solu-
tion.

Second, I would also ask unanimous consent to make available,
through the hearing record, a series of working papers on health
insurance that have resulted from a task force of business, labor,
and insurance companies that our committee put together over a
year ago that I think members will find interesting and very useful
as we deliberate a policy on this issue.

I would close by saying that there-was one witness at our hear-
ing who gives you an idea of how difficult it may be for us to find
any single solution as the right answer; and this was the case of a
family named McNaney of Bucks County, a farming family.

Mrs. McNaney testified at our hearing that her father-in-law
couldn’t get group health insurance for their small family farm,
which employed her husband and another worker. The individual
_ policy the family could afford was woefully inadequate. They chose

a cheaper policy because they couldn’t afford the more expensive
one. -

Their 12-year-old son, as luck would have it—bad luck—needed
emergency surgery, left them with a debt to the hospital of some
$15,000; and they decided that they could not continue to go under
underinsured. So, they bought a very comprehensive policy, costing
them in the neighborhood of $3,000 plus a year.
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They still have out-of-pocket costs such that, between the policy
that they purchased and their out-of-pocket costs, they have $4,500
a year plus $2,500 a year repaying the hospital the money that
they owe them, on a gross income—before deductions for Social Se-
curity, taxes, and everything else—of $28,000.

So, you do not have to be poor to be badly off. You do not have to

poor or unemployed or even underemployed to find health insur-
ance either unaffordable or, for all intents and purposes, inad-
equate or unavailable.

The CHAIRMAN. Thank you very much, Senator Heinz. Looking
over the list of witnesses, I can’t help but be very much impressed
with the quality of the witnesses we have. You are going to hear
some divergent points of view, but that is good, as we evaluate
these proposals and try to determine what is best for our country
as we try to increase health care and health insurance availability.
* Now, the first panel will consist of Robert J. Blendon, Professor
and Chairman, Department of Health Policy and Management,
Harvard School of Public Health; and Karen Davis, Professor and
Chairman, Departmeut of Health Policy and Management, Johns
Hopkins Schoo! of Hygiene and Public Health.

We are very pleased to have you both. Dr. Blendon, if you have a
prepared statement, would you proceed?

STATEMENT OF ROBERT J. BLENDON, SC.D., PROFESSOR AND
CHAIRMAN, DEPARTMENT OF HEALTH POLICY AND MANAGE-
MENT, HARVARD SCHOOL OF PUBLIC HEALTH, BOSTON, MA

Dr. BLENDON. I am Bob Blendon. I appreciate the opportunity of
being able to testify. Those who follow the health care field have
discovered that we are probably living in the period of the most
rapid change in the post-World War II era.

Likewise we are in a period of probably the most sweeping
changes in American health care. In this world, people continually
ask the question: Do people without health insurance manage to
get health care in this country?

What I would like to summarize briefly for you is the data from
a large-scale UCLA Robert Wood Johnson Foundation Survey.

Point one, most Americans have health insurance and report
almost no problems in obtaining medical care. Point two, the world
totally changes for those people who do not have health insurance;
and I am going to give you quickly four illustrations from the
survey.

First, take 100 people who say they are sick and have health in-
surance and 100 who say they are ill and don’t. Those without
health insurance end up in a doctor’s office 40 percent less often.
Take 100 children without health insurance, 100 children with
health insurance. The children without health insurance see a
doctor 34 percent less frequently. g

Take the recommendations of a panel of physicians. One hun-
dred doctors came up with a list of symptoms, and they said: If you
have these symptoms, see a doctor: pain in chest when you are ex-
ercising; unexplained bleeding; fainting frequently. Take 100 people
with those symptoms with insurance and 100 people without insur-
ance.
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What they found was that insurance, the majority of people with
pain in chest, unexplained bleeding go to a-doctor. If you do not
have health insurance, the majority of people do not go to a doctor.

Last issue, as a newspaper friend of mine likes to say: No prob-
lem; why don’t they march off to see a doctor, go to a hospital
emergency room? The survey found one million people who report-
ed they marched off to see a doctor, were turned away either at a
hospital or by a physician, and they were all either uninsured or
poor.

Now, I want to quickly summarize for you why the underpin-
nings for the safety net, which is mostly hospitals and public hospi-
tals, is falling apart in today’s world. And the people who testify
before you will imply that it is all health insurance.

Actually, there are four other things going on, and I want to hit
them very quickly.

The first is take America’s 100 largest cities; a third of them
don’t have public hospitals any more. Senator Heinz, Philadelphia
General Hospital is gone. That is true in major cities across this
r:ﬁuntry. We closed one-third of our public hospitals; they are not
there.

Two, the insurance coverage has gone down by 25 percent. Three,
Medicaid coverage for low income Americans is less today than it
was in mid-1975. Four, my world—and I came frora the world of
private philanthropy—in 1970, if you had $100 in the health field,
$4.50 came from generous Americans who were willing to provide
some sort of subsidy. In today’s world, it is $2.50, which means in
the nonprofit world, the glue—that critical giving money that used
to be there—isn’t there any more.

Lastly, there has been a fundamental change in the attitudes of
business and labor about subsidizing people without insurance in
hospitals. We used to have an unwritten covenant, which I like to
call the equivalent of the scholarship to a parochial school; that is,
when you were in a hospital, we charged middle class people more
money to cross subsidize them in the bed or the outpatient depart-
ment.

In recent years, that covenant, whether it be with Blue Cross or
commercial insurance, has been broken. People want to pay “for
their own.” These five things have come together to make it ex-
tremely difficult for what, in the public’s mind, is the safety net for
the uninsured, which is public hospitals, nonprofit hospitals, and
free clinics, to provide people without insurance with health care.

That is what the data reflect and that is the problem that I think
we are talking about today. Thank you.
d.['Iihe prepared statement of Dr. Blendon appears in the appen-

ix.

OPENING STATEMENT OF HON. GEORGE J. MITCHELL, A U.S.
SENATOR FROM MAINE

Senator MircHeLL. Thank you very much, Dr. Blendon. Dr.
Davis, welcome. As always, we look forward to hearing your testi-
mony.
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STATEMENT OF KAREN DAVIS, PH.D., PROFESSOR AND CHAIR-
MAN, DEPARTMENT OF HEALTH POLICY AND MANAGEMENT,
JOHNS HOPKINS SCHOOL OF HYGIENE AND PUBLIC HEALTH,
BALTIMORE, MD '

Dr. Davis. Thank you, Senator Mitchell. I will submit my state-
ment for the record and just highlight some points for the commit-
tee. I am pleased to have this opportunity to testify on the absence
of health insurance coverage and its implications.

As the cost of health care has risen sharply over the last decade,
as Senator Heinz noted, even families with moderate incomes can
face devastating medical care bills unless they are protected by -
health insurance. :

Fortunately, about 85 percent of all workers and their families |
receive such health insurance from their employers. For a signifi-
cant minority, however, gaps in employer-provided health insur-
ance pose significant barriers to needed medical care and under-
mine the health and economic security of families struggling to
earn a livelihood.

As Senator Bentsen noted, particularly alarming is the fact that
access to health care in this nation is becoming worse, not better;
and the ranks of the uninsured are swelling. Senator Bentsen men-
tioned that there are 37 million Americans without any health in-
surance coverage; about two-thirds of these are individuals who are
working nearly full time. -

About one-third of the uninsured are children; Medicaid picks u
only about 40 percent of the poor and excludes many poor individ-
uals because of income eligibility levels that ares set well below the
Federal poverty levels and because categorical restrictions limit
coverage largely to one-parent families.

One-third of the uninsured have incomes below the poverty level;
only about 20 percent have incomes in excess of three times the
poverty level. About one-half of those who are employed and unin-
sured work in firms with fewer than 25 employees.

Employer-provided coverage is particularly low in industries
such as agriculture, construction, retail trade, and services. Our re-
liance upon an employer-provided system of health .nsurance on a
voluntary basis results in health insurance coverage being largely
a matter of luck.

The growth in the number of uninsured is linked in part to the
increasing tendency, as has been noted in several statements today,
for employers to cover only the employee and not the dependents;
so that we have many children and spouses who are not tovered
under a family health insurance plan.

There are a number of options that might be pursued to extend
health insurance coverage. One might expand public programs,
such as Medicare and Medicaid. One might use public funds to sub-
sidize the purchase of individual health insurance. One might tax
hospitals or health insurance plans to create a pool of funds for the
uninsured. Or one might require employers to provide health insur-
ance for their workers and dependents.

The first of these alternatives of extending Medicare and Medic-
aid to cover all of the uninsured would require substantial new
taxes. The second approach of subsidizing the purchase of individ-
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ual health insurance policies is inherently inefficient, as we have
noted from the high premiums that were cited for individual
health insurance coverage.

The third approach of setting up pools that tax hospitals or
health insurance plans puts a double burden on those employers
that provide coveraig‘e to their workers. In effect, they pay not onl
for their own workers, but fir the uninsured as well throug
higher premiums that they pay. ,

The fourth alternative, simply requiring employers to provide
basic health insurance coverage for their workers, has much to
commend it. It would minimize new taxes required; it would build
on the current system of employer-provided health insurance cover-
age. It would spread the cost of expanded coverage more equitably
among firms; and it would permit limited public funds to be target-
ed onto low income individuals not covered by employer plans.

Therefore, I would like to suggest to the committee for consider-
ation a partnership between the public and private sectors to begin
to close the gap in coverage. This proposal would have two major
components: requiring a basic health insurance plan to be provided
by employers to full-time workers and their dependents, and pro-
viding residual coverage under Medicaid available to everyone fall-
{)ng.outside employer plans on a sliding scale premium contribution

asis.

The provisions of an employer basic health insurance plan
should be kept modest to keep premiums affordable; however, I
think in light of what we have heard about the problems of chil-
Jdren, that features such as comprehensive prenatal delivery and
irifant care without cost sharing is an important feature of such
plans.

An employer approach has been criticized because it might pose
an economic burden on low-wage firms. However, my estimates are
that there would be only a modest employment loss that would be
more than offset by expanded jobs in the health sector. There are
various tactics that could be pursued to make it economical for
small firms. ‘

The Medicaid program could be expanded to include all of those
with incomes below the poverty level. We have brought in selected
groups of pregnant ‘women and children over the last few years,
but there are still many poor people not covered by Medicaid. We
could continue incremental expansions in this program to cover all
of those who are poor and permit those with incomes slightly above
tt)l'xe poverty level to purchase Medicaid coverage on a sliding scale

asis.

This would cover nearly all of the uninsured: about 22 to 24 mil-
lion would be covered under an employer plan and the remaining
13 to 15 million would be covered under an expanded Medicaid pro-
gram. Thank you.

[The prepared statement of Dr. Davis appears in the appendix.]

Senator MiTcHELL. Thank you very much, Dr. Davis.

Senator MitcHELL, In the interest of time, I will have my open-
ing statement placed in the record. Senator Bentsen, questions?

The CHAIRMAN. Dr. Blenden, when you were commenting on the
public hospitals being closed and you were talking about the prob-
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lem of these children having accessibility to health care, what hap-
pens to them when they don't get it?

Dr. BLENDON. The answer is that a significant number of chil-
dren just do not see a doctor, period. And one of the things that we
struggle with is: How do we know how things work out? For the
group, one of the tables that I included was the most recent data
comparing the experience of our young infants with that of our
neighbor, Canada.

I want to be on record here that I am not advocating bringing
anything down from Canada, but I think we could look at this very
carefully and discover that not only in the last decade has the U.S.
infant death rate not kept up with Canada; but at the moment our
White infant death rate for children has now fallen below that of
our neighbors.

So, the answer is that a significant number of children do not get
care when, in fact, they don’t have insurance; and they are often at
the most vulnerable points in their lives.

The CHAIRMAN. What happens to the health care provider who
goes ahead and provides that care for the uninsured? What is the
effect on the health care provider?

Dr. BLENDON. What we see—and Dr. McCarthy from the Ameri-
can Hospital Association will testify to this later—is that we have
a group of hospitals that are struggling to support and finance the
uncompensated care, which is nearly $10 billion this year, that
they are providing.

And that tends to be concentrated in about a quarter of the insti-
tutions; and those institutions, have an enormous difficulty in
trying to finance that care. The reason why I wanted to mention
the Medicaid coverage and the philanthropic coverage and the un-
willingness of business and labor to cross-subsidize is that most of
the public—myself included—assume the hospitals will handle this
like they always have.

They would sock it to some other payor; Medicaid will pay them;
charity will have another fund-raising dinner. And what happens
is that we are locking out those hospitals from getting at that reve-
nue; and somewhere down at the end of the line, the children are
going to hear that there is no room at the inn here because we
can’t get that other revenue.

The CHAIRMAN. Dr. Davis, when you were talking about a basic
premium—basic coverage—and supplemental covered in other
ways and means, and you said most of these people who are unin-
sured are in the smaller firms—as I understand it——

Dr. Davis. About half.

The CHAIRMAN. About half?

Dr. Davis. Of the firms have fewer than 25.

The CHAiRMAN. What kind of a cost might those firms incur?
Can you give me a feel for what their operating costs might be,
percentage-wise?

Dr. Davis. I can relate it to their labor costs. It would come to
about 50 cents an hour; it works out to be about $1,000 per worker.
That is an average of those who have an individual policy and a
family policy.

So, in terms of the labor costs for a low wage firm—
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The CHAIRMAN. If you had someone at $4 an hour, are you talk-
in%gbout $4.50? - :

. Davis. It would be about a 12 percent increase in that labor
cost.

The CHAIRMAN. For what you would think of as basic coverage?

Dr. Davis. That is correct. Basic coverage would include hospi-
tals, physician services, comprehensive prenatal delivery and
infant care, lab and X-ray tyge care. Aind that would include some
cost-sharing, a deductible, and some co-insurance in the plan; about
a $500 per family deductible, 20 percent co-insurance, and a $3,000
maximum out-of-pocket ceiling.

So, it is not total coverage even for such a family.

The CHAIRMAN. But once you had done that, in addition to what
is covered already, you would be up to about what figure? About 24
million of those 37 million?

Dr. Davis. That is correct. It would cover the 24 out of the 37
million; two-thirds are in families where somebody works about
17.5 hours a week. .

The CHAIRMAN. Thank you. Mr. Chairman, I unfortunately have
some other commitments, but I did want to come by and tell you
how much I appreciate the fact you are holding these hearings on
such an important subject.

Senator MitcHELL. Mr. Chairman, I think I can speak for &ll the
members of the committee in saying that we hold you. in the high-
est regard, respect, and affection; and we are all pleased with the
events of the past week and wish you the very best.

The CHAIRMAN. Thank you very much.

Senator MiTcHELL. Is that safe enough, John? (Laughter)

Senator HEINz. We wish you a s y journey.

Senator MiTcHELL. Senator Heinz?

Senator HEINz. Dr. Davis, one of the problems noted at the hear-
ings that the Health Subcommittee held—and I referred to them
earlier, Senator Mitchell—that we had up in Wilkes Barre, Penn-
sylvania is that right now for the most part if you are an individ-
ual or if you are a small employer, it is very costly to purchase
health insurance.

This is largely because most insurers from whom you would pur-
chase it do not community rate; they experience rate. You gave an
estimate of 50 cents per hour or $1,000 person. I gave the example
of somebody who is paying $4,500 to cover their familg.

Clearly, that is a very big difference. What should we do about
the fact that insurers do not community rate? They experience
rate; they deny coverage, or make it very costly to have ple
with preexisting conditions covered, and those kinds of problems.

Dr. Davis. 1 think that is a difficult problem. This particular
plan—and it has cost us, let’s assume, a 15 percent administrative
cost—large groups run about a 10 percent administrative cost on
top of benefit payments. Individual insurance plans many times
are 50 percent or higher. So, many individuals have-———

Senatcr HEINZ. Also, small group insurance is no bargain either.

Dr. Davis. Small groups have a hard time purchasing a plan,
plus as you mentioned they often exclude preexisting conditions.
This particular plan would require coverage of everyone in the
group.
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There are a number of approaches as to how to get this. -

Senator HEINz. But at what cost to the employer?

Dr. Davis. That is right. There are a number of approaches to
trying to get that premium down so that the administrative costs,
the profits, the add-on to the policies——-

Senator HEINz. It is not just the administrative costs. It is that
small groups, as we got testimony from a variety of people, are a
larger risk; or at least they are viewed as a larger risk.

Dr. Davis. That is right.

Senator HEiNz. To the people who write the insurance.

Dr. Davis. So, there is a higher margin to protect the company.

Senator HEINz. So, it is not just administrative costs; it is just a
much higher cost. Now, if we go out and do what you suggest,
which is to mandate insurance, it might be that if you community
rate it, your estimate of 50 cents per person per hour would be ac-
curate.

I don’t know whether that is the right number or not, but I can
guarantee you that some employers in my State of Pennsylvania
would be paying 75 cents or $1 an hour for the exact benefit pack-
age you described, simply because that is what they would be
charged.

Dr. Davis. I think that is a problem you have to worry about. I
have suggested some options in my testimony that include looking
at the possibility of letting small employers purchase Medicaid cov-
erage, which only has a 3 to 5 percent administrative cost and
doesn’t have that allowance for risk.

A second option would be to try to set up some type of reinsur-
ance for small firms. Another one is to create incentives from
multi employer groups, particularly firms in the same industry—
for example, restaurants in a given town—to try to form a larger
group by merging a number of smaller firms.

Another approach that is in a bill that Senator Kennedy and
Congressman Waxman have introduced would be to select insurers
to provide the small group coverage in a given geographic area
through a competitive bid process so they are assured of getting all
the small group business in a given area.

So, there are a number of options for dealing with that. I think
you will learn more about the views of different organizations this
afternoon.

Senator HEINz. You would not favor a mandate of community
rating then? ,
Dr. Davis. I think there are different approaches to dealing with
that, and the problem is to get a premium or a cost that reflects
the benefit payments of the group as a whole without adding a lot

for taking on the risk. .

Senator HEiNz. Dr. Blendon, do you have anything you would
like to add in answering that question? '

Dr. BLENDON. The problem you have by community rating alone
is that a number of companies and unions—for non reasons of just
people being sick—are investing a lot of their effort in trying to
control their own health care costs. And it has taken almost a
decade to get the idea of controlling the health care costs as an in-
teresting issue into the work place.
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If we need to adjust for some of the adverse experience, we don’t
want to take away from the business community or the unions to
watch their utilization experiences. So, we have to adi'ust for that,
but we have spent a long time getting the industrial community
concerned about utilization.

Senator HEiNz. Thank you very much.

Senator MitcHELL. Thank you, Senator Heinz. Dr. Davis, I was
interested in all of your comments, but particularly your remark
that you thought mandating benefits by employers would produce
a net increase in employment. You are obviously aware that one of
the principal arguments against recéuiring employers to provide
basic health insurance is that it would cause the loss of jobs as em-
pl(;;'ers sought to compensate for the increased costs.

ou have some specifics in Iyour written statement regarding the
so-called ““10 percent effect.” 1 wonder if you can provide us with a
little more detail on that. How confident are you of the estimates
that you have provided? And what you have suggested is that the
increased jobs in the health care field will be greater than the de-
crease in jobs among nonhealth care employees whose employers
are required to provide that health insurance.

Dr. Davis. Right. I am comfortable in estimating that it is
roughly no net effect on jobs. There might be a net increase in jobs,
but I wouldn’t go that far.

Basically, to look at it, there are 4 million individuals with
wages, say, below $4 an hour who are uninsured. Extending health
insurance coverage to that group with a 15 percent increase in
their labor cost to their employer could result in a 1.5 percent loss
of those four million jobs. That comes to about 60,000 jobs.

So, that would be what economists using some of the minimum
wage literature would estimate would be the employment loss of
mandating this health insurance coverage. :

On the other side, the Congressional Budget Office estimates that
having employers provide this type of care would increase spending
in the health sector by $10 billion. That is about a two percent in-
crease in our $500 billion health industry.

If you had about a two percent increase in jobs in the health
sector, you would be talking about 100,000 to 120,000 new jobs. So, I
think on the conservative side, you would have a plus job effect,
not a negative job effect.

Senator MitcHELL. And what is it that you propose with respect
to Medicaid coverage?

Dr. Davis. The mandated employer coverage of a basic health
insurance plan would cover 22 to 44 million out of the 37 million.
That leaves you with 13 to 15 million individuals who still would
not have any health insurance coverage.

Senator MiTCHELL. Because they would not be employed?

Dr. Davis. That is right—out of the labor force. There are about
T million of those with incomes below the Federal poverty level;
and whether it is done all at once or incrementally as the budget
can afford it, the basic proposal would be to extend Medicaid cover-
age to those 7 million with incomes below the poverty level.

Another 3 million have incomes between the poverty level and
twice the poverty level—to let them purchase Medicaid on a sliding
~ scale premium contribution basis; and for the remaining five mil-
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lion, above twice the poverty level, let them pay the full cost of
that coverage.

Senator MitrcHeELL. Now, those States which have established
programs to deal with the uninsured have done so independent of
Medicaid. Are you concerned about the effect of the proposals you
make with respect to those persons above the poverty line? Are you
concerned that that would transform Medicaid in a way that would
cause a loss of political support for the program, that is, gomg
above the poverty line?

Dr. Davis. There are a variety of issues there—analytical and
political. In terms of the plan, I think you have to ask yourself: Do
you need to income relate the features for those above the poverty
level? If you do, say between an income of $11,000 and $15,000, you
are going to have a greater contribution or greater premium by
those with higher incomes.

Then, I think Medicaid is a good administrative device because
they have systems set up for evaluating individual income, where
at private insurance compames don’t typically turn over private
income data. So, that is one issue.

If you are going to subsidize on a sliding scale basis for the near
poor, I think Medicaid makes sense.

The other issue, if you are providing coverage through a State
pool or through private health insurance, has to do with how much
of an add-on do you have to pay for having the company take the
risk. And if it is going to be substantial, I think you are better off
with Medicaid, with a five percent administrative cost.

Senator MitrcHELL. Dr. Blendon, I have just one question for you.
Your fourth conclusion in your statement is: “America’s leadership
groups are still struggling to find a consensus on how to resolve
this problem.” I have no disagreement with that statement.

What do you think about Dr. Davis’ proposal? Do you favor man-
dating employers to provide basic health insurance?

Dr. BLeNDON. [ favor encouraging employers and, if necessary,
mandating it. Yes. I have one issue I would like to raise in regard
to Dr. Davis’ proposal.

The Congress has just dealt with the welfare reform issue. One of
the most critical issues in welfare reform is that when people try to
go off welfare, we have a 1-year extension for Medicaid; and then
they are back with the same problem. We must create a system
where people have an incentive to leave the welfare system and
make sure their children are covered by insurance.

That is absolutely critical for moving more people off that wel-
fare system into employment, and that issue is not well touched by
the welfare reform argument; and that is critical here. If you have
insurance in the work place, people have an incentive to get off

that system onto jobs where their children are covered by insur-.

ance. That is absolutely critical.

Senator MircHeLL. Thank you, Dr. Blendon. My time is up. Sen-

ator Baucus?

*
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OPENING STATEMENT OF HON, MAX BAUCUS, A U.S. SENATOR
FROM MONTANA

Senator Baucus. Thank you, Mr. Chairman. Dr. Blendon and
Dr. Davis, I would like you to address potential solutions to the dis-
proportionate impact that a lot of these proposals will have on
small business. I come from a small business State; we don’t have a
lot of big business in my State.

It is apparent to me that most of these proposals and most of the
bills before the Congress address a very necessary problem, that is
the uninsured; but the burden tends to fall disproportionately on
small business. I am wondering how we handle that.

In many cases, big business has lots of advantages; and it is
easier for them to adjust in all kinds of ways; small business has a
harder time making ends meet. What are some of the better ideas
that you have heard that address that problem?

Dr. Davis. I understand the problem of small businesses; but 1
think currently we have a situation where large businesses are in-
curring this cost and sometimes even in the same industry. I know
we are not talking about Montana, but say in the airline industry,
you would have a firm providing health insurance to their workers,
another firm not providing such coverage; and there the burden is
disproportionatelg on the firm that provides the coverage, trying to
compete against firms that aren't.

So, I don’t think it is universally the case that it is the small
businesses that are hit.

"On the other hand, I do know that for many of them——

Senator Baucus. I must say that, on the chart I have here by
the Employee Benefit Research Institute, most of the uninsured
are firms that are under 25.

Dr. Davis. That is because they are not providing the coverage
now. So, they are the ones who would be incrementally affected by
a policy that requires them to provide that coverage. On the other
hand, for example there hasn’t been an increase in the minimum
wage since 1981; so that is a savings to employers because we
haven’t done that.

So, we are really asking them to take 50 cents in additional costs
to provide some basic health insurance coverage to their workers.
There are ways of getting it down. You could juggle the percent
share between employers and employees. Right now, this particular
bill requires employers to pick up 80 percent of the premiums; you
could make it somewhat less.

There have been some who have looked at some ways of having
tax credits to offset some of the impact on the small firm, or to sub-
sidize it through some offsetting tax credit. That is another ap-
proach that could be looked at.

But in general, we think about firms' responsibility to provide a
decent wage to their workers.

Senator Baucus. I understand that point, but if you were a
small business person, I think you would tend to see this in a dif-
ferent light. Small business people have a harder time.

For example, if you are a big business, you get a deduction or
credit if you provide luncheon services on your premises. Most
small businesses aren’t big enough to have a cafeteria on their
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premises or to take advantage of that break. The Code is just rid-
dled with all kinds of ways that big business gets a better break—if
you add them all up—than small business.

I think frankly there is no doubt that we have to find ways to -

address the problem of the 37 million uninsured people in this
country. It is a big problem; it has to be addressed. But the tenden-
cy is for us to pass across-the-board approaches which have the
effect of disProportionately adversely affecting smaller businesses.

And I don’t know if we want to do that. One reason I don’t know
if we want to do that is because 80 percent of the new ideas and
growth in this country are really from small business; it is not big
business. It is small business that comes up with most of the new,
innovative ideas, the patents, new technological developments, and
so forth. It is not big business.

I just think that the time has finally come where we have to
spend more effort and more time effectively finding the kinds of so-
lutions that you are touching on, namely a different percentage re-
quirement for a smaller business or some kind of a tax break or
something because my sense is that we are getting close to reach-
ing the breaking point for a lot of the small businessmen.

Believe me, I am all for the goal we are trying to accomplish
here, but I think we have to be a little more creative in how we
find the solution.

So, I encourage both of you and others interested in this to look
and try to find ways in which to address this.

Dr. BLENDON. nator, the two States that have enacted man-
dated bills—Hawaii and Massachusetts—have put in a five percent
of wages stopgap. Now, we only know the-Hawaii experience and
not very well, where they have tried to look at the impact, not be-
cause you are small, but because of what it does on the economics
of the firm. ‘

The one thing I would suggest, just having lived through the
Massachusetts experience, for people to take a look at is who the
small businesses are. In Massachusctts, many of the concerns of
the small businesses are highly weil off professionals—law firms,
accountants, high tech technologies. At the other end are strug-
gling minority businessmen.

Senator Baucus. That is right.

Dr. BLeNpoN. The approach taken by the two States which look
at the impact on the economics of the firm, as distinct from how

many lawyers are employed in the practice, is a very important

issue.
Senator MITCHELL. Don't be too tough on lawyers now.
Dr. BLENDON. I am sorry. (Laughter)
Senator MITCHELL. A better example woul” ..ave been——
Dr. BLENDON. Doctors.
Senator MitcHELL. Doctors. Right. (Laughter)

Senator Baucus. I tend to disagree with that, Mr. Chairman. I

am a lawyer, too, and there are too many of us in this society.
Could you please finish your answer to the question? It was very
interesting.

Dr. BLENDON. Just looking at whether or not it has a dispropor-
tionate impact on the wages of a small firm is the best way to pro-
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videnassistance, not just looking at whether or not the firm is
small.

Senator Baucus. And you say that Massachusetts——

Dr. BLENDON. Massachusetts have a five percent cut-in for firms
in distress, if it is more than five percent of their wage costs. And
they have enacted a situation which I am nervous about, where
they have exempted businesses below five, with the idea that the
State will help with the subsidy.

That creates an incredible incentive for those of us who are
seven to become five; and also, it doesn’t deal with the fact that
many small firms are doing very well, and what you want to do is
help those where the actual bill affects their income picture.

Senator BAucus. They also have a different category for profes-
sional service organizations.

Dr. BLenpoN. Right, high tech and others that fall into that cat-
egory.

Senator Baucus. Yes. Thank you.

Senator MitcHELL. Thank you, Senator Baucus. Senator Duren-
berger?

OPENING STATEMENT OF HON. DAVID DURENBERGER, A U.S.
SENATOR FROM MINNESOTA

Senator DURENBERGER. Mr. Chairman, thank you for the oppor-
tunity to address the subject on which there is absolutely no con-
sensus. (Laughter)

Senator DURENBERGER. And that isn’t just among the leaders of
this country.

Senator MiTcHELL. No.

Senator DURENBERGER. There is no more difficult subject, in the
area of health care and the area of housing—in all of these areas. I
mean, what do we do about the fact that for two generations we
have raised the cost of everything we want to have, while getting
somebody else to pay for it, so to speak?

And now, for a lot of people who don’t have somebody to pay for
it, they can’t have it. That is the bottom line. We haven'’t talked
about the self-employed. I think implicit in what Max talked about
in small business is that there are a whole lot of self-employed
folks out there who are paying their health insurance with after-
tax dollars, while Iacocca sits there with his $450 a month fully
paid plan on top of his $12 million salary.

I mean, there is a very perverse system in this country of han-
dling subsidies. Like everybody else on this committee, I have been
struggling with this for—I guess it is nine years in George’s case
and ten years in Max’s and mine, and 12 years plus in John
Heinz's case—I wonder if we aren’t better off trying to deal with
the issue of the subsidies before we deal with the issue of who is
going to pick up the tab for all of this?

And the other issue, it strikes me, that we need to spend a little
time on also is the whole issue of utilization because we can force
everybody in America—and you know, I believe in the plastic card;
you have heard my speech a thousand times. Everybody in Amer-
ica ought to have what I have—a plastic card entitling them to buy
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:a?ealth plan. This is entrance into the doctor’s office or the hospi-

But I just went around my State for a couple of days with Bill
Roper, and he is telling everybody that Medicare went up 88 per-
cent in the last eight years, compared to DOD which only went up
78 percent. The reality is that we are out in rural Minnesota talk-
ing about the fact that the doctors will not come to rural Minneso-
ta because the compensation is so low and the hospitals are folding,
and all this sort of thing.

And in the nature of our current subsidy system, there is just a
whale of a lot of over utilization in the system. There is a whole
lot—as we addressed in the hearing we had a couple of months
ago—of our inability to judge outcomes. What is a good outcome,
and what is not a good vutcome?

So, everything that comes down the pike, we buy into, and all
. this sort of thing. So, while we really have a desperate need to find
a way to buy the uninsured into this system, it is to me critically
important that we deal with all the other cost issues at the same
time and that we really strive to find ways to do something about
how we use these subsidies.

John is suggesting one thing in terms of community rating as a
way to spread costs; but I hope that none of us think that the issue
of the uninsured is just who picks up the tab for them or how do
we help buy them into Medicaid or something else because I think
it is a much bigger problem which has a lot to do with the fact that
we just can’t get costs under control in this country.

And Max is absolutely right when he talks about small business
people. I just heard last week of one business in Wadina where
their health insurance went up 37 percent this year from a private
insurer. Another one went up 48 percent; that is in southeastern
Minnesota. And a third one went up 53 percent. And this is not
“ma and pa.” These are companies 75, 150, 225—maybe something
like that; they have been around a while. They have been buying
health insurance.

The co-pays are all in place and all the rest of that sort of thing.
That is the rate. We have AIDS out there. We have the incredible
problems of the chronically ill. We haven’t done anything about
catastrophic. Why don’t we just propose we buy everybody major
medical and nothing else?

I don’t know whether I have talked myself through five minutes
of expanding the nature of the problem here, but I know the tend-
ency is to focus on mandated benefits and buying folks into Medic-
aid and things like that. Boy, we have got to deal with those costs,
or we are going to sit up here voting against mandated benefits.

I was the original author of that mandated benefits bill; but
when I watch those costs continuing to go up and up, going right
past the ability of these businesses that I used to think should pick
up the tab, it is going right past their ability to do that.

So, that is just for what it is worth. I appreciate both of these
people, Mr. Chairman, by reputation and actually by their perform-
ance. They have contributed well in the past and I am sure will in
the future, and I appreciate their just listenin%.e

Senator MitcHELL. Thank you very much, Senator Durenberger. -
Thank you, Dr. Davis and Dr. Blendon.
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The next panel includes Mr. Richard Jensen, Senior Staff Associ-
ate for Health Policy, National Governors’ Association, Washing-
ton, DC; Carol M. McCarthy, President, American Hospital Associa-
tion, Chicago, IL; and Carl J. Schramm, President, Health Insur-
ance Association of America, Washington, DC

Senator HEINz. Mr. Chairman, while these witnesses are coming
forward, may I just respond to a thoughtful comment that Dave
Durenberger made? I wouldn’t want the record to show that I am
actually pushing the idea of community rating.

I raised it as an issue because in the absence of communit,
rating, we have a situation where the people at the highest healt
risk—those people who are sick—pay an extraordinary amount for
their health insurance. And there is an interesting question as to
who should be paying the costs of the sick. Should it just be the
sick or should it be everybody? .

It was very interesting to hear the discussion of how, if you do
community rating, you lose the incentives for something that I
think we all care about, which is health care costs management.
And that is an issue which is well worth exploring, and I hope we
have the time to explore it more. Thank you.

Senator MitcHELL. All right. Thank you, Senator. We will begin
with you, Mr. Jensen. Welcome. We look forward to hearing from
you.

STATEMENT OF RICHARD N. JENSEN, SENIOR STAFF ASSOCIATE
FOR HEALTH POLICY, NATIONAL GOVERNORS’' ASSOCIATION,
WASHINGTON, DC

Mr. JEnseEN. Thank you, Mr. Chairman; and I want to thank you
for inviting the National Governors’ Association to testify before
you on this important issue.

I will summarize my prepared remarks and quickly tell you what
the States have been doing at home to deal with the problem of the
uninsured. I would like first to make the point that has already
been presented, that the uninsured are not a homogeneous group.
The reason for their situation differs, and the solutions to their
problems, therefore, may vary.

From the States’ perspective, there are already many tools out
there and some potential tools to deal with the problem, and what
I do in my prepared testimony is I classify them under three broad
areas. The first is Medicaid expansions, the second is State-spon-
sored alternatives, and the third is private sector alternatives; and
let me quickly mention what some of those are.

In the Medicaid program, of course, the States could always
expand their eligibility limits, although often that is tied to AFDC;
and, therefore, there are limits as to how far they can go with that
alternative.

The focus the last couple of years of the Congressional leader-

.ship, and a great interest on the part of NGA, has been to expand

the eligibility for pregnant women and children; and I might men-
tion now that 42 States have taken up the option of providing cov-
erage to pregnant women and infants up to 100 percent of poverty.

Another indirect way of providing for the uninsured is by paying
a disproportionate share to certain provider groups. This is where,
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as under Medicaid is required, States provide higher reimburse-. |

ment rates to providers that are supplying services to a greater:
number of low income recipients and others.

And finally—and I would like to talk about this a little bit more
later—but as Dr. Blendon mentioned, the very important provision
that is in welfare reform and in conference now, and that is transi-
tion from welfare to work. Some of the States’ sponsored alterna-
tives have existed for years as general assistance or indigent care
programs that are out there.

Another one that is much more often discussed now is financing

pools. I use that term to descrihe a mechanism where you are

trying to reduce liability across . group, where you either pool the
dollars of the group even to pay for certain services. It has most
often been used in the past regarding trying to pay for the costs of
the uninsurable—those people with chronic conditions.

However, the discussion revolving around it now is much more
concerned with using it as a tool for covering the uninsured more
generally.

Finally, I mentioned the private sector alternatives; and there is
a little bit of a misnomer here in that you seek remedies through
the private sector, but it is not without inducements from the
public sector. And here, I mean the proposals to mandate or to at
least create tax incentives and disincentives that would lead to em-
ployer-sponsored coverage. ‘

A number of States have been pursuing alternatives that have
been picked from among this menu I laid out to you, and there are
a number of creative and innovative pilots and now State-wide pro-
grams being pursued.

I presented in my written testimony examples of four States that
are pursuing some of these options. There are many more. For the
most part, they are at the pilot level, with the exception of the
Massachusetts program that is going to be implemented over the
next several years.

However, there are many promising aspects to these pilots. In
each case of the ones I have presented as examples, they are both
working with the AFDC population as it goes from transition into
the work setting and also dealing more generally with the unin-
sured working.

In addition, I might mention a reference to Senator Duren-
berger’s concern. All the examples I present are going to be using
managed care to try to control the costs and not simply pay for the
services provided.

The pitch I wanted to make in conclusion is with regard to the
Medicaid transition piece in the welfare reform proposal. Although
it focuses in on a small group relative to the uninsured—that is

women and their families going from welfare to work—there are.

pieces of that provision, such as allowing Medicaid agencies to pay
for alternative plans to Medicaid and allowing Medicaid agencies to
charge premiums, that have ramifications for a much broader
model in dealing with the uninsured problem.

And for that reason, I think it is a very exciting proposal; and I
certainly hope it is approved in the conference. Thank you.

[The prepared statement of Mr. Jensen appears in the appendix.]

A
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Senator MrrcHELL. Thank you, Mr. Jensen. Dr. McCarthy, wel-
come. We look forward to hearing from you.

STATEMENT OF CAROL M. MC CARTHY, PH.D,, J.D., PRESIDENT,
AMERICAN HOSPITAL ASSOCIATION, CHICAGO, IL

Dr. McCartHY. Thank you, Mr. Chairman. It is a pleasure to be
here to share with you some thoughts on the issue of the extension
of health insurance. As we all know and have heard already this
morning, the problem is large and growing larger.

I think there are three facets that deserve some concentration.
The first is, of course, the fact that, despite the heavy subsidies for
private insurance and the success that has had in extending pri-
vate coverage, we still have employers who don’t offer health insur-
ance coverage.

The second is the shrinking proportion of the poor that are cov-
ered by the Medicaid program, down in one decade from over 60
percent to 38 percent.

And the third part of it is at least the question about whether we
ought not to be considering how we might protect the elderly and
the chronically ill from the staggering costs of long-term care, an
issue that we haven’t brought up yet today.

I think that enduring solutions to these kinds of problems, be-
cause of the very nature of the population that is involved, require
a public/private partnership. Let me briefly address the American
Hospital Association’s position. .

In the area of the employer-provided insurance, because 53 per-
cent of those who are uninsured have a full-time, full-year link to
the work site, and another 34 percent have at least a part-time or
intermittent link, we have to address the issue of employer-provid-
ed benefits. -

In an ideal world, the American Hospital Association would
prefer to stay with incentives only; but the world isn’t ideal, and in
the last decade the number of uninsured has grown by 10 million,
and therefore we are in fact supporting mandated benefits.

Now, along with mandated benefits has to come some t of
way to minimize the economic dislocations, to make it possible for
the employer to in fact offer the benefits. For those whom, if you
will, insurance in the work site won’t reach, the American Hospital
Association proposes that Medicaid be divided into a three-part pro-
gram. The first part, acute care for the non elderly poor; the
second part, acute care for the elderly and the disabled under Med-
icare, Part B; and the third part, long-term care insurance either
gunded as it is now by a Federal/State partnership or by the

tates.

I want to focus my comments this afternoon on that first part,
which is where the Medicaid program is falling so short—the acute
care for the poor under the age of 65. The Government clearly has
made some Frogress, both in the reconciliation bills ‘and in the cat-
astrophic bill, in a commitment to help repair the damage that has
%lggn place in the Medicare program, particularly since the early

8.

Yet severe problems remain. In the area of eligibility, for exam-

ple, the mandate of coverage applies only to pregnant women and
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children up to the age of one. For older children, we have to rely
upon the States’ having exercised their options. For all others,
overall eligibility in the Medicaid program is tied to the AFDC
level, and that varies from State to State; and it has been declin-
ing.

Today, in 21 States, eligibility is set at 50 percent or less than
the Federal poverty level. That means that a woman with depend-
ent children and a family of three could make as much as $4,650.00
and have no Medicaid coverage.

In the area of financing and reimbursement, unfortunately there
is really in our view no answer, except that more funds would have
to be put into the Medicaid program if you were to expand eligibil-
ity; and we would like to see eligibili% at least set right at the
outset at no less than 50 percent of Federal Poverty and then
moved gradually up to reach 100 percent.

In the area of payment for health services, we have a problem, a
very significant problem, where the States-are running out of
money trying to provide the current benefits that exist in the pro-
gram. -

In Illinois and in Michigan this year, for example, neither hospi-
tals nor nursing homes have received any payment for months be-
cause the Medicaid program ran out of funds.

When those payments are set, we have to find a way for them to
be both adequate and reasonable. Senator Bradley has introduced a
bill that has provisions-that address that matter at least for infants
and children.

And last, of course, in service coverage what we have is a patch-
work quilt and a real need to address the cost-effective services
that are not covered, such as case management.

I want to close just with applauding, if you will, Mr. Chairman,
the bill that you have introduced in the area of long-term care,
which asks the right questions, which tries to provide incentives
for people to take care of themselves up to the limits of their abili-
ty, which provides incentives for private sector involvement, and
which also brings the public sector a little bit more into this very
important area. Thank you.

'['Iihe prepared statement of Dr. McCarthy appears in the appen-

ix.

Senator MircHeLL. Thank you very much, Dr. McCarthy. Dr.

Schramm, welcome.

STATEMENT OF CARL J. SCHRAMM, PH.D., J.D., PRESIDENT,
HEALTH INSURANCE ASSOCIATION OF AMERICA, WASHING-
TON, DC

Dr. ScuramM. Thank you, Chairman Mitchell. I would like to
begin by saying that the Health Insurance Association of America
is a membership association of 360 companies; and I have spent the
last two years with our members seriously considering this problem
that is before the committee today.

I would like to discuss with you today our four-point program
that we have engineered carefully to address the issues of all per-
sons-35 to 38 million people—without health insurance. The funda-
mental premise of our proposal is that the task is made complex by
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the character of the population without health insurance. One-
third are below the Federal poverty level; one-third are the near
poor, between 100 and 200 percent of the poverty level; and one-
third are above 200 percent of the poverty level.

Eleven percent of the uninsured are self-employed and their fam-
ilies. Thirteen percent are half-time employees and their families;
and 51 percent are full-time employees and members of their fami-
lies who do not enjoy health insurance of any kind at all.

All of these factors make any single solution very difficult. Thus,
we would propose to you four different approaches which may be
undertaken simultaneously.

First, and here I am in concert with Dr. McCarthy, is that the
public sector must be responsible for the poor, per our treaty of
1965 that established Medicare and Medicaid. We can no longer
pﬁrmit the erosion of Title XIX coverage, as detailed by Dr. McCar-
thy.
Specifically, the HIAA would like to see the following changes
made in the Medicaid eligibility standards: First, eliminate the cat-
egorical restrictions on eligibility for Medicaid and Medicaid spend-
down. Second, allow States to uncouple the income eligibility stand-
ards for welfare payments from eligibility for Medicaid. Third,
eliminate eligibility restrictions, such as limits on the hours of
work, for those individuals and families who may be employed but
still remain below the eligibility income standard.

- Finally, require all States to have a medically needy program
and to allow low income individuals to buy into Medicaid, prefer-
ably through an income related premium.

This committee has before it several bills which would be a rea-
s>nable first step along this road, albeit incremental, to assure ev-
eryone equal availability of care. S. 2122, for example, The Medic-
aid Infant Mortality Amendments of 1988, sponsored by Senator
Bradley and cosponsored by seven other members of the commit-
tee, deserves early consideration and has our full support.

I believe there are other bills before you which also deserve con-
sideration, sponsored by Senators Durenberger and Chafee, which

also address these issues in whole or in part. :

The second touchstone of our program would be allow insurers to
offer more affordable coverage, including prototype plans. ERISA
preemption of State-mandated benefits could be extended to in-
sured employee plans, as well as self-insured plans, so that insurers
can design less expensive benefit packages for small businesses.

HIAA will support statutory changes to enable insurers to make
lower cost prototype plans available. All such plans would be ac-
tuarily equivalent in value and include basic inpatient and outpa-
tient physician, hospital, and diagnostic services. Additional serv-
ices, such as dental coverage and mental health, would be offered
_in some prototypes in exchange for higher copayments. In all proto-
types, managed care features would be permitted and encouraged.

The third building block would be to make coverage available to
all Americans. This is true even for those whom insurers might
normally decline due to existing high-cost medical or occupational
conditions. There are two components of this proposal to consider
here: uninsurable individuals and uninsurable employer groups.
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We continue to seek Federal legislation encouraging all States to
enact qualified State lIs for medically uninsurable individuals.
Such pools have already been adopted in 15 States.

To ensure access to group coverage for all employees, a nonprofit
organization should be established to reinsure uninsurable employ-
er groups.

Employers would access either directly or through insurance
companies. Losses incurred by the reinsurance corporation could be
financed entirely by the private sector if shared on a fair basis bﬁ
all competitors in the small group market and all larger healt
plans wﬁgther insured or self-insured.

Finally, we believe that small businesses must be given a greater
incentive to provide coverage for their employees. Self-employed in-
dividuals should get 100 percent deduction for their health insur-
ance protection, as long as they provide equal coverage for all their
employees.

It is our belief that this four-point plan provides a blueprint for a
truly comprehensive approach to the problem of uninsured citizens.
The plan stresses the sharing of responsibility between the private
and public sectors. We offer no magic bullet or free lunch; it is dif-
ficult work, and we want to work with the Government to get the
job done. Thank you.
d'['Iihe prepared statement of Dr. Schramm appears in the appen-

ix

\I{iar.y specific proposal. We will begin with questioning by Senator
einz. '

Senator HEINz. Mr. Chairman, thank you very much. I don’t
know who to ask this question to, but Karen Davis presented us
with some cost estimates for her mandated coverage legislation;
and I believe she mentioned that it would cost $10 billion.

She described a program of mandated coverage, which included
what she described as “a modest benefit package” and I think
fairly good coverage for children and prenatal care. What do we
know, if anything, about the costs of such a mandated employer-
based approach? How much more would employers be required to
spend annually? And since all of you have advocated an approach
something like that, maybe you have done some research on it.

Dr. McCarthy? Dr. Schramm?

Dr. McCarTHY. Let me approach it this way. Clearly, any of the
agproaches’ cost depends upon the specific benefits that are includ-
ed and the actuarial estimates of the health of the population
being covered. The $1,000 per employee approach——

Senator HEiNz. I have heard that $1,000; is that an average em-
ployee with a spouse and one or two dependents, or is that a single
person? »

Dr. McCartHY. That, I am assuming, is a per-employee charge
that Dr. Davis has put in front of us. -

Senator HEINzZ. Now, before you go any further, Dr. Schramm,
what can you get if you are a small employer? What kind of cover-
. age can you get for a family with two children for $1,000?

Dr. ScHraMM. Not much, Senator Heinz. I would use your ques-
tion as an opportunity to suggest that I am concerned that the fig-
ures you heard earlier may be underestimates. Qur sense of what it

Senator MrrcHeLL. Thank you very much, Dr. Schramm, for a .
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would cost just to build the minimum part of Title XIX, the Medic-
il.id part, that I have outlined would run between $6 and $10 bil-
ion.

Our estimate for family coverage for a very modest benefit pack-
age, which is substantially less than the comprehensive package
contemplated by the Kennedy bill, in 1988 would run about $780
for single coverage, $2,100 for a family, or roughly $1,500 as a com-
posite per employee cost.

So, I think our estimates run significantly larger than those you
heard earlier for what we believe, from our analysis, to be a more
modesltv[package of benefits.

Dr. McCARTHY. Senator Heinz, as I recall, Dr. Davis did indicate
that that $1,000 was an average; she looked at both individual and
then famililand came up with the average cost.

- Senator Heinz. All right. Now, Dr. McCarthy, you represent the
hospitals?

Dr. McCArTHY. Yes.

Senator HEINz. Now, let’s assume that we enacted a very gener-
ous employer mandate; and I am not talking about Medicaid for
the moment, just that we did a very generous employer mandate
that cost a good deal more than the $1,500 per emplovee or $1,200
per employee that Dr. Schramm just described.

To what extent would that reduce the amount of uncompensated
care that hospitals currently now have to absorb?

Dr. McCARrTHY. Again, you wouldn’t even need to do a very ex-
pensive program, but any amount of money that would be put
toward giving people the dignity of having insurance to help pay
for their costs would, in fact, impact on the significant losses that
the hospital has to sustain.

Senator HEINZ. I understand that every little bit helps, but that
is not my question.

Dr. McCarTHY. Right now, we are spending $7 billion in unspon-
sored care in hosEitals. That is charity care, less the payments that

overnments make—in particular local and State governments—to
elp offset the costs.

Senator HEINz. My question is: If you took this population of
people who have a sufficient tangency to the work force and you
mandated health insurance coverage, you would certainly get a
plus; but you yourself and others have made the point ay that
dwindling Medicaid coverage, the increase in deductibles and co-

ays for current employer health insurance, that uncompensated
ong-term care—all of those and others comprise the "incompensat-
ed care burden that hospitals must bear.

My question, therefore, is quite relevant. There is a substantial
argument—a good argument—that one of the reasons that we need
to do something with employers is that, if we don’t do that, the
burden on hospitals will become more and more unbearable; and
there will be some kind of terrible implosion of the health care
system.

Indeed, in my State of Pennsylvania, emergency rooms are clos-
ing down; maternity wards are closing down. The question is: How
much of a contribution to alleviating that problem q}\:antitatively
will what you advocate in the way of employer-paid health insur-
ance really make?
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It is not an academic question. I am trying to get an answer that
is fairly clear and fairly specific.

Dr. McCartHY. The employed comprise about two-thirds; those
with a link to the work site are 50 percent full time, another——

Senator HeiNz. We know those statistics.

Dr. McCarTHY. So, if you play that off, if you say that the
unpaid bill in hospitals is $7 billion a year and if two-thirds of that
could be taken care of more or less by insuring people in the work
site——

Senator HEiNz. That is a rule of thumb, but the problem I have
is—and I have to stop—we don’t know that that rule of thumb is a
valid rule of thumb because people who are younger, generally
speaking, don’t need as much in the way of health care services as
people who are older. The older you get, when you have an illness,
the sicker you tend to get.

So, chances are it is not as simple as that, even though we all
wish it was. Thank you very much, Mr. Chairman.

Senator MircHELL. Thank you, Senator Heinz. In her testimony
earlier today, Dr. Davis estimated that if health insurance by em-
ployers were mandated, there would either be no effect on employ-
ment or a net increase in employment.

I would like to ask each of you whether or not you agree with
that statement; and if you care to respond in writing, you may do
that. And I would like to hear the reasons from those who disagree.
Mr. Jensen?

Mr. JENSEN. First, if I might mention something, I may have
misled Senator Heinz earlier. He commented that we were all in
favor of mandates, and I have to say that I was commenting on it
as an option out there for the States, not necessarily advocating it;
in fact, I am not.

Senator MrrcHELL. All right.

Mr. JenseN. I found Dr. Davis’ argument very interesting. I
have never heard that argument before, to be quite frank. I have
not myself done a lot of research on it; but in relying on people like
the Congressional Budget Office and others, I have always believed
that there would be a slight drop in employment, although I don’t
think it is as extreme as sometimes is portrayed.

Senator MitcHELL. All right. Dr. McCarthy?

Dr. McCartHY. The American Hospital Association hasn’t done
an econometric model such as that which Dr. Davis set forth for
you. So, I am afraid that we have nothing that we could submit in
the way of hard facts. I will, however, ask and see if there is some-
thing we could put at your disposal.

Senator MiTcHELL. Fine. Dr. Schramm?

Dr. ScHrRAMM. Mr. Chairman, this in part answers a question I
didn’t get to with Senator Heinz. We estimate that the mandated
provisions of the Kennedy bill might cost between $27 and $32 bil-
lion to private sector employers.

Now since, the early days of minimum wage debates before the
Congress, there has been a continuous and unsettled debate as to
the disemployment effect. It is our guess that there would be signif-
icant disemployment effects, but I don’t want to get into an exact
numerical estimation.
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Senator MrrcHELL. All right. Would you provide us with the best
written analysis you are able to come up with on that subject?

Dr. ScHRAMM. Yes, Mr. Chairman.

e information appears in the appendix.]

r. ScCHRAMM. I would just say two additional things. One is that
I believe it was Dr. Davis' testimony, and we want to check with
her, that her testimony before Senator Kennedy stated there would
be small, perhafs insignificant disemployment effects connected to
the Kennedy bill because the infusion of funds from the newly in-
sured would result in the creation of more jobs in the health sector.
Mr. Chairman, I am not sure that in this society we should ever
seek a net washout in terms of the disemployment effect because
there will be more workers employed in the health delivery area. 1
think as a matter of public policy we spend plenty of money in that
area and have plenty of people engaged in the area currently. It is
really a distribution question that we are talking about, and I am
not sure it is the wisest thing to put more people to work in this
sector.

Senator MitcHELL. Thank you, Dr. Schramm. Mr. Jensen, both
Dr. McCarthy and Dr. Schramm suggested the expansion of Medic-
aid. Of course, as you know—and you are very concerned about
that—that is a Federal and State participating program; and most
of what we hear from State governments is the difficulty of dealing
with the problem as it now exists.

As a representative of the governors, do you favor mandated ex-
pansion of Medicaid to deal with the problems, as has been suggest-
ed by both Dr. McCarthy and Dr. Schramm?

Mr. JenseN. No. The National Governors' Association does not
support any of these proposals. We are on the record—and you
have heard this from previous hearings, Mr. Chairman—that we do
- endorse the proposal to expand at State option Medicaid eligibility
to all children up to age 18 up to 100 percent of poverty.

Right now, as you know, we are incrementally moving in that di-
rection. It gets back to tough decisions, but each State feels that it
has budgetary constraints to deal with each year; and particularly
with the number of mandates and requirements coming down in
the next two years in the program, it is not something the gover-
nors are going to be supporting any time soon.

Senator MitcHELL. Dr. Schramm, the fourth of your four points
was to provide self-employed persons with a 100 percent deduction
for health insurance costs. How do you pro to pay for that?

Dr. ScCHRAMM. Senator, I am not sure I have a direct proposal.
Some of the spending that we would ask for in the area of Title
XIX, for example, we would hope would be recovered in terms of
savings in the area, for example, of uncompensated care.

There are direct payments for that now in place, and we would
hope that there would be net savings both publicly and privately
that might be redirected in this way.

Senator MitcHELL. I would appreciate it, if you have not done so
in your written statement, if you would provide us in writing with
your estimate of what that would cost and the specific means by
which you propose to pay for it.

Dr. ScHrRaMM. All right. Thank you.

[The information follows:]
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The_cost of giving self-employed taxpayers a 100 percent deduction for their
health insurance costs in lieu of the current twenty-five percent would be $.5 billion
in 1988, $.9 billion in 1989, $1.3 billion in 1990, and $1.6 billion in 1991. -

Our specific recommendation for replacing these lost revenues is to increase the
excise tax on cigarettes.

Senator MrrcHELL. Thank you very much. Senator Durenberger?

Senator DURENBERGER. Mr. Chairman, I haven’t got the figures
for that, but I do have the proposal; and it is financed by the
changing the way we handle the subsidy that currently exists. In-
stead of having the current subsidy in which the employer gets a
deduction and the employees do not get taxed on the value of the
expenditure, you give everyone a deduction against their tax liabil-
ity for premiums Kaid either by a third party or by themselves.

I don’t know whether it is a wash; maybe somebody in the audi-
ence who is familiar with my bill knows whether it is a wash or
not. But you can make it a wash if you just cap the amount of the
monthly subsidy.

When we used to talk about capping in this committee, it was
$100 a month for a single person and $250 or something for a
family plan, or something like that. But that is the mechanical way
to implement Dr. Schramm’s suggestion.

Then, the self-employed, the small business people, the big busi-
ness people—everybody gets treated the same. People will still
have different levels of subsidy depending on how much an employ-
er can afford or they can afford to put in, but the tax treatment—
the public treatment—of everyone who works will be essentially
the same. -

q I compliment you, Carl, and the association for that recommen-
ation.

I need to ask all three of you about this notion of buying into
Medicaid, and maybe somebody can supplement the record with
the figures. But I think in m gtate of Minnesota, which is gener-
ous on the benefits side and not very generous on the payment
side—and I hope isn’t typical of the rest of the country; maybe the
rest of the country and the other States are more generous—but I
am really chary about buying any more people into the Medicaid
program or the concomitant medical assistance.

I go through my State in the rural areas, and I know the State is
paying something like 45 percent of charges and about 65 to 70 per-
cent of costs. Now, I don’t want to buy any more people into that
kind of a system because those are the people who don’t have
voices; and they always get beat up in State legislatures by folks
with more powerful voices.

So, to ask more people to go into that system doesn’t make a lot
of sense to me. Now, if on the other hand, rather than saying we
ought to buy everybody into Medicaid, we would require the Medic-
aid system to supplement in some way the contributions made by
employers, now- we might be getting somewhere. And maybe im-
plicit in some of these recommendations you have made is this
notion.

When we launched the Medicare-experiments with competitive
medical plans, the notion was that Medicare would go out there
and supplement somebody’s choice of health plans with a flat
dollar amount; and then, hopefully, employers would also come

R
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along and do the same thing for their retirees. I would guess we
could do the same thing for lower income people, particularly now
that we are doing welfare reform and we are talking about earning
supplement.

aybe we could have a system in which emplofyers could pay
part of the premium and people would pay part of the premium;
and there would be some kind of a sliding scale supplement by “the
Medicaid system” or whatever it is. I don’t know where to start by
way of getting a response.

Mr. JENSEN. Senator Durenberger, as a matter of fact, although
the National Governors’ Association doesn’t have a particular
policy one way or the other on this proposal, in my testimony I
mention a few States and the pilots they are running.

In the States of Maine and Michigan, they are in effect putting
into place an employer supplement. And in Washington, what you
have is basically a buy-in option. Obviously, all these things are
just now getting set up.

I can comment on the pros and cons of each. What a buy-in pre-
sents—and I really need to make some reference to Med-America
here because I am familiar with that proposal—is that it lends a
lot of flexibility to the State to bring people into the system and in
terms of how to structure the program. I think those are some of
the positive sides of ¢, and w~ don’t have all the answers yet.

I think the State of Washington is going to find out exactly how
positive it is. One of the concerns I see, though—and I think you
are implying it from your question—is that it is a matter of are we
going to deal with this problem from the bottom up first or from
the top down, bringing in the employers first rather than the
public sector, and where does the balance really lie?

The question that is raised with the buy-in, as you implied, is
that maybe that is taking the private sector off the hook and that,
in some way, especially if you go up to 200 percent of poverty—and
I know States have expressed this concern—is going to lpul: a great-
er burden on the States. In fact, when you are talking about
charges being low now, maybe they will end up lower when you
have a much bigger program.

I think that the welfare reform proposal, as I said earlier, is a
nice model to be looking towards—special case model that might be
expanded out to the rest of the uninsured population; and that is
why we are certainly endorsing its passage at this time, primarily
for the transition, of course, more broadly.

That is a long way of saying I don’t have exact answers now, but
it is interesting that you bring up that question because it is exact-
ly what States are trying to deal with in their pilot projects. And
in fact, different States have chosen to go in different directions
with that issue.

Senator MitrcHELL. Thank you, Senator Durenberger. Senator.
Rockefeller?

Senator RoCKEFELLER. Thank you, Mr. Chairman. A question for
Dr. Schramm. In your testimony on page 4, you state that “the
public sector must be responsible for the poor.” And then on page
6, you state that “Feder l:gislation encourages all states to enact
a qualified State pool for medically uninsurable individuals.”
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This question may have been asked before I came back in, but
don’t you think there ought to be some kind of a shared responsi-
bility between the public and the private sectors. Aren’t you sug-
gesting you want all the good risks and you want the Government
to take all the hard risks? S

Dr. ScHRAMM. Senator, I think basically our proposal is as fol-
lows. It is not a question of the goodness or badness of the risk; it is
the question, as was conceived by the Congress in 1965, as to who
can afford and who can pay. There will never be a market on the
private side, either commercially or in Blue Cross, for people who
cannot pay a monthly premium or who are uninsurable.

Our premise was that the program, Title XIX, Medicaid, as Sena-
tor Durenberger pointed out, varies enormously from place to place
and needs enhancements and needs people to advocate on its behalf
a decent program—a public insurance program.

As regards the question of people who are medically uninsurable,
we do on page 6 advocate a State role only insofar as setting up the
program. We need a State law, as 15 States have done it, whereby
we can, at 150 percent of the average individual premium, get a
product to people who otherwise are denied coverage in the individ-
ual insurance market and, in some cases, in the group market, to
make sure they can at least buy a minimum benefit package in the
private market.

As it stands now, many-people who are medically uninsurable,
but who have plenty in the way of means to buy a product, are
denied access to that market all together; about 1.8 million people
in the United States are so situated. And that is what our refer-
ence is on page 6.

Senator RocKEFELLER. All right. Also, to you, Dr. Schramm, and.
actually to all three of you: risk pools. Mr. Jensen said risk pools
are a way that a State can provide health insurance for people
with chronic medical conditions or low income uninsured individ-
uals. You said that on page 5. You state that “the Sate appropri-
ates funds or seeks other funding sources to pay the costs not cov-
ered by premium contributions.”

What types of other funding sources have been used? And do you
have your own thoughts, any of you, on that?

Dr. ScHRAMM. Senator, of the 15 existing plans for the unin-
sured, I believe all but one lose money, even at 150 or 200 percent
of the average prevailing individual premium. In one State, this
fund is back stopped by general revenue; that is in the State of Illi-
nois. And it seems to me that that is one way to travel.

In the other States, the loss is basically made up by a subsidy
from other people who buy insurance in group and individual lines.
What essentially happens is that we see the insurance companies
operate a public taxing mechanism by implication.

Senator RoCKEFELLER. All right. What about you, Mr. Jensen?

Mr. JENSEN. Yes. Also in my testimony, I tried to make a dis-
tinction between risk pools for the uninsurable and the more gen-
eral concept of financial pools for the uninsured. Really, the
sources of income could vary. They could be general revenues; and
some States have used assessments against hospitals. One model, of
course, with the uninsurable or dealing with trying to subsidize
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employers is you get the employer’s contribution, but the State is
involved as well; and you might think of that as a pool.

The word “pool” has many definitions that are being thrown
around these days, and it is important to realize exactly what the
purpose is and then think about sources of payment and so forth.

Dr. McCartHY. I would only indicate that in these broader
pools, at times with the workers, in fact, we have used a payroll
tax—the broadest possible base. At times, in fact, insurers have
been asked for an extra subsidy; and at times, the State has subsi-.
dized the pool.

This is not for the uninsurable or difficult to insure, but these
broader based pools, as you described for those of lower income.
hSe;nator RockeErELLER. There are 14 States that are now doing
that?

Dr. McCArTHY. That is 14 States doing the pools for the medical-
ly uninsurable—people who have conditions that are such that no
insurance company would like to cover them. They are a very bad
medical risk; they can’t buy insurance. Those are the 14 States
doing that.

Other States have proposed a pool-t arrangement to take care
of people who have no insurance; and that is part of the bill in
Massachusetts and part of Congressman Stark’s bill as well.

Senator RockEreLLER. Thank you, Mr. Chairman.

Senator MITCHELL. I must say that one of the reasons I asked for
this hearing was I felt that the importance of the problem was ex-
ceeded only by the difficulty in solving it; and nothing we have
heard today has altered my view. In fact, it has all confirmed it.
" Sg?nator Chafee, maybe you can come up with a consensus solu-

ion?

OPENING STATEMENT OF HON. JOHN H. CHAFEE, A U.S. SENATOR
FROM RHODE ISLAND

Senator CHAFEE. Oh, I have already done that, Mr. Chairman.
(Laughter)

Senator MitcHELL. Then, we welcome you even more than we
usually do.

Senator CHAFEE. Thank you for your generosity. (Laughter)

We seem to be spending a lot of time together. We just were on
the floor until 2:00 on endangered species, and now here. I have a
Med-America proposal which I seek every opportunity to encourage
this committee to pay attention to, and it is an extension of the
Medicaid.

It provides for a buy-in of Medicaid, and Dr. Schramm touched
on it in his testimony. So, I hope we can get somewhere with that.

Let me ask you a question that perhaps has been touched on;
and this, I believe, Dr. McCarthy or probably all of you can help
on. What about the doctor situation if we get this? Do we have to
pay attention to educating more doctors to make them available? I
am not worried about there not being enough doctors eventually or
that there are not enough doctors in the country; but the question
is: Should we think of that side of the equation also?

Dr. McCarTthy. I think you have to look at the amount of pay-
ment that is involved here to the professionals, if you are really

92~-265 - 89 - 2
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looking to ensuring access to care. We are having some significant

problems with physician coverage, for example, of the Medicaid

Kfl)pulation right now in certain parts of the country because the
edicaid rates of payment are so very low.

We have, for example, for hospitals the legal provision in the law
that says that payments under the Medicaid program must be rea-
sonably related to the cost of care; and we have a good deal of regu-
lation that talks about how to cap it. But we have nothing in regu-
lation that talks about floors, and that is why Senator Bradley’s
bill has some very interesting inclusions that would put a floor on
how low you can go.

If what we are really interested in doing is making sure that
people receive services, then we really do have to look to see that
the payment is at least reasonably related to the cost of delivering
their care.

Mr. JenseN. I would disagree a little bit with that. I think the
Boren amendment that talks about economically and efficientl
run facilities is a floor, in fact; the courts have said it is a floor. It
is a growing floor.

If I can take a specific case example, too, that I am concerned
about that has been brought up in the Bradley bill, it has to do
with OB-GYNs and their availability. There is a tremendous supply
problem for the Medicaid population with this specialty, and fees
are undoubtedly one issue there; but I would hope the subcommit-
tee, as it considers that issue, thinks about some of the other issues
that are affecting the availability of OB-GYNs and doesn’t simply
require Medicaid to raise fees and not do anything else because just
raising fees is not going to bring doctors into the Medicaid pro-
gram.

Senator CHAFEE. Is this because of the liability insurance?

Mr. JENSEN. Liability primarily. In some parts of the country,
regardless whether they are on Medicaid or not, women cannot get
services, particularly obstetrical services. And while I understand
that the fees are a problem, it is more comprehensive than that.
And simply raising fees is not going to resolve the problem.

Dr. ScHRAMM. Senator, as regards {our question on the supply
of physicians, it would be my personal sense that that is the last
area you want to pay attention to—the production of new physi-
cians. We have 40 percent more physicians practicing in 1988 than
we had in 1980. Real relative income of physicians has gone up
steadily through that period.

At the same time, we have more units being delivered in terms
of total units of physician time in a steady-state population. I think
all that points as incontrovertible evidence to two conclusions. One
is that we have a distribution problem that has grown worse and
worse over the period. Poor people don’t get to the doctors although
many more doctors are seeing many more people. That is point
one.

The second thing is that it points to the fallacy of aplplying
normal economics-of believing that the normal laws of supply an
demand apply here. If we f)ush more physicians into the area or
into the population, we will have more problems of redistribution.
You will have to saturate Boston such that one in six people is a
physician before you will get a physician into rural Massachusetts.
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Creating more doctors is not the answer. The question is getting
the right incentives or regulation to put doctors in areas where we
need doctors.

Senator CHAFEE. Thank you, Mr. Chairman. I just want to note
that I saw an article about the decline in the public health serv-
ice—the medical service corps of doctors—who are willing to go
into the low income areas; and I think that is a matter for concern.
Thank you, Mr. Chairman.

Senator MrrceeLL. Thank you, Senator Chafee. We had better
give the AMA a chance to comment on Dr. Schramm’s last state-
ment. (Lau%}dlter)

Senator MircHELL. Thank you very much, Dr. McCarthy and
gentlemen. Your testimony is very helpful to us. The next pane! in-
cludes William S. Hoffman, Ph.D., Director, Social Security Depart-
ment, International Union of United Auto Workers, Datroit, Michi-
gan; T. Peter Ruane, Ph.D., Chairman, Small Business Legislative
Counsel, Task Force on Mandated Benefits, Alexandria, Virginia;
and Willis B. Goldbeck, President, Washington Business Group on
Health, Washington, DC .

Senator DURENBERGER. Mr. Chairman, as these witnesses are
being seated, I would just like to take 30 seconds to expand on both
John’s question and Carl Schramm’s answer.

Someday I am going to bring my chart of the AAPCC—you
know, the average Medicare payments—and this distributional
problem is simply a matter of not paying people to be in the place
where you want them. The AAPCC currently in Miami is like $363
a month, and in my home town, which is St. Cloud, Minnesota—
50,000 plus or maybe 100,000 people in that county—it is approxi-
mately $155.

You know, there are segments of this country where there is so
much money—and Miami is one of them—going in to doctors, of
course, every doctor is going to want to go to Miami; and the
aren’t going to want to come to St. Cloud. So, the answer is a distri-
butional answer, not adding more doctors because they will end
up—as Carl said—going to Miami because that is where the money
happens to be.

nator MircHELL. Thank you very much, Senator Durenberger.
Dr. Hoffman, we will begin with you. Welcome; we look forward to ~
hearing from you and the other gentlemen on the panel.

. STATEMENT OF WILLIAM S. HOFFMAN, PH.D., DIRECTOR, SOCIAL

SECURITY DEPARTMENT, INTERNATIONAL UNION OF UNITED
AUTO WORKERS, DETROIT, MI1., ACCOMPANIED BY: ALAN REU-
THER, ASSOCIATE GENERAL COUNSEL, UNITED AUTOMOBILE,
AEROSPACE, AGRICULTURAL IMPLEMENT WORKERS OF AMER-
ICA, UNITED AUTO WORKERS, WASHINGTON, DC

Dr. HorFMAN. Thank you. I am William Hoffman. I represent
the UAW; with me today 1s Alan Reuther, Associate General Coun-
sel. I appear before you on behalf of 1.5 million active and retired
members of the UAW and their families.

We appreciate this opportunity to present our views on the very
important issue of people who don’t have coverage for health insur-
ance. You have heard the statistics of the 37 million Americans—
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approximately 16 percent of the population—who lack public or
private coverage.

Significantly, about three-quarters of these people without health
insurance are working men and women and their dependents. In
addition, there is a significant problem with substantial cutbacks
in the Medicaid program.

In our view it is simply unacceptable for a nation that has con-
sistently been a world leader in advancing modern medicine to
allow so many people to be denied access to adequate health care
services. Too often individuals are forced to postpone or do without
needed medical care because limited family income must be used
for food, housing, or other basic needs. .

In addition, the lack of health insurance coverage ultimately in-
creases total health expenditures because individuals are forced to
rely on hospitals, particularly public hospital emergency rooms, for
medical treatment, instead of using preventive and other types of
more cost-effective medical services. -

At the present time, uninsured persons usually wind up being
treated as uncompensated care cases by hospitals and other health
care providers. The cost of providing this care, which is estimated
at about $8 billion a year, is not fully absorbed by hospitals and
other providers. Instead, it is passed on to other private payors,
. mostly to unions and employers who are providing health care pro-

tection.

The UAW is also concerned about situations where a worker
does not receive any health insurance coverage from his or her
own employer but instead is covered by their spouse’s employer-
sponsored health insurance. In such cases, the health care costs as-
sociated with the worker are directly shifted from one employer to
another. This type of cross-subsidization between employers is
unfair and inefficient.

Mr. Chairman, the array of difficult and interrelated problems
that you have been taking a lead in holding hearings on can only
be addressed, in our opinion, ultimately by the enactment of a uni-
versal and comprehensive national health insurance plan.

The UAW has historically been a leader in the fight for a nation-
al health insurance program. We remain committed to this goal
and are confident that it will be achieved.

We believe that it would be worthwhile to explore whether com-
prehensive health insurance benefits can be l?rovided to all Ameri-
cans through a program that would have Federal standards but
which would be implemented and administered by the States.

We commend Governor Dukakis for his leadership in enacting
the Massachusetts Universal Health Care Bill. This landmark leg-
islation provides universal access to health care insurance for all
residents of Massachusetts.

We urﬁe similar action in other States. Ultimately, however, we
believe that such a program needs to be implemented on a national
level. Although our support for a national health security program
remains unchanged, we recognize that there is an opportunity at
present to encourage legislative initiatives that will provide greater
access to health care for millions of Americans.

Senator Kennedy has introduced the Minimum Health Benefits
for All Workers Act of 1987, which would require all employers, as
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a condition of doing business, to provide their workers and their
families with at least a minimum level of health insurance bene-
fits. More recently, Representative Stark has proposed the Employ-
ee Health Benefits Improvement Act of 1988, which would basically
accomplish the same objectives by imposing an excise tax on any
employer who fails to provide a minimum level of health insurance
benefits to their workers and their families.

We strongly support the basic thrust of these bills. Regardless of
the enforcement mechanism, we believe all employers should be re-
quired either to provide a minimum level of health insurance bene-
fits directly to their employees and their families, or to pay a tax to
the Government to cover the cost of providing these health insur-
ance benefits through a Government-sponsored program.

There are two basic objectives to such initiatives. The most im-
portant is to significantly improve access to needed health care
services and thus improve the health of millions of Americans.
Second, through such action we would reduce most of the ineffi-
cient and unfair cost shifting that takes place in our present health
care system.

Mr. Chairman, we apgreciate this opportunity to appear before
you today. We realize others have taken some objection to the kind
of mandating approach outlined here; but clearly, there.is ample
precedent for the Federal Government to take such action. Our so-
ciety has already mandated that employers provide or pay a mini-
mum wage, contribute to minimum retirement income, disability,
and basic protection against loss of income due to layoffs through
Social Security and unemployment.

We think that this would be an additional step in the right direc-
tion. Thank you very much.
d.['Iihe prepared statement of Dr. Hoffman appears in the appen-

ix.
Senator MrrcHELL. Thank you, Dr. Hoffman.

We are pleased to be joined now by Senator Riegle, who was de-
tained at another hearing earlier; and I would like to call on him
to see if he has any opening statement he wishes to make at this
time. Senator Riegle?

OPENING STATEMENT OF HON. DONALD W. RIEGLE, JR., A U.S.
SENATOR FROM MICHIGAN

Senator RiEGLE. Thank you, Mr. Chairman. I will be very brief.
First, I want to commend you for holding the hearings, and I want
to thank the witnesses that have appeared today.

I (}uickly want to acknowledge Dr. Hoffman for his comments
and for the leadership of the UAW over a long number of years in
this area.

Many of us have been active in this area. I introduced the first
bill that I have tried to enact on the uninsured back in 1982, and
that was directly princixally at unemployed workers or workers
who had lost their jobs. And now, of course with later versions, we
have widened that out to a comprehensive plan.

I think it is essential that we structure an insurance system
where everybody in this country is covered, and I mean every-
body—no one is left out. Now, it has to be financially sound, and

il
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there will be costs involved. I think if we structure this carefully
and we use the States in an important role, such as we are seeing
now in Massachusetts, I think we can get this done.

If we are going to be productive as a nation ‘and really excel in
the way we are going to have to in this new world economy, people
have to be well and healthy and in a position to do for themselves
and for all of us what they can.

So, I very much appreciate your statement, and I am anxious to
hear from the others. Thank you, Mr. Chairman.

Senator MrrcHeLL. Thank you, Senator Riegle.

Senator RieGLE. I would like to have my whole statement, if I
may, be made part of the record.

Senator MircHELL. That will be done. Dr. Ruane, welcome. We
look forward to hearing from you.

STATEMENT OF T. PETER RUANE, PH.D., CHAIRMAN, SMALL BUSI-
NESS LEGISLATIVE COUNCIL, TASK FORCE ON MANDATED
BENEFITS, ALEXANDRIA, VA

Dr. RUANE. Thank you, Mr. Chairman, members of the commit-
tee. First, I would like to thank you for the opportunity to join you
this afternoon to present the views of the Small Business Legisla-
tive Council. The SBLC is a permanent coalition of some 90 trade
associations representing the full spectrum of U.S. business, rang-
ing from transportation to construction to retail to a wide range of
service activities.

This afternoon, I would like to address just three items in my
statement. I will summarize the statement that has been provided
to the committee. -

Those three items are, first, to share with you the results of sev-
eral surveys that four of our member associations have made;
second, to share with you some of the concerns we have about one
of the principal bills that is the general subject of this hearing
today; and third, to share with you some of our thoughts on the
future of this type of legislation as it affects small business.

In our statement, we present the summary of an association in
the retail industry, two in the distribution industry, and one in
light manufacturing. I call your attention to the specifics of those
surveys, and I think you will find, without qualification, that all
these surveys point up one bold fact: the industries represented by
those surveys and the 90 trade groups represented within SBLC are
unanimously opposed to the mandating of any programs such as
we are talking about here today.

The reasons for those positions are quite clear also. Small busi-
nesses experience high turnover, particularly in the retail service
businesses. Profit margins are generally low, and the question of
affordability has not been adequately addressed in any of the hear-
ings of which we are aware nor in the research that has been
shared up to this date.

‘Our view specifically on the leading proposal with which many of
the members here are intimately familiar, S. 1265, is that we find
this proposal not to be acceptable to our members; and as evidence
of that widespread feeling within the small business community,
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we circulated a petition to all 90 trade groups. I just brought a

-small sample of these petitions here with me today.

We have received 13,000 petitions from business owners all
across the country. In fact, we had them in our car coming here.
We decided, wisely I think, that if we had transported them down
t{\e. halls here, our own insurance would have gone up for a large
claim.

It would stack up six feet high, Mr. Chairman and members of
the committee. We feel these petitions are quite representative of
the average point of view of the small business owner out there in
America today.

We also would like to address the general philosophy that under-
girds these proposals. We feel, once again, it is simply a matter of
the Federal Government interfering in the day-to-day operations of
the small business owner. It limits the flexibility that a small busi-
ness person has to deal with the benefit package for each and any
one of their employees.

Second, we again, addressing the point of affordability, have yet
to see any compelling evidence that proves to us or any of the asso-
ciations we represent, that the average small business person can
afford the mandating of such benefits.

We believe the cost estimates to which some of the questions
were addressed earlier this afternoon, have been underestimated.
The job loss impact, which we would be glad to comment on later,
has not been fully identified. We believe there would be a net nega-
tive job loss if these proposals were implemented.

Finally, Mr. Chairman and members of the committee, our out-
look for this type of legislation and issues related to it is that we

- cannot provide any alternatives at this point. We have addressed in

our statement some of the points made on some of the recent ques-
tions in the last 30 minutes about the issue of tax deauctions.

We would favor tax deductions to small business owners for in-
centives to provide insurance to all their employees. We would be
in favor of full deductibility for those who are self-employed.

Second, we believe there needs to be more attention to the whole
issue of health care cost containment—again, some comments
made by some members of the committee earlier this afternoon re-
ferred to this concern. We are aware of the fact that this particular
committee, Mr. Chairman, held hearings recently on this very
issue; and we would urge the Congress and this committee in par-
ticular, to address the whole issue of health care cost containment.

And finally, we believe that this issue is part of a general pat-
tern of micro management that is being forced on the small busi-
ness community today. It is something that, quite simply stated,
one might easily summarize as a hassle factor, a factor that we be-
lieve in this Congress and in the next Congress in particular is
going to become of more increasing concern as we believe it is a
major deterrent to entrepreneurism in America today. Thank you.

[The prepared statement of Dr. Ruane appears in the appendix.]

Senator MitcHELL. Thank you, Dr. Ruane. Mr. Goldbeck, wel-
come.
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STATEMENT OF WILLIS B. GOLDBECK, PRESIDENT, WASHINGTON
BUSINESS GROUP ON HEALTH, WASHINGTON, DC

Mr. GoLpBeck. Thank you, Mr. Chairman. It is a pleasure to be
here. I am the President of the Washington Business Group on
Health, which is an organization comprised of very large employers
throughout the United States.

It is our belief that the issue of the uninsured must be viewed
within the context of, number one, establishing policy for the 1990s
and the climate socially, economically, and culturally that will
exist in the 1990s, rather than being bound by the conditions that
existed in this country perhaps somewhat more wistfully in the
1970s and early 1980s.

The reality is that the U.S. standard of living, when measured by
access to any needed social service, has substantially decreased in
recent years, whether you measure that in education and literacy,
housing and homeless, health or the absence of health insurance.
Those are the realities.

It was interesting to hear that Senator Bentsen was speaking
about kids; Senator Chafee was speaking about kids. The reality is
that in fact U.S. kids are increasingly an endangered species, by
any measure of statistics that you would like to find for the United
States today.

Prenatal care is but one example of the kind of an insurance
plan that ought to have been in every insurance policy in America.
It is proven to be cost efficacious, and the absence of prenatal care
coverage today is one of the reasons why health care expenditures
are unnecessarily high and monies are wasted on things that other-
wise would have been well applied to needed services.

The nature of employment in America has changed dramatically
in the last few years to increasingly small business, low pay, low
benefit jobs. However, it is also true that better than 50 percent of
the small businesses in America, based on the Small Business Ad-
ministration, provide health insurance for their workers.

Therefore, it is hard for me to come to grips with the terms that
automatically small business can’t afford health insurance. Some-
how or other, 50 percent of them or more are affording it; and that
would seem to counter the claim that, because they are small, you
can’t afford it.

One of the problems that employers face in dealing with these
issues is that, in fact, we have had a litany of new taxes called
other things, called ‘“Medicaid secondary payor,” called “Section
89,” called “COBRA.” I could do this for another ten minutes; this
gets pretty boring.

The reality is that, when you hear across the room saying, as far
as I know is more than adequately qualified to say that the man-
date would represent $25 billion or so, that is a tax. More and
more, major employers are accepting the idea that these issues
have to be addressed in a forthright fashion; and if it is necessary
to tax America to provide the services America wants, that is
something we have to face up to.

It doesn’t mean it is necessarily desired, but it has to be faced up
to. It is incomprehensible to me to think that this is going to be a
budget neutral issue. We are not going to go from where we are
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with the X number of millions uninsured, with Medicaid in abject
failure in terms of covering less than 50 percent of its target popu-
lation, with Medicare increasingly bankrupt and not even touching
the long-term care area—with which you are so familiar.

We are not going to resolve those issues and end up in a benign
neutrality. Health care in America is not neutral, nor will the fi-
nancing of care be neutral.

We also do support the 100 percent deduction for the self-em-
ployed. We support the concept of a national Medicaid eligibility
standard and the buy-in approach. I haven’t an idea as to whether
it should be 100 to 200 percent or 100 to 150; those are technical
issues to be resolved in the relationship of the dollars outlaid to the
proportion of the population you want to cover; but it is clearly a
process that can work.

And yes, it could be combined with an empioyer-paid approach;
there is no reason why not to. I think Senator Durenberger’s point
is an important one; but the more you brought workers into Medic-
aid, the more in fact that program would have voices. It wouldn't
be more voiceless people; it would be more people with voices, and
that should be considered as well.

One thing that I have not heard much of in this discussion today
is the issue of appropriateness. When we look for money, we not
only have to look for the printing of new ones; we can look for the
sppropriate allocation of existing funds.

All you have to do is look at the relationship between Boston and
New Haven—a classic set of studies—presented t« the Congress
over and over again that shows that supremely high quality of care
in New Haven costs a fraction of the perhaps equally high quality
of care, but certainly no better care, in Boston.

We have a choice as a Nation. We can determine, and you can
take the leadership role in saying, that this Nation will have the
New Haven model economically speaking. We have the waste in
malpractice; we have the excess in the bypass surgery that was just
redone, restudied, and reaffirmed again and again and again in
recent weeks.

So, there is no reason why we can’t establish a system where the
Government and the employers and the unions become aggressive
purchasers of care by qualit; specifications with demands for ap-
propriateness and accountability of the providers along both price
and quality lines.

Yes, this will mean some limitation in choice. It will mean peo-
ple’s choices are limited from a complete search to a morass with
no identifiers to a more guided search through a few well estab-
lished, highly qualified, and measurable and accountable providers
for the specific services which are in need at that moment.

No, most big employers do not want mandates, but it is also true
that more and more dislike being taxed to pay for the care used by
employees of other employers who also simply chose to gain an eco-
nomic advantage by providing no insurance or going through the
route of having a big company create the subsidy for a small com-
pany. I might add that because the Washington Group indeed is a
very small employer. We don’t like that any more than a big com-
pany likes it.
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[The prepared statement of Mr. Goldbeck appears in the appen-

ix.

Senator MircHELL. Thank you very much, Mr. Goldbeck, for a
very provocative and interesting statement.

e +ill turn first to Senator Rockefeller for questions.

Senator RockerFELLER. Thank you, Mr. Chairman. “Dr. Ruane
you state, the Federal Government should not interfere in the rela-
tionship between employer and employee.” I assume that doesn’t
apply when your factory is burning down or when a crime is bein
committed, and you want the FBI or the local authorities to help?

Dr. Ruane. Of course not. '

Senator RockerELLER. I think your testimony is partly right,
small businesses would have a tough time providing health insur-
ance to all their employees. I wish that you had made a stronger
case so that you could help people like myself, who are trying to
find a solution to this problem. .

The problem of the uninsured is a very difficult problem and 1
wish we could work together to figure out a way to make sure all
Americans have health insurance. We need to work together. I'm
dismayed that Dr. Ruane’s testimony and Dr. Hoffman’s testimony
are so far apart. It frustrates me. )

Dr. Hoffman in your testimony you state that all employers must
be re%uired to pay for a minimum package of health insurance ben-
efits for all of their workers, and that there cannot be any excep-
tions for any businesses, or any particular types of employers—
now, do you honestly mean that?

Dr. HorrMAN. Yes.

Senator ROCKEFELLER. Have you ever been to West Virginia?

Dr. HorrMAN. Yes.

Senator RocKEFELLER. Do you honestly believe that without ex-
c}elption——all small businesses in West Virginia could conform with
this.

Dr. HorrmaN. 1 think if you just leave it at that point, obviously
it is ridiculous on its face. However, what I am suggesting is that
we go to extreme lengths to make it affordable, comfortable, with
administrative ease, working through pooling arrangements, and
through multiple employer approaches.

Obviously, each small employer, standing on its own in West Vir-
ginia or in Michigan, cannot do it on their own. It would be ridicu-
lous to just go and say: You must do this just as General Motors or
Chrysler has done. I agree with you 100 percent.

But there are a number of things that we can do to make it an
approach that could be reasonable. And that is how I would answer
your question.

Senator RocKEFELLER. Yes, except that if you say no exceptions,
how do you expect it to happen?

Dr. HorrmaN. I think, again, we can’t take it out of context. I
would suppose that we could compare it to the national health in-
surance é)rogram that applies in Canada right now and where we
have had 10 years of experience in bargaining and in working in
small rural areas and where it applies.

So, it is not inconceivable. We can do it through an employer
base. We can also expand that through providing tax incentives,
through providing administrative organization, so that you can
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pool all the farmers together in an area, all small businesses in an
area.

Earlier, there was a description of how you would do it for all
restaurant owners. I think there are severe problems, but I think if
we just reject that it can happen, we have not done service to those
employers and their employees. I agree it would be a tremendous,
tremendous task; but we ought to get about it because those people
don’t have access to health care.

So, I share your concern. I just don’t want to say it can’t happen
before we explore all the wisdom of Congress and the wisdom of
the private sector in how to aplply approaches that we know have
occurred. We have multi employer pension plans. We have ap-
proaches in the employee benefits system that could approach this.

So, I don’t reject it out of hand. I do recognize your concerns, and
they are sincere concerns; and I share them.

Senator ROCKEFELLER. Thank you, Mr. Chairman.

Senator MiTcHELL. Mr. Goldbeck, you are kind of lucky. Senator
Rockefeller ran out of time.

Mr. GoLpBECK. Really. (Laughter)

Senator MiTcHELL. Actually, it is Senator Heinz’s turn.

Dr. Ruane. I would like an opportunity to respond to Senator
Rockefeller, please.

Senator MircHeLL. [ will give you that on my time, Dr. Ruane,
because I have a question along the same lines; but it is Senator
Heinz’s turn now.

Senator HeiNz. I just wanted to add, Mr. Chairman, to what you
just said a moment ago. Not only is Mr. Goldbeck lucky, but the
other two gentlemen are very lucf(]y because I happen to know that
Senator Rockefeller is in an excellent mood today. (Laughter)

Senator HeiNz. Dr. Ruane, 1 assume that if we were smart
enough to figure out a way for small employers to get their health
insurance just as cheaply as the Washington Business Group on
Health and its membership, which is large employers, that you
would still be very strongly opposed to any mandate?

Dr. RUANE. We are opposed to the ideas of mandates from a ge-
neric point of view.

Senator HEiNz. Yes, I understand. But if that were the case, how
would the small employers who basically are the people with the
uninsured—the largest number of the uninsured, those that are
workinﬁ—-how would you propose to get at this problem?

You have been sitting in the audience